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LETTERS 


Martyrs in the name of democracy 

Amid the vociferous outrage of a world reel- 
ing from the shock of China's bloodbath, the 
silence of the Malaysian Government was 
deafening. When the voice of the govern- 
ment was finally heard, it had a most unex- 
pected message. Deputy Home Minister, 
Datuk Megat Junid was reported in The Star 
newspaper as saying that the government 
was monitoring organisations or individuals 
in Malaysia which gave moral support to the 
pro-democracy group in China for fear that 
this would affect the security of the country. 
According to him, it was China’s internal 
problem and Chinese who were Malaysian 
citizens had no cause to support the pro- 
democracy struggle. 

This statement of the deputy minister 
was an affront to the thousands who have 
died for democracy, in China or elsewhere. 
It was even more appalling that he implied 
that the tragedy was a matter of concern 
only to the Chinese race. 

Anger against butchery was a natural 
human reaction and grief for the idealistic 
young in China was not felt by the Chinese 
alone. Does the Home Ministry view protest 
against the carnage in China as a form of dis- 
loyalty to Malaysia? To deviate just a little, 
does our government believe that Michael 


Chang’s voiced concern for China at the end 
of the French Open Tennis championship 
makes him less of an American? 

If the deputy minister spoke for the 
Malaysian Government, what view has the 
government of the struggle of the Palesti- 
nian people? Of what concern is apartheid 
in South Africa to Malaysia? Is not there 
some inconsistency here, or are the cor- 
ridors of power too well-insulated for their 
occupants to feel others’ pain? 

Kuala Lumpur CHAN LENG SUN 


For a few weeks now, the world has been 
held spellbound by events in China. Ini- 
tially, the world watched in awe and admi- 
ration as thousands upon thousands of stu- 
dents and civilians joined in mass protests. 
The pervasiveness with which pro-demo- 
cracy values had taken a hold on ordi 
people and the courage exhibited was amaz- 
ing. 

Many of us empathise with the princi- 
ples which the demonstrators were willing 
to die for. The Tiananmen Square bloodbath 
was indefensible and has rightly elicited in- 
ternational censure. The Chinese Govern- 
ment should have exhausted all avenues for 
a peaceful dialogue. And only then should 
non-violent means of crowd dispersal have 
been considered. 

Some demonstrators were reported to 
have said that they believed they would not 
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LETTERS 


die in vain if the world outside came to 
know of their struggle. That is why, as a 
group of concerned Malaysians from major 
ethnic communities, we have decided to 
come together to sign this letter. 
AZZAT KAMALUDIN, MUHAMAD BUROK, 
BELLA E. L. LOO, TONG VENG WYE, 
Selangor A. TERRY, MANJIT KAUR 
So the gerontocrats of China have won — 
temporarily. But what have they won? They 
have won knowledge: the knowledge that 
sooner or later the light of truth will penet- 
rate the veil of fear in China. 

They once were idealists, way back in 
their youthful days. They know that those 
ideals are dead: they are dead in them- 
selves. They have been rejected by current 
idealists and so thay have drowned those 
ideals in blood. They know that they can 
maintain themselves in power only if the 
Chinese people agree with the young man 
in the Shenzhen Special Economic Zone: 
“We are here to make money. There is no 
such thing as ideals of making contributions 
to the state" [REVIEW, 27 Oct. '88]. 

Then there is fear: the people of China 
can be kept in order only by a combina- 
tion of greed and fear. But the old men 
themselves are fearful, of idealism, of 
people governed by greed, and they are 
fearful for the collapse of all they struggl- 
ed for in their student days and during 
the Long March. Finally, they are fearful in 
their knowledge of the future judgment of 
history. 
Seoul (Rev.) JOSEPH P. FRARY 
The colour of your cover Rape of Peking [15 
June] speaks volumes about China. A gov- 
ernment that rolls tanks over its people can 
never again be called the government of the 
"people's republic." 
Nepal DHRUBA KUMAR 


Nepal flounders in the darkness 
Human-rights leader Rishikesh Shaha is not 
the only Nepalese to have been arrested re- 
cently [REViEW, 15 June.]. Hundreds of 
others, including journalists, have been de- 
tained and many more prisoners of con- 
science have been languishing in Nepalese 
jails for years. Nepal's absolute monarchy 
operates under the guise of the so-called 
partyless "democratic panchayat" system 
and does not tolerate opposition. Political 

ies are banned and the press is control- 
led. The Public Security Act (PSA) and Or- 
ganisation and Associations Control Act are 
used to suppress any perceived or real op- 
position to the panchayat system. Last year, 
more than 1,500 people were taken into cus- 
tody across the country under the PSA. 

The political suppression in the 30 years 
of panchayat rule is matched by economic 
stagnation. The country is now the third 
poorest in the world. It was the 13th poorest 
in 1960. The panchayat system is thus no 
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less responsible for Nepal's present woes 
than the Indian blockade. 

Today, Nepal's existence as a sovereign 
nation hangs in balance. Once its meagre 
foreign-exchange reserves are exhausted, 
the country is bound to be hit by runaway 
inflation. This will be catastrophic both for 
the king and the country. 

The problem created by the blockade is of 
a national dimension and the solution must 
be found through full and unrestricted pub- 
lic debate. This needs a government which 
has the confidence to encourage and lead 
such a debate and make decisions on the 
basis of public will. The panchayat system is 
dearly not suited for such a task. The system 
emphasises power over principle, syco- 
phancy over free speech, and rigidity over 
compromise. 

Indeed, one of the first acts of the govern- 
ment after the Indian blockade was to close 
all institutions of tertiary education in the 
country and start a campaign of harass — t 
of government opponents. Public opi. ....., 
except in the form the establishment wants 
to hear, is effectively stifled. 

The 30 years of panchayat misrule and 
the Indian imperial ambition are together 
threatening Nepalese nationhood. Nepal 
will not be able to deal with it without a po- 
pular and responsible government. The 
king should expedite the process of forming 
such a government by dissolving the pan- 
chayat system and installing a national gov- 
ernment prior to the election of a popular 
government through a democratic process. 
Kathmandu R. K. PRADHAN 


Transparent tactics of Burma’s army 
Bertil Lintner's coverage [1 June] of the oust- 
ing of the leadership of the Communist 
Party of Burma was most timely and infor- 
mative. His report on the attempt by the 
Thai military to sponsor peace talks [15] |] 
shows how important it is for the peop f 
Burma to be aware of what is going on. 

The Burmese army is still playing its old 
game of divide and rule. It has been able to 
do this with impunity as it has a monopoly 
on news and can keep the people in the 
dark. It is now telling the minorities that it 
wants peace with them so it can focus on 
fighting “the real enemy, the Communist 
Party of Burma.” Unfortunately, for the 
army, that lie has been 

I would not be surprised if the army is 
playing the same game with the pro-demo- 
cracy students and opposition parties. The 
story line would be that if they are really pat- 
riotic, they need to cooperate with the army, 
otherwise, the minorities will destroy the 
nation. 

The fact of the matter is that the real 
enemy of all the people of Burma is the Saw. 
Maung/Ne Win military clique. All this 
clique cares about is its power and 
privileges. They will do anything to pre-, 
serve them, even to the extent of selling off 
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cheaply all of Burma's natural resources to 
foreign interests like Thailand and Japan. 
There is no point in negotiating with the mi- 
litary. It is trying to buy time in order to re- 
build its power base to maintain the status 
quo. For example, it wants peace on the 
Burma-Thailand border only to facilitate the 
cross-border logging concessions it has sold 
to Thai companies recently. It needs the 
cash to replenish its coffers to continue rul- 
ing the country. 

Even if Saw Maung is sincere about 
wanting peace, what can the Burma army 
offer the minorities? How can a federal sys- 
tem of government work under a dictator- 
ship? They are just not compatible. Will 
mini-despots be set up in every state under 
the patronage of Rangoon? 

If Thai Prime Minister Chatichai 
Choonhavan and army commander Gen. 
Chaovalit Yongchaiyut really want to estab- 
lish Thailand as the big brother in Southeast 
A they need to have a broader perspec- 
tive. rhe narrow aim of some Thai business- 
men to make a quick profit from their neigh- 
bours' misfortunes will not earn the Thai 
Government the respect needed to mediate 





in other people's affairs. 
Quebec HARN YAWNGHWE 
Saving Hirohito for Japan's sake 


The excellent review by Anthony Head of 
Edward Behr's book Hirohito: Behind the 
Myth [8 June], states that "Behr is really giv- 
ing Hirohito the trial he managed to avoid 
[courtesy of MacArthur]" and that "Behr's 
dosing chapters highlight US complicity in 
letting Hirohito off the hook." There was no 
hook. 

Originally, the 11 allied powers had in- 
duded Hirohito among the Japanese leaders 
to be put on trial, but they then decided he 
should appear alone in a subsequent trial. 
T* — expected the first trial to produce the 
n sary evidence against him that 
would later secure a conviction. Then, 
according to the allies’ plan, he would be 
executed. 

Field Marshal Shunreku Hata, the high- 
est ranking military defendant, asked me, 
an attorney before the war, to undertake his 
(Hata's) defence. At the end of a two-year 
trial (1946-48) Hata was acquitted. 

Halfway through the trial, president Tru- 
man sent a high-level official, to ask me to 
undertake "a mission of the utmost impor- 
tance to the future security of America." 

The mission: to save Hirohito because 
his trial and execution would cause Japan 
to descend into chaos. I accepted the mis- 
sion, though I was warned the US would 
disown me if the details were publicly dis- 
closed. 

* With Hata, I arranged that the military 
defendants, and their witnesses, would go 
out of their way during their testimony to in- 
«lude the fact that Hirohito was only a be- 
nign presence when military actions or pro- 
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grammes were discussed at meetings that, 
by protocol, he had to attend. 

With a little subterfuge, I visited Gen. 
Tojo in Sugamo Prison and I flattered him by 
stating that I left it entirely up to him how 
best to lend support to Truman's decision to 


save the emperor. He obviously appreciated | 


my approach and when I closed my meeting 
with him, I bluntly told him that his cooper- 
ation could not be counted on to save him 
from execution or even to delay it. He nod- 
ded his head vigorously in agreement. 

He carried out the mission perfectly and 
submitted to the hangman's noose with his 
lips sealed — an officer, a gentleman and a 
patriot to the end. 

When the two-year trial ended, the trial 
record was so favourable to Hirohito that 
not one of the Allied powers even suggested 
that the previously scheduled trial and 
execution of the emperor be carried out. 
New York ARISTIDES GEORGE LAZARUS 





Tycoons will survive and prosper 
Finance correspondent Jonathan Friedland 
is to be congratulated for his cover story One 
family two fates [11 May]. I disagree, how- 
ever, with Jaime Zobel De Ayala's quoted 
opinion that Spanish business influence is 
waning and that Spanish mestizo tycoons 
"are somewhat of a dying race." The 
Spanish élite has withstood revolution, the 
end of Spanish colonial rule and wars, and 
there is no reason why it should just fade 
away. 

As long as our economy shows a healthy 
growth rate, all sectors can enjoy the re- 
wards. One sectors gain brings more 
wealth to the whole nation and benefits all 
other sectors. The Filipino-Chinese sector is 
helping enrich the Philippines, but this need 
not mean the extinction of the Spanish busi- 
ness aristocracy. We must think positively 
and encourage all sectors to work harder to 
generate the increased growth that will 
benefit all Filipino citizens, whether ethnic 
Malay, Spanish or Chinese. 

Mandaluyong, 


Luzon WELLINGTON COSIENGCO GO 





Acquisition story without foundation 
In the article Heights of Fuji [INTELLIGENCE, 
8 June], it is claimed that "Japan's Finance 
Ministry has given the nod to Fuji Bank to 
acquire a 5% stake in the British merchant 
bank Kleinwort Benson." This is without 
basis and totally inaccurate. There has been 
no discussion whatsoever of the possibility 
of such an acquisition occurring. 

MASASHI YAMAMOTO 
Tokyo Fuji Bank 





Correction 

Marzuki Usman was incorrectly identified in 
SHROFF [29 June]. He is director of the Indonesian 
Government's capital markets agency BAPEPAM. 
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The Philippines has 
long prided itself on 
its large number of 
colleges and 
universities, seen to 
be an asset which 
gives its labour force 
an advantage over 
those of other Asian 
countries. But, 
SOCIETY editor Margaret Scott and Manila 
correspondent Rigoberto Tiglao, higher 
education, starved of funds, has suffered a 
dramatic decline in standards, and many 
universities are no more than glorified 
secondary schools. Also, many students 
have difficulty in meeting tuition fees. 
Filipinos are also proud of their fluency in 
English, the language of international trade 
and business, but Filipino nationalists are 
urging the use of Tagalog as the medium of 
teaching, arguing that the dominance of 
English retards the emergence of a sense of 
national identity. 37 
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China: Party Reshuffle 

The elevation of Jiang Zemin as the new 
party chief and the sacking of his 
predecessor Zhao Ziyang set back political 
and economic reforms and mark the 
struggle for succession after Deng 
Xiaoping and the old guard depart the 
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The Squeeze is On 

China's repressive policies in the aftermath 
of the army crackdown on student 
demonstrators at Tiananmen Square on 4 
June have begun affecting the people of 
Hongkong. Visitors from the British 
colony, mainly small businessmen who 
frequently visit China, are being 
questioned and harassed by Chinese 
authorities for any connection they might 
have with dissidents. Chinese customs 
and immigration officers at the Hongkong- 
China land border have in recent weeks 
confiscated cash in the possession of 
returning Hongkong visitors. In some 
cases, young visitors have been forced to 
write "confessions" which have included 





Hawke visits Bush (23). 


scene. Hardline policies have prevailed in 
the crackdown on dissidents, as the rule of 
law is replaced by repression carried out by 
the party and the army. However, in the 
latest party reshuffle the military has not 
gained much 10 


Thailand : Politics 

The Buddhist establishment's decision to 
force the secular authorities to arrest a 
monk reveals more about politics than 
differences over religious 

interpretation 13 


Taiwan : Opposition 

The Democratic Progressive Party's latest 
factional split may seriously damage its 
chances against the ruling Kuomintang at 
year-end national polls 17 


Malaysia : By-election 

A Malay opposition alliance wins against 
the ruling National Front in a state 
by-election 18 


"Long live [Chinese Premier] Li Peng, " 
and "Long live the Chinese Communist 
Party." 


Death in the Jungle 


International human-rights groups plan to 
ask the Burmese Government to 
investigate a report that Burmese troops 
bayoneted eight jade-mine workers to 
death in Kachin State on 8 June. The report 
said the soldiers of the army's 36th Light 
Infantry Regiment rounded up 11 miners 
at the Mo Nhyin mine, suspecting that 
they were dissident students. Three of the 
workers managed to escape, but the others 
were tied up and killed. 


Going by the Board 


Foreign press coverage of Asean's annual 
foreign minister's meeting this year is 
expected to be thin. For the first time, the 
3-8 July meeting is to be held in Brunei. 
Brunei's capital of Bandar Seri Begawan 
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Parliament enacts a bill to remove judicial 
review forISA detainees 19 


Japan : Politics 

The Japan Communist Party, likely 
beneficiary of current antipathy towards 
the Liberal Democrats in forthcoming 
elections, is the subject of a scare campaign 
that compares it with China's present 
rulers 20 
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emergency in the face of a transport strike 
and increased violence by Sinhalese 
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gainsin Asia 23 
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The abrupt resignation of the Singapore 
Press Holdings chief executive prompts 
speculation of other changes in the 
government-guided press 24 


South Korea : Kwangju Incident 

A US State Department report reveals 
American inability to influence the military 
coup in 1979 and the Kwangju riots the 
following year 25 


South Korea : Law and Order 

A series of suspicious deaths turns the 
spotlight on South Korea's badly trained 
police force 26 


has only one first-class hotel — which will 
be packed with officials from the six Asean 
nations and six other national delegations, 
including the US and Japan. Although 
Brunei Government officials have assured 
the press that some sort of board will be 
provided, foreign reporters who normally 
cover the event have decided to give it a 
miss and only about 20 are expected to 
attend. 


Cracks in the Ice 

After returning from a week-long visit to 
Moscow in early June, South Korea's 
opposition leader Kim Young Sam has 
been quietly lobbying for an expanded 
relationship with the Soviet Union. He is 
asking the foreign and education ministries 
to help his Reunification Democratic Party * 
sponsor exchanges of students between 
the two countries, and also follow up on 
new Soviet willingness to repatriate aged « 
Koreans living in the Soviet territory of 
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Mongolia : Glasnost 

A prominent historian warns against 
taking the revival of nationalism to 
extremes 29 


Hongkong: Nationality 

A delegation seeking the right of abode in 
Britain for the colony’s residents has its 
plea rejected 30 


Burma : Politics 
Tension is growing in Rangoon as 
opposition rallies draw large crowds 32 


Business Affairs 


I esia : Companies 

bakne and Brothers, a plantations, 
manufacturing and mining group, is to 
become the first major local holding 
company to offer shares to the public 50 


Tawian : Markets 
Taipei invites applications from foreigners 
for three stock exchange seats 51 


Vietnam : Borrowing 
The World Bank and IMF prepare to 
resume their activities with Vietnam 52 


Vietnam: Economies 

Tough economic measures designed to 
rein in inflation are working, but they are 
not painless 53 


Philippines : Banking 

The World Bank demands the overhaul of 
the banking system in exchange for a 
US$300 million loan 54 


Sakhalin. The Korean immigrants 
originally came from Japan, but Soviet 
occupation of the island following Japan's 
surrender in 1945 prevented their return. 


Brothers-in-Arms 
Accusations of 
nepotism are again 
troubling South 
Korean President Roh 
Tae Woo. His 
brother-in-law, Kim 
Bok Dong, a retired 
lieutenant-general, 
has stirred speculation 
that he might launch a Roh. 
political party of his 
own. His distant nephew, Park Chul Un 
— who as special presidential assistant 
handles Seoul's relations with the socialist 
bloc — has provoked furious reactions 

' from the ruling Democratic Justice 
Party by commenting on performances of 
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Hongkong: Industry 

Worldwide outrage over the slaughter of 
elephants looks set to kill off the territory's 
ivory carving trade 55 


Malaysia: Companies 

Faber Merlin tries strong-arm tactics in an 
bid to evict the management from a 
property it wants to sell 57 


Asia : Aviation 

Asian airlines are caught in the middle of a 
row between the US and Europe about 
safety standards 58 


South Korea : Economic Relations 

A Gatt ruling brings South Korea's entire 
protection of agricultural markets into 
question 61 


South Korea : Economic Relations 
A scare campaign is mounted to stop sales 
of US grapefruit 62 


Malaysia : Five-Year Plan 

With a buoyant economy, the government 
can restore earlier cuts made in public 
spending 62 


Hongkong : Companies 
The market wonders if Sino Land will be 
hit by a property slump 68 


China : Economic Relations 
The World Bank halts US$780 million of 
loans to China 69 


Australia : Companies 
Alan Bond is hit by a double body blow, 
but remains unbowed 70 


major party leaders. Roh has had to 
assure the press that neither Park nor Kim 
interferes with his policy decisions. 


Language of Diplomacy 

Strong pressure is building within the 
administration of President George Bush 
to downgrade the level of US participation 
in a planned international conference on 
Cambodia in Paris, which the French 
want to be at ministerial level. Washington 
was unhappy about an agreement 
reached during Vietnamese Foreign 
Minister Nguyen Co Thach's recent 

visit to France for Hanoi to host an 
international conference of Francophone 
countries, 


Nuclear Nervousness 

Despite assurances from Washington that 
60 F16 fighters it has promised to sell 
Pakistan will not be equipped with the 
special launch and fuse mechanisms 
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required to carry nuclear weapons, India 
still is anxiously watching to see whether 
the latest US delivery is of the F16C series. 
This latest version, unlike the older F16A, 
is fitted with nuclear-hardened electronics, 
thus making the aircraft a likely carrier of a 
nuclear device. Pakistan is believed to 
possess several nuclear weapons in nearly 
assembled state. 


Plugging the Pipeline 

Soviet technicians capped most of 
Afghanistan's natural gas production 
wells before they left with the last Soviet 
troops in February, according to sources in 
Kabul. The reason was apparently a fear 
that rebel mujahideen sabotage could 
cause catastrophic permanent damage to 
the gas fields. As a result, the Soviet 
Central Asian republics are not receiving 
the estimated US$300 million-worth of gas 
exports that were Kabul's chief payment 
for lavish Soviet assistance. 
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CHINA 1 


A stopgap party chief replaces Zhao Ziyang 


Purging the future 


By Robert Delfs in Peking 


n era in modern Chinese history 

came to an end on 24 June. But the 

sacking of General Secretary Zhao 

Ziyang and three other top party 
leaders who supported him marks only a 
temporary resolution of the political crisis 
which has split the Chinese Communist 
Party (CCP) and undermined its popular 
support like no other event since the 1966-76 
Cultural Revolution. 

What has really ended is the hope that 
China's political institutions had matured 
sufficiently to allow the party to respond 
creatively to the enormous social and eco- 
nomic challenges it faces, The party is now 
committed to eliminating any political re- 
forms which even subtly challenge its 
monopoly of power. 

An attempt will follow to purge Zhao's 
supporters within the party, also directed 
at intellectuals deemed responsible for 
"bourgeois liberalisation" — a term mean- 
ing Western concepts of freedom and demo- 
cracy which apparently now 
also encompasses Soviet and 
East European-style political 
reforms. 

This crisis also means the 
end of hopes for a smooth 
and peaceful transition from 
the personal leadership of 
the 84-year-old senior leader 
Deng Xiaoping to a younger 
and forward-looking leader- 
ship. Instead, the aftermath 
of 4 June has left a crippl- 
ed, ad hoc party leadership, 
bereft of direction or self- 
confidence, mouthing dec- 
ade-old slogans and resur- 
recting its crudest weapons 
of propaganda and terror 
as armed soldiers patrol the streets of 
Peking. 

Real power has reverted to what one 
Western diplomat termed the "sitting com- 
mittee" of conservative veteran leaders, 
who were Deng’s allies and supporters dur- 
ing the struggles against Mao loyalists and 
the Gang of Four in the late 1970s, but in- 
creasingly obstructed Deng’s reforms and 
his plans for the succession in the 1980s. 
Their ostensible retirement from active party 
work from 1985-87 was once touted as one 
of Deng’s most important political victories. 

Acknowledging the usurpation of its 
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Jiang: party chief. 
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own authority, the central committee — in 
theory the highest body of the party — for- 
mally expressed its appreciation to Deng 
and the “older generation of proletarian re- 
volutionaries” for their role in the crisis. 

“We were fortunate that this storm came 
now,” Deng said in his 9 June speech, “be- 
cause we still have a group of senior com- 
rades who are alive. They have experienced 
many storms [and] supported the use of re- 
solute action to counter the disturbances. Al- 
though some comrades may not under- 
stand this now they will understand eventu- 
ally . . ." 

The current political arrangements can 
hardly survive, however, when those senior 
comrades, and most particularly Deng, are 
no longer alive. With no clear successor fig- 
ure visible, the most likely prospect is for a 
difficult, protracted, and 
possibly violent succession 
struggle, the first stage of 
which is already under way. 

The number of officially 
reported arrests nationwide 
in connection with the May- 
June disturbances is now in 
excess of 2,500 and climbing. 
Most of the detained appear 
to be urban workers charged 
with violently resisting mar- 
tial-law troops or destruction 
of property, in many cases 
identified by surveillance 
cameras. 

In a call to “purify the 
ranks of the party,” the Cen- 
tral Discipline Inspection 
Commission, headed by internal security 
chief Qiao Shi, has issued instructions 
to “strictly carry out discipline with re- 
gard to party members who departed from 
the correct political stand” during the 
crisis, including expelling them from the 
party. 
Secret lists have been compiled of intel- 
lectuals not directly connected with the 
demonstrations but who may be charged 
with instigating disturbances through their 
speeches or writings. These include political 
scientist Yan Jiaqi (who is believed to have 
escaped to Hongkong); Su Xiaokang, a writ- 
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er and producer of the controversial He 
Shang (River Elegy) television series last year; 
Wang Juntao, a former China Youth League 
official and Democracy Wall activist who 
was editor of Economics Weekly; Chen Yizi, 
director of a State Council economic think- 
tank; and Wan Runnan, head of Stone 
Corp., a Peking-based computer company. 

It is impossible at this time to say how far 
the purge will actually go. Some moderate 
leaders may attempt to protect subordir -*^s 
who participated in or supported prod) - 
cracy demonstrations. But in a frightening 
echo of the 1950s purges and the Cultural 
Revolution, at least some units in Peking 
have already been told they must fulfil speci- 
fic quotas in uncovering persons who vio- 
lated party discipline. 

Unlike Hu Yaobang in 1987, Zhao has 
apparently resisted pressure to resign vol- 
untarily from his posts, which has compli- 
cated the task of his critics. Zhao and Hu 
Qili, who was also purged, are both clearly 
visible (from the rear) in a People's Daily 
photograph of the enlarged politburo ses- 
sion which preceded the party plenum, join- 
ing the rest of the meeting in applause. Zhao 
is believed to have made a statement in his 
own defence at the meeting, denying crimi- 
nal links to “counter-revolutionaries,” and 
insisting that he acted out of what he be- 
lieved were the best interests of the party 
and the people. 


hao's condemnation is in the 1 
of report prepared by Premier Li 
Peng on behalf of the politburo, 
which has now been accepted and 
approved by the central committee. "At a 
time of life-or-death crisis for the party and 
the state, comrade Zhao Ziyang committed 
the mistakes of supporting the disturbance 
and splitting the party," the communiqué of 
the 4th plenum of the party's central com- 
mittee stated, "and he bears an unshirk- 
able responsibility for the formation and 
development of the disturbance." 

As party leader, Zhao offered only "pass- 
ive support" for the “Four Basic Principles,” 
failed to oppose "bourgeois liberalisation,” 
and neglected ideological and political work, 
"leading to serious damage to the cause of 
our party." (The "Four Basic Principles" are 
Deng's 1979 assurance to conservatives — in 
the wake of the Democracy Wall distur- 
bances which Deng had for a time at least 
tacitly supported — that his reforms would * 
not threaten the party's core political pre- 
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cepts: "Upholding the socialist road, the 
people's democratic dictatorship, leadership 
of the communist party, and Marxism- 
Leninism-Mao Zedong Thought.") 

In addition to the general secretaryship, 
Zhao was removed from the five-man polit- 
buro standing committee, the 16-member 
politburo, the 175-member central commit- 
tee, and lost his post as first vice-chairman of 
the Central Military Commission. Further 
investigation into his case will continue, the 
communique said. 

Hu Qili, who was formerly in charge of 
the party's overall propaganda work, was 
also removed from the politburo standing 
committee, the politburo, and the central 
party secretariat, but apparently remains a 
member of the central committee. Also re- 
moved from the four-member secretariat 
were former Shanghai party leader Rui 
Xingwen, previously in charge of ideological 
r ers, and party united front chief Yan 
^ fu, who had overall responsibility for 
negotiations with the demonstrating stu- 
dents prior to the imposition of martial 
law. 

The purge of top leaders is a traumatic 
event for an absolutist and hierarchical sys- 
tem such as the CCP, requiring that the vic- 
tors explain the errors and mistakes of fellow 
leaders who formerly participated in the re- 
gime's general claims to infallibility. 

Next to the consideration of Zhao's er- 
rors, the selection of Jiang Zemin, 63, to re- 
place him as party general secretary has 
been a secondary affair. A People's Daily 
editorial devoted to the plenum never even 
mentioned Jiang's name, simply noting that 
in addition to discussing and approving the 
decision on Zhao, the plenum "also under- 
took a necessary readjustment in the struc- 
ture of the central leading organs, forming a 
new central leadership core." 

The failure to select any new members to 
r^7'7ce Zhao, Hu, Rui and Yan in the polit- 
t and secretariat may reflect still unset- 
tled arrangements among the older vete- 
rans, who will have to come to a joint agree- 
ment on candidates who are likely to be 
from their personal factions. 

This was a hardly a triumphant ascent to 
what in theory is the most important job in 
the party. But the selection of Jiang rein- 
forces what has become the main propagan- 
da theme in recent days: that the basic orien- 
tation of Deng's 1978 programme of reform 
and opening to the outside world will be 
continued, but with renewed stress on 
ideological conditioning and the reimposi- 
tion of tight political control over intellec- 
tuals and the media. 

Educated as an engineer and fluent in 
English and Russian, Jiang is a less threaten- 
ing choice than, say, the xenophobic Peking 
party chief Li Ximing. As Shanghai mayor 
from 1985-87 and party chief since 1987, 
Jiang has acquired a reputation as a rela- 

tively sophisticated leader who is personally 
committed to the policies of encouraging 


6 JULY 1989 


foreign investment and acquiring technol- 
ogy from the outside world. 

But Jiang may have impressed party 
hardliners by taking an early and tough line 
on student demonstrations in Shanghai, 
supporting Deng's 26 April People's Daily 
editorial calling for a crackdown, and sus- 
pending the editor of the World Economic 
Herald, a Shanghai weekly which had be- 
come China's most important independent 


newspaper. 


iang is also believed to have taken pri- 

mary responsibility for the post-mas- 

sacre propaganda campaign, which 

has shifted from promoting its 

sanitised version of what happened in 

Peking to the bigger lie that everyone now 
accepts the first one. 

Before his stint in Shanghai, Jiang had a 

succession of jobs involving foreign trade 

and investment and served as vice-minister 





Visa applicant at Canadian Embassy. 


and then minister of electronics industry 
during 1982-85. He is believed to have been 
a commercial counsellor at the Chinese Em- 
bassy in Moscow in the early 1950s, and re- 
ceived a year of training at the Moscow Sta- 
lin Automobile Plant in 1955-56. 

Song Ping, the 72-year-old organisation 
department chief who also joins the polit- 
buro standing committee, may have deeper 
political pockets than Jiang. Once Zhou 
Enlai's political secretary in Nanjing during 
the 1940s, Song served as a vice-minister of 
labour and of the State Planning Commis- 
sion (SPC) in the 1950s, spending the Cul- 
tural Revolution as a provincial leader in 
Gansu, and becoming vice-minister and 
then minister of the sPC in 1981 and 
1983. 

Similarly promoted was Li Ruihuan, the 
flamboyant 55-year-old mayor of Tianjin, 
who was tipped as a rival to Li Peng to suc- 
ceed Zhao as premier in 1987. Apparently 
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more oriented to achieving results than 
ideology, Li's record in revitalising Tianjin 
and encouraging reforms and foreign in- 
vestment has been frequently and favour- 
ably compared to that of Jiang in Shanghai. 

The communique of the 4th plenum an- 
nounced that the policies of reform and 
opening to the outside world “will continue 
to be steadfastly carried out" and that 
"China will never go back to the old closed- 
door path." But it is small consolation that 
the leadership, after due consideration, has 
determined not to return to Maoist mad- 
ness. 
Even before the May-June crisis, it was 
increasingly evident that existing reforms, 
based on the political compromises of the 
1978 3rd plenum and the 1982 12th con- 
gress, were insufficient to meet the new eco- 
nomic and social challenges. But in the cur- 
rent climate, in which political correctness is 
again defined solely by adherence to the 
words of a great leader, the prospects for 
needed radical ownership reforms in the 
state sector — much less political reforms to 
address the problems of corruption or to 
make the party more responsive to popular 
will — appear to be nil. 

There is little doubt that bad times in 
China will last for some time. But consider 
the following extract from an editorial in the 
People's Daily: 

"Under the leadership of the central 
committee, the heroic people of the capital 
crushed with one stroke the counter-revolu- 
tionary incident at Tiananmen Square 
[which had been] planned deliberately over 
a long time . . . The whole nation warmly 
supports the two resolutions of the central 
committee vehemently denouncing the 
counter-revolutionary activities of a handful 
of class enemies, and indignantly criticises 
the crimes of [a certain comrade] in attempt- 
ing to subvert the dictatorship of the pro- 
letariat and restore capitalism.” 

This is the People’s Daily of 17 April 1976, 
not June 1989, and the certain comrade is 
Deng Xiaoping, who a few days before had 
been dismissed from his vice-chairmanship 
of the party and membership in the central 
committee. This was only six months before 
Mao's death and less than three years before 
Deng's triumphant 3rd plenum victory over 
the Maoist loyalists that ushered in the 
Dengist decade of reforms. 

The many eerie resonances of 1976 with 
the current political crisis should not obscure 
the important differences that have taken 
place in China over 13 years, nor should 
these parallels be found reassuring. China, 
many believed, would never again need to 
resolve its succession crises in this costly 
manner, much less embark on a re-enact- 
ment of those struggles using the same slo- 
gans and the same denunciations. 

But it is worth keeping in mind that in 
Chinese politics, nothing is forever, in par- 
ticular the whims and dictates of a spent and 
ageing leader. z 
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CHINA 2 


Judicial organs join in the party's political repression 











By Louise do Rosario in Hongkong 





hina's legal system has taken a major 
C step backward as the regime has 

bypassed established rules and pro- 
cedures in asserting its primacy by the force 
of arms. In the current crackdown on dissi- 
dents, the judicial system has been turned 
into a tool of repression. 

As the rule of law has taken a back seat to 
political struggle in recent weeks, foreign 
businessmen seriously doubt the validity of 
contracts they have signed with China. 
Meanwhile, Hongkong people have in- 
creasingly begun to see the Basic Law, the 
mini-constitution being drafted for post- 
1997 Hongkong, as worthless if military 
might can overrule the legal system. 

In the current crisis, law has- become 
completely subordinate to political needs of 
the party leadership. The Supreme Court 
was the first among official organs to express 
support to the Chinese Communist Party 
after the 4 June Tiananmen massacre. Sub- 
ject to intense pressure to express their poli- 
tical loyalty, security and judiciary officials 
are more concerned with the swift rounding 


The misrule of law 


up of "counter-revolutionaries," than, as 
they claim to do, of genuinely distinguish- 
ing the ringleaders from the average par- 
ticipants and the onlookers of the May-June 
agitations. 

In June, as hundreds of “unrest in- 
stigators" were arrested, tried and sen- 
tenced swiftly within days, their prospects 
of fair treatment were slim. It is unclear if 
they had been given a proper defence or 
whether the procuracy had thoroughly in- 
vestigated police charges. In the case of the 
highly publicised recent executions of work- 
ers, only the details of their acts of sabotage 
were made known, but not the circum- 
stances leading to such actions. 

The law states that the accused should 
not be tortured into confession, that trials 
should be open, but executions should be 
closed to the public. But condemned crimi- 
nals of the June incidents appeared to be 
badly beaten and there were reports of pub- 
lic executions in some cities. In breaking 
these provisions, Peking has revived Mao 
Zedong/s class-struggle theory to justify its 
action. Because those arrested are enemies 
of the people, it is argued, they are denied 


is seen as a 


the rights provided by law and should also 
be punished more severely. 

This time around there seem to be other 
ulterior motives for the severe sentences. 
Swift, open and harsh punishment to those 
who dare to challenge the party's supre- 
macy is meant to be a powerful deterrent to 
a discontented population who may rise up 
again once the army leaves the cities. The 
daily display on national television of grim- 
faced prisoners with bowed heads and tied 
hands, was also meant to lend some credi- 
bility to the government's claim that the tur- 
moil was started by “hooligans, ruffians and 
other bad elements, many of whom with 


previous criminal convictions.” 
W serious criminal offenders, the 
latest examples have aroused 
great international uproar because of 
worldwide sympathy towards those as- 
sociated with the now-crushed st tt 
movement. In contrast, most foreign coun- 
tries remained quiet about human-rights 
violations in Tibet in March, when Peking 
also imposed martial law, shot and executed 
protesters to suppress the ethnic unrest. 

In the anti-corruption campaign in 1982 
and the anti-economic crimes campaign in 
1983, there were also nationwide mass ar- 
rests, public sentencing and executions, but 
the scale this time has been much wider. 
After the student demonstrations of 1986- 
87, about 20 workers were arrested, but 
prominent intellectuals and student leaders 


hile China has routinely executed 
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Stroking the tiger 


Military personalities were conspicuously absent in the shuffle of 
the Chinese Communist Party's (CCP) top ranks. Despite the 
leadership's indebtedness to the People's Liberation Army (PLA), 
they are wary of lavishing political rewards on the generals that 
they may one day regret. 

This seems to have reversed a process of closer integration be- 
tween the political and political-military organs of authority that 
began when deposed party head Zhao Ziyang, was appointed 
first vice-chairman of the Central Military Commission (CMC) at 
the 13th Party Congress in November 1987. 

Following the latest shuffle, none of the politburo standing 
committee members has any identifiable military support-base or 
holds any strong claims to a position on the CMC — crucial to an 
aspirant's hopes to becoming paramount leader — which will 
make it difficult for any of them to gain support from the military. 

One of the main beneficiaries of the shuffle is Yang 
Shangkun, state president and CMC general secretary. He now 
emerges unchallenged to take over the CMC chairmanship when 
Deng Xiaoping steps down. And with the military's increased 
standing, it is Yang that personally benefits. 

That Yang was unable to bring his military supporters into 
the politburo is significant as it may indicate a lack of support 
for him among other party leaders. There is strong and growing 
resentment within the party over Yang's efforts to build what 
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dynasty within the military hierarchy. 

Most leaders also feel uneasy about allowing military com- 
manders back into senior positions within the CCP. It was not 
until the early 1980s that military representation within the polit- 
buro, which had in the past formed the majority, was reduced to 
a token few members. Only Yang and Defence Minister Qin 
Jiwei, the only serving officer, represent military interests in t^^ 
new politburo. Recent events only serve to remind the politicia 
of the PLA's role as the final arbiter of political power, and the 
need to keep that power in check. 

However, rather than directly seek increased political power, 
the generals may be more inclined to demand a greater influence 
on policies that directly affect their professional interests — nota- 
bly defence budgets and aspects of foreign policy. 

While its political role remains ambiguous, the PLA shows few 
signs of returning to barracks; some soldiers say they have been 
told they could remain in Peking for another six months. Instead, 
itis playing a more functional rather than political role in the daily 
running of state and party affairs. 

Apart from the PLA's continuing presence on the streets of 
China's major cities, strong military control is most obvious over 
the media. Even before the crackdown, military units were 
guarding Peking’s television and radio stations, and major news- 
paper offices. According to Chinese journalists, military repor- 
ters have replaced staff on a number of newspapers, who have 
been purged or are in hiding. Shao Huaze, the director of the PLA 
General Political Department's Propaganda Department, recent- 
ly took over as chief editor of the People's Daily. 

m Tai Ming Cheung 
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involved were only criticised or dis- 
criminated against in job allocation, 
and there were no executions. Be- 
tween 1985 and mid-1988, China exe- 
cuted at least 500 people; some esti- 
mates put the number as high as 
30,000 from 1983-87 for crimes such 
as murder, embezzlement and rape, 
‘reported Amnesty International last 
year. 

In law, Peking makes no distinc- 
tion between criminal and political 
offenders, but if there are political 
considerations the penalties for simi- 
lar offences can differ. The same 
could apply to those involved in the 
recent disturbances. Protesters who 
have committed arson and other vio- 
lent acts and who are relatively un- 
known individuals will be subject to 
harsh sentences provided by law, while in- 
| tuals and other political dissidents are 
|  'to face labour reform, exile and other 
C^ua-legal punishment. 

Chinese laws allow security and ad- 
ministrative organs to impose up to four 





Execution notice posted: law subordinate to politics. 


years of "re-education through labour." Be- 
cause such punishment is imposed without 
trial and is applicable to a wide range of of- 
fences, the room for abuse can be greater 
than the usual judicial process. 

The Criminal Law and the Criminal Pro- 





THAILAND 


Intrigue and revenge seen spurring monk’s arrest 


Troublesome priests 








By Rodney Tasker in Bangkok 


¥ hile rebel monk Phra Bodhirak 
V ponders his probable day in court, 

Thailand's mini-inquisition seems 
set eventually to spread to other question- 
able corners of the Buddhist monastic order. 
Jf this happens it may help dampen the 
' — spread suspicion among observers that 
bodhirak is more of a political scapegoat 
than a religious offender. 

The issue has become so sensitive in pre- 
dominantly Buddhist Thailand that when 
Bodhirak was arrested by police on 19 June a 
television news blackout was ordered by the 
government. The Thai print media was al- 
lowed to continue its coverage, but the au- 
thorities felt the image of a monk being de- 
tained while surrounded by heavily armed 
riot police would be too disturbing for Thai 
viewers. Security sources said Bodhirak was 
guarded heavily because of the danger of a 
"third party" exploiting the issue by attack- 
ing him. 

Bodhirak is the leader of the controversial 
Santi Asoke religious centre based in 
Bangkok. He and his followers have for 
more than 10 years refused to submit to 
sangha, or maintream monastic order. The 
ecclesiastic hierarchy ordered that he sub- 


„mit to an official defrocking ceremony. 
Bodhirak, who had already swapped the 
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traditional saffron robes of a Buddhist monk 
for another religious uniform, refused to 
comply. 

Thailand's secular government agencies 
appeared reluctant to carry out the Buddhist 
hierarchy's order, which they are bound to 
do under the 1962 Ecclesiastical Governance 
Act. The Education Ministry and its Religi- 
ous Affairs Department tried to arrange a 
compromise, but the monastic elders were 
insistent. According to reliable sources, 
while the Santi Asoke offended by straying 
from the mainstream monastic fold, the fact 
that its non-traditional teachings have evi- 
dently found wide appeal — particularly 
among young people — may have proved 
of greater concern to the conservative 
ecclesiastical hierarchy. 

When Bodhirak was arrested he was 
asked to put on white robes, which gave the 
shaven-headed, bespectacled monk a rather 
Gandhi-like appearance. He was released 
two days' later on bail with the prospect of 
an eventual court hearing and a maximum 
penalty of six months' jail for contravening 
the 1962 Ecclesiastical Act. 

Apart from claiming an unacceptable de- 
gree of Buddhist enlightenment and descen- 
dancy from one of the Lord Buddha's disci- 
ples, one of Bodhirak's "crimes" was that he 
openly supported the Palang Dharma politi- 
cal party of popular Bangkok Governor 
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cedure Law of 1979 provided 
Chinese citizens with some basic pro- 
tection from arbitrary arrest. These 
safeguards included a maximum of 
10 days of police detention, up to 
seven days to appoint a defence 
counsel, 10 days for appeal and an 
automatic Supreme Court review of a 
death penalty. 

From 1981-83, however, various 
amendments to laws provided the 
state with vast arbitrary power to 
deal with "counter-revolutionaries, " 
broadly defined as those aiming to 
overthrow socialism. Under vaguely 
defined "serious" situations, a citizen 
can now be detained indefinitely 
without his family being notified, has 
only three days for an appeal against 
a sentence and a lower court can con- 
firm a death penalty. With numerous such 
special provisions, the law actually provides 
the state with a cover for using all kinds of 
repressive measures against selected dissi- 
dents while stressing it is still adhering to the 
law. m" 
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Chamlong Srimuang. Santi Asoke provided 
a large number of votes for Chamlong dur- 
ing the last gubernatorial election. That led 
to a growing suspicion among political ob- 
servers that Chamlong's political enemies 
had somehow influenced the decision to 
prosecute, if not persecute, Bodhirak. One 
of Chamlong's bitterest political foes, oppo- 
sition leading light Samak Sundaravej, is 
thought to be close to one of the senior 
monks involved in the Santi Asoke probe. 

One source claimed that Thai army offi- 
cers of Chulachomklao military academy's 
class five were also involved in the religious 
drive against Bodhirak. Class five officers 
are the rivals of their colleagues from class 
seven — the "Young Turks" involved in two 
failed coups — which is retired major-gen- 
eral Chamlong's class. 

As the authorities kept a wary eve on 
Bodhirak and his supporters at Santi Asoke, 
Religious Affairs Department officials said 
they were about to investigate the Dhar- 
makaya Temple. This centre is within the 
monastic mainstream, but questions have 
been asked about its commercial attitude to- 
wards its religious role. It is a rich, modern 
temple, and religious authorities are ques- 
tioning whether it may be putting profit be- 
fore faith. Like Santi Asoke, its teachings 
also apparently enjoy a wide following 
among young people. 

While the temple might prove more dif- 
ficult to bring to heel than Santi Asoke, 
given its legitimate monastic status within 
the sangha, if action is brought against it — 
after the Santi Asoke affair has died down 
— it would confirm the theory that monastic 
elders do not want the order's traditional 
teachings to have to compete against uncon- 
ventional religious trends. a 
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Japan's Uno denies 
resignation rumours 


»> Japan's new Prime Minister Sosuke Uno 
has described as "stupid," rumours that he 
had decided to resign because of scandals 
about his relations with women. Earlier the 
media had reported that Uno wished to 
resign but had been dissuaded by his 
predecessor Noboru Takeshita. Uno, who 
took over after a long search for a "clean" 
candidate by a ruling Liberal Democratic 
Party dogged by the Recruit share scandal, 
has been severely embarrassed by reports 
that he payed a geisha Y3 million 
(US$21,630) for sexual services in 1985. He 
has refused to comment on the report, 
describing it as private matter. Recently 
published public opinion polls gave the 
Uno cabinet the lowest support rating of 
any newly established cabinet since World 
War Il. 


Soviet academics to 
visit South Korea 


> The Soviet Union is apparently on the 
way to developing a broad but informal 
relationship with South Korea. Following 
the Moscow visit by opposition leader Kim 
Young Sam in early June, the semi-official 
Institute of World Economy and 
International Relations is sending four 
Soviet academics to meet government 
officials, opposition politicians and 
academics in Seoul. 


Timor students end 
asylum bid in Jakarta 


> Six students from East Timor who had 
sought asylum from foreign embassies in 
Jakarta have given up their quest, 
apparently after diplomats were assured 
they would not be arrested. Four students 
who sought sanctuary in the Vatican 
Embassy left on 20 June, while two others 
moved out of the Japanese Embassy on 22 
June. Human-rights organisations have 
alleged there has been a wave of arrests in 
the former Portuguese colony during the 
past two months. On 23 June, a spokesman 
for the Indonesian armed forces said the 
students' fears were baseless. 


Taiwan rethinks South 

Korean frigate deal 

> High-ranking military sources confirmed 
that Taiwan is having a second look at its 
planned purchase of frigates from South 
Korea following an offer of more attractive 
financial terms by US and European 
shipyards. They denied, however, that the 
navy was considering an expansion of its 
submarine fleet at the expense of its new 
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frigate programme. In a related 
development, an opposition legislator 
returned from a US tour with a report that 
the US National Security Council might 
allow the sale of minesweepers to 
Taiwan. 


Thailand calls Singapore 
caning laws ‘barbaric’ 

> The Thai Government expressed serious 
concern about the fate of a Thai worker in 
Singapore who was sentenced to be caned 
for violating the republic’s new immigration 
law. Thai Foreign Ministry Permanent 
Secretary Kasem Kasemsri held talks with 
Singaporean officials on 27 June to try to 
stop the worker from receiving a mandatory 
three lashes for being in Singapore illegally. 
Thai officials described the sentence, 
mandated under an April amendment to 
Singapore’s Immigration Act, as barbaric, 
and said it would be unacceptable to the 
Thai people. There has been a similar 
reaction from the Indian Government over 
nine Indian workers in Singapore who have 
received the same sentence. 


Social indicators 


ge Maternal deaths 


Live births 
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PNG declares emergency 
over Bougainville unrest 


> The Papua New Guinea (PNG) 
Government has declared a state of 
emergency in the copper-rich island 
province of Bougainville and has moved 
more troops in to try to crush rebel local 
landowners who are demanding huge 
compensation from Bougainville Copper 
and secession from PNG. The copper mine 
on the island has been closed since 15 May, 
causing serious losses of revenue to the 
national government, which owns the mine 
in a joint venture with the Australian CRA 
mining company. 


FAR EASTERN ECONOMIC REVIEW 


INH A28 


Pakistan offers support 
to embattled Nepal 


> A one-day official 
visit by Pakistan 
Foreign Minister 
Yaqub Khan to 
Kathmandu on 23 
June has added a new 
dimension not only to 
Nepal-Pakistan 
relations but also to 
the volatile political 
developments in 
South Asia. While the high-level talks 
covered bilateral issues, they mainly 
focused on developments in Sri Lanka and 
Afghanistan. However, the visit's timing 
has brought Nepal much needed supp~* 
as it faces an economic crisis due to the 
non-renewal in March of treaties on trade 
and transit with India. Khan assured Nepal 
of commodity assistance in the form of 
supplies of essential goods as well as 
concessionary financial loans and 

inputs to help restore Nepal's garment 
industry, a major foreign-exchange earner 
before the row with India cut off textiles 
supplies. 





Khan. 


Chittagong polls take 
place peacefully 


> Polls to create three autonomous districts 
in Bangladesh's Chittagong Hill Tracts took 
place reasonably peacefully on 25 June, 
despite attempts at disruption by extremist 
tribal rebels of the Shanti Bahini group. The 
three councils, Bandarban, Rangamati and 
Khagrachari, came into being following the 
passage of legislation earlier this year which 
went some way towards satisfying the ' ™-1 
population's demands for autonomy. 
Unofficial sources have said that about 6075 
of the 342,097 potential electors voted. 


Media executives charged 
with bribery in Tasmania 


»> The chairman of a Tasmanian media 
group, Edmund Rouse, and Melbourne 
radio executive Tony Aloi, have both been 
charged with offering a bribe to a Tasmanian 
state opposition Labor Party MP to cross the 
floor and vote for the Liberals on a no- 
confidence motion in the newly elected 
assembly. In a state election on 13 May, the 
ruling Liberals won 17 seats, and Labor 13, 
with the balance of five seats won by the 
Green Independents who have since 
agreed to support Labor to unseat Liberal 
state premier Robin Gray when the 
assembly first met on 28 June. Rouse and 
Aloi were alleged to have offered new Labor 
MP, Jim Cox, A$110,000 (US$84,745) to vote . 
for the Liberals. 
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TAIWAN 


Opposition split could result in loss of key legislator 


Ideological infighting 





By Lincoln Kaye in Taipei 
candidate selection battle has brought 
Taiwan's opposition Democratic 


Progressive Party (DPP) to the verge of 
a factional split in the run-up to its first-ever 
opportunity to prove itself in island-wide 
elections. "Independent" arbitrators hastily 
patched the rift, but the terms of the settle- 
ment were so vague as to leave doubts about 
its durability. 

At the very least, the squabble looks 
I“ ''tocostthe party one of its leading vote- 
\ ers, legislator Chu Kao-cheng, who 
has earned the nickname Rambo for his 
tirades.against the mainland-elected dotards 
who still dominate parliament under the 
system imposed when the ruling Kuomin- 
tang (KMT) fled here 40 years ago after its de- 
feat in the Chinese civil war. 

But despite his flamboyant style, Chu 
shies away from alienating middle-class vot- 
ers with direct appeals for Taiwan indepen- 
dence. So do most elected DPP office holders, 
whose ranks are dominated by the moder- 
ate Formosa faction. 

By contrast, the rival New Tide faction of 
the DPP advocates campaigning for the De- 
cember nationwide elections on an overt- 
ly pro-independence platform. The two 
groups fought it out in the last DPP central 
committee meeting (REVIEW, 20 Oct. '88), 
when Huang Hsin-chieh of the Formosa fac- 
tion nosed out incumbent Yao Chia-wen of 
the New Tide for the party chairmanship. 

"ut for all its comparative political savvy, 

der electoral appeal, better ties with 
local élites and control of the central party 
apparatus, the Formosa faction still cannot 
match the New Tide's popularity among 
rank-and-file party workers. That grassroots 
support was demonstrated in a last-minute 
registration drive in Chu's native Yunlin 
county which has left him hard pressed to 
win the party's primary poll in the consti- 
tuency on 23 July. The New Tide's Huang 
Erh-hsun appears almost certain to take the 
nomination. 

This flanking action was made possible, 
Chu maintains, by a DPP primary system 
that reflects party infighting mu... ore 
than the will of the electorate at large. Yunlin 
voters remain loyal to him, he insists, and he 
owes it to them to stand for the constituency 
whether or not he gets the DPP nod. 

As the crisis deepened, Chu (the only 
elected member of the parliament's foreign 
affairs committee whose other representa- 
tives are all government appointees) flew off 
for a week-long tour of the US in which he 
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met with such diverse dignitaries as ex-pre- 
sident Jimmy Carter and the chairman of the the 
conservative Heritage Foundation. While he 
was away, the party's arbitration panel 
(comprising non-DPP oppositionists, for ob- 
jectivity’s sake) set forth a five-point settle- 
ment agreement that essentially asked both 
sides to refrain from criticising each other in 
public and to cooperate in the interests of the 
party. The arbitrators promised further in- 
vestigations to find a “harmonious adjust- 
ment" in Yunlin. 

Taiwan Normal University professor, 
Lin Yu-ti, one of the arbitrators, admits the 
settlement could be undone at will by either 
group if factional gains were once more al- 
lowed to eclipse the broader ppp interest. 
And having invoked this "court of last re- 
sort" for the first time in the party's three- 


‘Rambo’ outgunned? 


year history, arbitration is unlikely to carry 
much clout if attempted on a future occasion 
— especially if the current peacemaking at- 
tempt fails. 

Chu stopped short of calling the arbit- 
rated settlement a sell-out. But he said that 
within two hours of its promulgation, his 
New Wave primary opponent was back on 
a rally podium vowing to “wipe out swine 
flu” (a pun on Chu's name in Chinese). By 
the time Chu returned to Taiwan in the last 
week of June, he found himself so isolated 
within the party that he had to give up his 
earlier talk of public primary debates in Yun- 
lin or appeals to DPP tribunals. 

The KMr-controlled media, especially 
radio and television stations, gloatingly 
covered the factional fight with a level of de- 
tail rarely accorded to opposition affairs. Re- 
form-minded KMT partisans even fretted 
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that the opposition's disarray could present 
the ruling party with such an electoral walk- 
over that a complacenet ruling party could 
be tempted to slacken the pace of democrati- 
sation and economic liberalisation. 

The DPP near-split came on the heels of 
another political windfall for the ruling 
party. For Taiwan's public, at least, China's 
Tiananmen bloodbath already had under- 
mined alternatives to Taiwan's status quo 
and few would now advocate reunification 
of the "two Chinas" under Peking's aegis. 
Nor was it as easy anymore to discount 
China's much-reiterated threat of a military 
solution to the Taiwan question in the event 
that the island declared itself independent. 

In fact, according to a political analyst at 
one of Taipei's many ostensibly private lega- 
tions that effectively represent government- 
to-government interests, Peking's military 
options on Taiwan have always looked pro- 
hibitively costly. Its most effective blockade 
of Taiwan would be an economic embargo. 
But that would depend upon China's ability 
to command international cooperation. And 
Peking's international standing, the analyst 
concludes, is currently at an all time low ebb. 

Yao Chia-wen, the New Tide-affiliated 
ex-DPP chairman, would like to see such 
topics aired publicly in the forthcoming elec- 
tion debate. Questions like China relations, 
military spending, parliamentary and con- 
stitutional reform belong at the top of the 
campaign agenda, he said, and the indepen- 
dence banner is the best rubric under which 
to group these issues. 

To concentrate instead on strictly local 
matters, he added, was to trivialise the elec- 
tion and to miss Taiwan's window of oppor- 
tunity while both the Chinese communists 
and the KMT were bemused by their own in- 
ternal flux. On the other hand, Formosa fac- 
tion partisans like incumbent DPP chairman 
Huang talk in terms of specific election 
targets: 10 of the 21 city and county execu- 
tive slots up for grabs in December, 30 of the 
130 parliamentary seats (enough to initiate 
legislation) and 40% of the popular vote. 

Independent analysts predict the party 
might just about achieve half of each of these 
goals, which would represent a marginal ad- 
vance over its current status. But at least by 
presenting voters this time with a clear-cut 
choice between independence advocates 
and more moderate oppositionists, the elec- 
tion should provide valuable feedback about 
how anti-KMT voters feel on this issue. 

An outright DPP split would be even 
more revealing, a reformist KMT editor said. 
But it could result in a Japanese or Singapo- 
rean set-up, with a single, unassailable rul- 
ing party whose factional interplay would 
set national policy. And in the margins 
would survive a smattering of ideologically 
pure but electorally insignificant opposition 
parties whose influence — if any — would 
remain strictly moral. Chu dismisses such a 
scenario. "We could never become a Singa- 
pore; they don't have a Chu Kao-cheng." m 
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MALAYSIA 31 


Election win boosts Malay opposition 


Heartland murmurs 





By Suhaini Aznam in Teluk Pasu 


he Teluk Pasu by-election in the 
i Malay heartland of Trengganu on 24 
June gave fresh impetus to the Malay 
opposition struggle and, at the very least, 
proved the cynics wrong. The opposition 
Parti Islam (Pas) victory for the state assem- 
bly seat — albeit by a slim 141-vote margin 
— showed that it could work as a team with 
the more secular, Semangat '46, the group 
that broke away in 1988 from the deregis- 
tered United Malays National Organisation 
(Umno) before it re-emerged as the new 
Umno or Umno (Baru) weeks later. 

After a hectic two-week campaign, Pas, 
backed by Semangat '46, managed to slip 
ahead with 3,671 votes to the National 
Front's 3,530. Euphoric over their victory, 
Semangat '46 workers pointed to other 
Malay opposition victories on the penin- 
sula's east coast — Pas' victory in Kelantan 
and Trengganu in 1959 and its 20-year hold 
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on Kelantan before Umno unseated it in 
1979 — and claimed that “history was again 
in the making.” 

Strictly in terms of political power, the 
Teluk Pasu victory only added one seat to 
Pas’ two in the 32-seat Trengganu state as- 
sembly. And in the aftermath of defeat, 
Umno (Baru) leaders have been quick to dis- 
miss the significance of the contest and point 
to its narrow margin. But as a moral victory 
and to prove the feasibility of their fledgling 
alliance to their own members and support- 
ers, victory was crucial to the Pas-Semangat 
‘46 alliance. For the National Front, the im- 
portance lay in depriving their rivals of that 
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Election victor Harun congratulated by Pas leaders. 


victory, rather than in winning it for them- 
selves. A record 86.21% voters turned out 
on polling day, unprecedented even in a 
general election in Malaysia. 

“The Angkatan would have been cut 
adrift if we had lost Teluk Pasu,” said an op- 
position campaign worker, referring to the 
Angkatan Perpaduan Ummah (Muslim 
Unity Front) alliance of Semangat '46, Pas 
and the Berjasa party. "We had to win. And 
we felt we deserved a win after losing the 
last three by-elections." Looking ahead to 
the possible general election next year, it 
also shows that Malay traditionalists can ac- 
cept the slightly odd mix of secular Malay 
nationalism and Islamic fundamentalism. 

With the exception of two Chinese and 
one Indian voter, Teluk Pasu is a 100% 
Malay constituency of 8,426, most of whom 
are rice farmers. The seat has alternated be- 
tween Umno and Pas, with Umno (Baru) 
the incumbent until the death of its state as- 
semblyman in May. The neck and neck race 
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showed yet again how much the Malay vote 
is split in half, a fact demonstrated in a clutch 
of recent west coast by-elections and now 
for the first time in the Malay heartland. 

In that respect, Teluk Pasu lent some 
legitimacy to Semangat '46 leader Tunku 
Razaleigh Hamzah's challenge to Prime 
Minister Datuk Seri Mahathir Mohamad — 
not just for control of Umno as he had done 
in the delegate's conference of 1987 but 
in a contest among the wider electorate. 
Razaleigh has not ceased waging a personal 
battle to wrest the office of prime minister 
from Mahathir. 

While the backbone of Pas' votes came 
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from its own ranks — possibly 3,000 given 
that it had polled 2,800 in 1986 — victory 
would have been impossible without 
Semangat '46's precious 500 votes, pointed 
out party workers. In the recent electoral 
cooperation, Pas provided the manpower 
and security as the campaign heightened. 
Semangat '46 bankrolled the campaign, and 
being all too familiar with the tactics of 
Umno (Baru) advised on the ways to 
counter those. Pas and Semangat '46 shared 
the campaign platform, alternating between 
fiery orators and moderates. 

"The cooperation was fantastic," said an 
exhausted Semangat '46 worker when re- 
sults were announced after a recount. Both 
sides had secretly harboured doubts about 
the partnership, but as the days went on 
these were soon dispelled. The partnership 
"really worked once '46 showed its sincer- 
ity,” campaigning as if it was their candidate 
and their fight, said one Teluk Pasu 
dent. The Pas grassroots were particu 
touched when Razaleigh himself went 
down to the kampongs to address the villa- 

ers. 

3 For their part, Semangat '46 campaigners 
came to know Pas leaders face to face for the 
first time — and apparently liked what they 
saw. After having spent the past decade hit- 
ting out against Pas Trengganu chief and 
prime orator, Abdul Hadi Awang, one 
Semangat '46 strongman found himself 
sharing a platform with Hadi one evening 
and to his surprise, found Hadi “a really nice 
guy.” 


p: itself seemed to have opened up 


more just by having to work along- 

side the Semangat '46. On the cam- 
paign trail, they raised issues instead of 
largely restricting themselves to Islamic stric- 
tures. At the Pas headquarters, some young 
Pas workers sported jeans and T-shirts and 
answered questions in English where ne 
sary. 

More significantly, Pas women were ac- 
tively and visibly involved for the first time. 
On polling day, the women manned the 
booths freeing the men to ferry voters. As 
women voters arrived, presumably known 
Pas supporters, Pas women workers would 
usher these newcomers to the gates of the 
polling centres. Since Umno has long used 
their women to canvass the "kitchen votes,” 
51% in Teluk Pasu, this shift in approach 
was probably prompted by Semangat '46 
planners. 

The by-election also saw Pas stepping 
into the computer age, conducting an 
opinion poll of the electorate. Some 50 
Pas youths conducted the survey, which 
was analysed by the partys computer 
graduates. Pas could use such computer 
analysis at the next general election. 

The two candidates, Umno (Baru) 
Trengganu chief Kadi Abdul Ramham 
Mohamed and Pas state commissioner 
Harun Taib, were evenly matched. Both 
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boasted ^ solid religious credentials: 
graduates of al-Azhar University in Cairo; 
both studied Islamic lay; both are acknow- 
ledged religious scholars in the state. Given 
the full weight of their respective party 
machineries, however, the candidates were 
almost incidental save to ensure that their 
ies were seen to uphold Islam. 

Semangat '46 also had the help of Tunku 
Ibrahim Ismail Nasiruddin Shah, the 
Trengganu sultan's younger brother. Al- 
though the palace itself remained scrupul- 
ously neutral, his lineage meant that Ib- 
rahim automatically commanded the re- 
spect of the older voters in particular. 
Ibrahim apparently spent his own money 
for Teluk Pasu, part of which went to buy 
children's bicycles. Umno (Baru) had distri- 
buted 2,000 bicycles to schoolchildren in an 
effort to win over uncommitted voters. But 
when it was discovered that some of their 
“rents were members of Semangat '46, 

no (Baru) workers took a few of these 
back, giving Ibrahim an opportunity to step 
in on behalf of Semangat '46. 

The question worrying both Umno 
(Baru) and the Pas-Semangat ‘46 alliance 
now is whether Teluk Pasu can be repeated 
nationwide in a general election, or whether 
it was an isolated stroke of good fortune 
for Pas. Trengganu residents concede that 
Hadi's sway over Pas supporters in the state 
is formidable. “Here, if Hadi says something 
is black, it’s black,” said a Teluk Pasu youth. 
Any policy must be endorsed by Hadi to be 
accepted by Trengganu Pas. This would not 
hold true elsewhere, limiting the success for- 
mula to Trengganu alone. 

Umno (Baru)'s strongman in Trengganu, 
Chief Minister Tan Sri Wan Mokhtar 
Ahmad, while also an al-Azhar graduate 
and knowledgeable in Islam, is hampered 
by administrative duties and weakened by 
internal party rivalry and factionalism. Ac- 

ling to party insiders, Mokhtar had in- 

ad on keeping the Teluk Pasu contest an 
internal Trengganu affair, with minimal 
input from federal ministers save for Deputy 
Prime Minister Abdul Ghafar Baba, whose 
forte is his grassroots appeal and who spent 
the past five days on endless rounds of rural 
projects. A party worker remarked that the 
results would have been even worse for 
Umno (Baru) if Ghafar had not toured the 
state. 

Feeling more sure of itself, the Angkatan 
will now forge ahead in the Malay heart- 
land. On a more informal footing, they also 
claim to have made advances in urban, ra- 
cially mixed areas through the opposition 
Democratic Action Party (DAP). Some Ang- 
katan insiders even hope that the Gerakan, a 
National Front component, would also join 
them in time for the general elections, 
knowing the Gerakan’s anxiety to retain 
control of Penang — which it fears it could 
lose to the DAP if it remains in the National 
Front, according to some Chinese political 
observers. a 
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ISA amendments abolish judicial review 


Appeal no more 


he Malaysian parliament has 
amended the controversial Internal 
Security Act (ISA), removing the 
power of judicial review in ISA cases from the 
courts. The amendments which were pass- 
ed by a vote of 93 to 26, make executive deci- 
sions on detentions final, as the ISA allows 
citizens to be detained without trial. 

The ISA was necessary to enable the gov- 
ernment to act quickly in the face of threats 
to national security, said Prime Minister 
Datuk Seri Mahathir Mohamad in winding 
up debate on the bill on 26 June. Similar pro- 
visions have been passed to amend the 
Emergency Ordinance (Public Order and 
Prevention of Crime) and the Dangerous 
Drugs (Special Preventative Measures) Act. 

Malaysia's ISA, was introduced in 1960 at 
the end of 12 years of emergency rule, which 
was meant to counter the communist in- 
surgency. In recent decades others have 
been arrested under that law: politicians in 
government and opposition, journalists and 
more recently, unionists and religious ac- 
tivists. While the precise number of people 
currently detained under the ISA is not 
known, Deputy Home Minister Datuk 
Megat Junid Megat Ayub told parliament in 
March that there were 60 ISA detainees in 
Kamunting and 10 more in the police deten- 
tion centre in Kuala Lumpur. 

The most recent government swoop 
under the ISA — codenamed Operation Lal- 
lang — was in October 1987, when police 
detained 106 people for allegedly making ra- 
cial statements and raising communal ten- 
sions. Sixty-eight of them were released in 
stages within the 60-day interrogation 
period but the rest were issued two-year de- 
tention orders and brought to the Kamunt- 
ing detention camp in Perak. All were even- 
tually released, opposition leader Lim Kit 
Siang of the Democratic Action Party (DAP) 
being among the last batch, in April. 

The latest amendments are based on the 
rationale that only the executive can make 
decisions on the protection of national se- 
curity and not the courts. Justifying the con- 
tinued existence and use of the ISA, Maha- 
thir said the act enabled the government to 
act swiftly, whereas by the time matters 
went through the courts, riots could have 
broken out and hundreds of people killed, 
he said. 

Some confusion still exists as to whether 
exceptions will be made in instances where 
the government fails to follow proper proce- 
dures, thus allowing applications for writs of 
habeas corpus to be made. Lawyers point 
out that other amendments to the ISA last 
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July had already ruled out any possibility of 
appeal on grounds of procedural errors. 

This bill seems to address more substan- 
tive issues coming under judicial review, 
such as the one that set former detainee 
Joshua Jamaluddin free. Jamaluddin, a Mus- 
lim convert to Christianity, was detained 
under Operation Lallang and subsequently 
fled a writ of habeas corpus, claiming 
wrongful detention. The High Court freed 
him on grounds that freedom of religion is a 
constitutional guarantee and the ISA could 
not revoke a basic right of citizens. Under 
the new amendments, someone like 
Jamaluddin would not be able to file for 
habeas corpus in the first place. 

The ISA has faced severe criticism from 
the opposition DAP and the Malaysian Bar 
Council, an association of lawyers. Interna- 
tional human-rights groups such as Am- 
nesty International have also attacked it. 
"The amendment is a double-edged sword, 
to attack human rights as well as the prina- 
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Mahathir: security comes first. 





ple of the independence of the judiciary," 
said the DAP’s Lim. “The executive must ex- 
plain to Malaysians why the government of 
the day could trust the judicial discretion 
and wisdom of our courts for the past 32 
years and not now." 

The amendments have removed the 
court's jurisdiction to protect a detainee 
from unlawful and improper detention, said 
S. Theivanthiran, president of the the Bar 
Council. "There is no longer any check 
against abuse of power by the executive. 
The effect of the amendments is to confer 
upon the executive absolute power over the 
liberty of citizens and the people of this 
country." m Suhaini Aznam 
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JAPAN 


LDP plays ‘China card" to fend off local communists 


Sounding red alert 





By Charles Smith in Tokyo 


apan's 23 July election for half the seats 
in the upper house of parliament is 
widely expected to turn into a rout for 
e ruling Liberal Democratic Party (LDP). 
Pundits, including some from the party it- 
self, say the LDP will be lucky to win the 54 
seats it needs to retain a bare majority. This 
would be 14 seats fewer than the party won 
in 1983, the last time the same portion of the 
house was up for election, and 18 fewer than 
in 1986 when the other half of the house was 
elected. 

The LDP’s loss, however, will not trans- 
late into gains for all five opposition parties. 
Ironically, the Japan Communist Party (JCP), 
which ought in theory to be the main 
beneficiary from the long-running Recruit 
shares-for-favours scandal, looks like pick- 
ing up only a few extra seats. The party's 
prospects may have deteriorated sharply as 
a result of an LDP election strategy which 
seeks to link the communists with recent 
events in China by insinuating that if voters 
support the jCP “what happened in Tianan- 
men Square could happen here." 

Official LDP propaganda for the election 
campaign, which formally starts on 5 July, 
steers clear of any mention of China — not 
surprisingly, since the government has 
dearly been embarrassed about its own 
choice of words on the issue. However, the 
party's campaign headquarters has pub- 
lished à series of slogans which focuses on 
the issue of communism vs free enterprise. 
The party would never have done this, LDP 
watchers say, without knowing voters 
would see the question in terms of who was 
right and wrong during the suppression of 
the pro-democracy movement in China. 

The simplest and most effective of the 
LDP slogans (“sekai miyo, yappari jiyushugi") 
associates the name of the party with the 
idea that you only have to look outside 
Japan to see that "freedom is obviously 
best." Another proclaims that "socialism de- 
stroys life: freedom saves it." 

JCP sources, and academics specialising 
in opposition politics, claim that individual 
party campaigners have gone beyond the 
slogans to pin the charge of being "like the 
Deng clique" directly on to the JCP leader- 
ship. Such charges have so far been made 
only in the campaign for the 2 July Tokyo 
municipal elections, since electioneering for 
the upper house has yet to start formally. 

Prominent LDP leaders who have played 
up the Tiananmen theme in the Tokyo 
municipal elections include former chief 








cabinet secretary Keizo Obuchi, Shin 
Kanemaru the so-called “godfather” of ex- 
prime minister Noboru Takeshita, and 
lower house budget committee chairman 
Eichi Nakao. Nakao told a Tokyo audience 
recently: “If you want to make Japan like 
China, vote JCP.” Shigeru Kasuya, chairman 
of the Tokyo Municipal Assembly, put it 
rather more graphically: “The Tiananmen 
incident has caused a rain of blood in China 
— if the JCP gets power they will do the same 
in Japan.” 

The parallel between events in China 
and the JCr"s possible behaviour in govern- 
ment has been carried further in publica- 
tions such as Sekai Nippo, a daily newspaper 
associated with the extreme rightwing or- 
ganisation Shokyo Rengo. According to 
Sekai Nippo, the 80-year-old chairman of the 
JCP central committee, Kenji Miyamoto, has 
been guilty of purging party 
colleagues in much the same 
way as Deng. 

The parallel with Deng 
looks appealing because of 
Miyamoto's 30-year domina- 
tion of the party, coupled 
with accusations over how 
recent changes in the JCP's 
hierarchy were carried out 
when Tetsuzo Fuwa, a close 
Miyamoto associate,  re- 
placed Hiromu Murakami as 
chairman of the party's pre- 
sidium. The JCP considers 
statements made by Sekai 
Nippo about its internal af- 
fairs as libellous and is suing 
the newspaper. 

Attempts by rightwingers inside and 
outside the LDP to use the turmoil in China 
as a stick to goad the JCP are ironic in the light 
of the JC's long record of bickering with the 
Chinese leadership. Miyamoto first fell out 
with Mao Zedong in 1967 when the JCP pro- 
posed establishing a "unified communist 
front" to oppose US actions in Vietnam. The 
JCP claims that Chinese premier Zhou Enlai 
subsequently promised prime minister 
Kakuei Tanaka that China would impose a 
permanent ban on contacts with the JCP on 
the grounds that it was "not a proper com- 
munist party." 

In 1985 China made a move to rescind 
the ban, but gave up after the JCP demanded 
that Peking explicitly disown a pro-Peking 
splinter party which it had been supporting. 
Relations with China have continued to be 
icy since then, unlike the JC's links with the 
Soviet Union which have improved, albeit 
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Miyamoto: goaded. 


erratically, since the start of the Gorbachov 
era. 
The jCP rammed home its anti-Deng 
views by issuing a two-page statement on 4 
June bitterly condemning the Deng regime's 
suppression of the student democracy 
movement at a time when other Japanese 
parties were carefully weighing their words. 
Since then the party has advocated sanc- 
tions against China. Its forthright position 
on China is in line with equally strong pre- 
vious condemnations of other communist 
actions, such as the Soviet intervention in 
Afghanistan. Shoji Niihara, a vice-chairman 
of the party presidium and a top interna- 
tional affairs specialist, says the JCP’s posi- 
lion is more "comprehensive" than those 
adopted by other communist parties. 
The jCP has tried to fight LDP insinuations 
linking it with events in China by handing 
out leaflets denying that upper house elec- 
tion voters are being asked to "choose" ' 
tween communism and capitalism. 
Another JCP strategy is to present itself as 
the only "genuine" opposition party. This 
claim is based on the fact that the three main 
non-communist opposition parties habitu- 
ally consult the government about the man- 
agement of parliamentary debates. The JCP 
is proud of having stayed 

* outside this system, though 
most outsiders claim it never 
had a chance of being in- 
cluded. 

JCP campaign managers 
say the party will win at 
least 9 million votes in the 
23 July upper house elec- 
tion, compared with 5.43 
million in 1986 and 4.16 
million in 1983. This will 
be enough, they say, to elect 
nine candidates from the so- 
called national constituency 
— where election is on 
proportional representa! 
system — against five in 
1986. Independent observers 

are not so sure. 

Shigetaro Izuka, a professor of politics at 
Nippon University, thinks the JCP will be 
lucky to pick up two or three extra seats at 
the election and expects a lot of voters to buy 
the LDP line that all communist parties are 
basically similar and the JCP should therefore 
be avoided. 

Izuka thinks the non-communist, but 
Marxist inclined, Japan Socialist Party will be 
the main beneficiary at the upper house poll 
with a handful of mini-parties, fighting on 
single-issue platforms such as abolition of 
the recently introduced consumption tax, 
also picking up seats. If he is right, the LDP 
may survive after all. LDP leaders are adept 
at dividing and ruling over the three non- 
communist opposition groups, as well 
as at absorbing independents who are 
elected to parliament on a ticket to clean up 
politics. a 
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The bank that puts the 
Arab world at your fingertips 


When you're doing business with the Arab 
world, it's only sensible to use a bank that speaks the 
language, knows the markets and understands the 


business environment. 

And when it comes to experience 
and contacts in the region, nobody has 
more to offer you than Gulf International 
Bank. 

Founded specifically to develop trade, eld alils 
industry and investment in the Arab coun- 
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Gulf International Bank ssc 


tries GIB offers the highest professional standards 
in merchant and wholesale commercial banking ser- 
vices, including trade finance, foreign exchange and 


investment advice. 

And with its offices in London, New York, 
Singapore, Tokyo and Frankfurt - and bank- 
ing connections worldwide - it is ideally 
placed to serve you wherever you are. 

For full information, contact your nearest 


KP 3030 


office. 


GIB OFFICES: HEAD OFFICE: PO. BOX 1017, MANAMA, BAHRAIN TEL (0973) 534000 TELEX: 8802 DOWALI BN 
LONDON: 2-4, CANNON STREET, LONDON TEL (044) 1 248 6411 TELEX: 8812889 GIBANK G NEW YORK: 499, PARK AVENUE, NEW YORK TEL (01) 212 303 3060 TELEX: 424027 GIBANK NY 
SINGAPORE: SHELL TOWER. 50 RAFFLES PLACE, SINGAPORE TEL (065) 224 8771 TELEX: 28227 GIBSIN RS TOKYO: 1-1, MINAMI AOYAMA 1-CHOME, MINATO-KU, TOKYO TEL (081) 3 423 4096 TELEX: 2425596 GIBTYO 
FRANKFURT: TRITON HAUS, 42 BOCKENHEIMER LANDSTRASSE, FRANKFURT/MAIN TEL (049) 69 720363 TELEX: 4185504 GIBG 
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LANKA 


State of emergency declared as violence increases 





By Manik de Silva in Colombo 


esieged by the continuing violence of 
B the rebel leftwing Janatha Vimukthi 


Peramuna (JvP) and a two-week long 
bus strike which has crippled public trans- 
port in most parts of the country, Sri Lanka’s 
President Ranasinghe Premadasa has de- 
clared a state of emergency. The bid to re- 
store at least a semblance of normalcy in his 
island republic comes as he is attempting to 
force out the 45,000-strong Indian Peace- 
Keeping Force (IPKF), which by 29 July will 
have completed two years in Sri Lanka’s 
northern and eastern regions. 

The going in recent weeks has been par- 
ticularly rough for Premadasa, who cele- 
brated his 65th birthday on 23 June. Indian 
Prime Minister Rajiv Gandhi has rejected his 
demand that the IPKF, which has failed in its 
efforts to restore peace in the troubled north 
and east, pull out by 29 July. The orgy of 
subversive killing, accompanied by 
bloody retaliation attributed to vig- 
ilante groups allegedly enjoying the 
backing of forces within the govern- 
ment, continues unabated. 

An economic crisis looms large 
with the cost of tea production ex- 
ceeding prices fetched in overseas 
markets. The foreign exchange situa- 
tion is critical and senior officials 
worry about how the government 
can handle politically sensitive food- 
price adjustments they regard as in- 
evitable in the context of rising inter- 
national prices. 

But Premadasa by no means ap- 
pears depressed or over-burdened. 
Despite New Delhi's negative re- 
sponse to his request for an IPKF pull- 
out by the end of July, the presi- 
dent is continuing to turn on the heat. 
He has met the Indian argument that log- 
istical problems alone make the time- 
frame he has set unrealistic, by saying: 
“If you can't leave by 29 July, then confine 
your troops to barracks from then until 
you go." 

Premadasa also has rejected the Indian 
charge that there has been inadequate de- 
volution of power to the northeast provin- 
cial council where the India-backed Tamil 
group, the Eelam People's Revolutionary 
Liberation Front, is in office. New Delhi 
fears that if its troops withdraw, the most ac- 
tive Tamil group, the Liberation Tigers of 
Tamil Eelam (LTTE), currently negotiating 
with Colombo, will again step up its guerilla 
activity. 
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Ethnic escalation 


"No other country can dictate to us how 
we run our provincial councils," said Pre- 
madasa in a 26 June speech widely publi- 
cised in Sri Lanka. "The IPKF is not here to 
implement the Provincial Councils Act. If 
they were, they might have to remain here 
[permanently] because the implementation 
of this act is a continuing process. Problems 
arising in the provincial councils must be 
sorted out. All that is necessary for the IPKF 
to leave is the request of the Sri Lanka presi- 
dent that they go." 

He understands very well that his prob- 
lems in the predominantly ethnic Sinhalese 
southern parts of the country, extensively 
destabilised by the JvP, are much more seri- 
ous than those in the north and east where 
the Tamil minority once fought Colombo for 
a separate state. Premadasa believes that the 
LTTE, the dominant Tamil separatist group 
which once enjoyed Indian backing but has 
since been fighting the IPKF, is now willing to 


IJ 
- 


pee j- 
"^£ 


i 


TZ 
cit 


FA 
E 


ine 


w. in 
Passengers cling to a train to beat bus strike. 
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reach an accommodation with him. Col- 
ombo has been talking to the LTTE for some 
weeks now and though Premadasa cannot 
be unaware of the IPKF’s military role in 
forcing the rebels to the negotiating table, a 
cosy relationship is developing between 
Colombo and its once implacable foe. The 
emerging understanding is costing India 
dearly. 

Premadasa is clearly convinced that India 
has no further role to play in Sri Lanka’s 
domestic affairs. He had hoped to neutralise 
the JVP — which has made what it calls the 
"Indian occupation," its main agitational 
plank since the IPKF first arrived in July 1987 
— by calling for the withdrawal of all Indian 
troops by the second anniversary of their ar- 
rival. But that has not happened. 
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The bus strike from its inception was 
much more than a straightforward trade 
union action. It quickly assumed the propor- 
tions of an anti-government putsch. The JVP 
and its military wing used tactics very simi- 
lar to those employed to disrupt the De- 
cember 1988 presidential election and the 
parliamentary election which followed in 
February, to virtually bring the whole coun- 
try to a halt on 16 June. 

But as during the presidential and par- 
liamentary election campaigns, Premadasa 
remains reluctant to identify directly the JVP 
as being at the root of his major problems. 
He has repeatedly stressed that internal dis- 
sension and conflict, together with the ac- 
companying disruption and instability, has 
weakened the country’s effort to get the In- 
dians out. He has said that the agitation has 
added to the burdens of the poor in particu- 
lar, and has used his considerable practical 
skills to drive home the message that 
versives were trying to twist his ambit 
poverty alleviation programme in a direc- 
tion that would cripple the economy. 

Very soon after the state transport work- 
ers went on strike and privately owned ser- 
vices were coerced to keep off the roads, a 
demand that bus workers be paid a 
minimum monthly wage of Rs 2,500 (about 
US$72) was tagged on to the relatively mod- 

est demands on which the strike 
$ began. Rs 2,500 a month is what Pre- 
madasa intends investing per family 
on the country’s poorest over a two- 
year period. This sum, roughly di- 
vided 50-50 into consumption and in- 
vestment components, will at the 
end of the 24-month period, when 
the recipients are phased out of the 

scheme, give each family a Rs 2,500 

stake, which Premadasa reckons will 

be sufficient capital to rise above pov- 


erty. 


remadasa has accused fc 
P he has chosen not to name, of 

attempting to "poison the 
minds" of the working class with the 
magic figure of Rs 2,500 a month. Al- 
though he has expressed confidence 
that the working people will not be 
misled by such machinations, the risk 
of a Rs 2,500 monthly minimum wage 
demand being made on a beleaguered 
economy by a wide spectrum of labour 
cannot be discounted. There is little doubt 
that the vast majority of the people under- 
stand the real situation, but strong-arm 
tactics by well-armed subversives have 
become a vital factor in an unhappy equa- 
tion. 

Sri Lanka was governed under a state of 
emergency from July 1983 — when ethnic 
disturbances began to rock the country — 
until January this year. Whether the reim- 
position of emergency regulations on 20 
June can restore law and order is uncertain. 
Foreign Minister Ranjan Wijeratne told par- 
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liament that in the five months since the 
emergency was lifted, more than 1,800 per- 
sons detained in various camps were uncon- 
ditionally released, and more than 1,700 kill- 
ings had taken place. The dead included 650 
members of political parties and their sup- 
porters, 120 government servants, 91 police- 
men, 50 servicemen, 740 civilians and 54 
others including homeguards, informants 
and others. 

“It is now manifest that subversives who 
are operating in various parts of the country 
are making every effort to disrupt govern- 
ment activities and to damage the economy 
of the country," said Wijeratne, in justifying 
the declaration of emergency. "Workers are 
being forced to strike and to disrupt essential 
services. All this will have an adverse impact 
on the economy and the life of the com- 
munity. Innocent schoolchildren have been 
drawn into the streets and forced to strike 
c7? disrupt essential services.” 

Ihe president has repeatedly appealed 
to those persons involved in subversive acti- 
vity to come to the conference table to dis- 
cuss their problems and to enter the demo- 
cratic process," Wijeratne added. "These ap- 
peals have been ignored up to now. There 
has been a progressive escalation of vio- 
lence, acts of sabotage and disruption of es- 
sential services throughout the country." 

While Premadasa is on record as declar- 
ing his aversion to violence and declaring 
that he cannot follow the example of those 
who want to solve problems by killing, 
Wijeratne has told Western correspondents: 
"We have to deal with terrorists in the most 
ruthless manner . . . we have taken a hard- 
line. There is no question about that." The 
reimposition of the emergency gives the po- 
lice and military wide powers of arrest and 
detention, as well as indemnity for bona fide 
acts in the interest of combatting terrorism. 

Colombo has not confirmed reports in 
" Sri Lanka media, also picked up by the 

an press, that Sri Lanka hopes to inter- 
nationalise its current dispute with India. 
But the foreign minister has told Pakistan 
that Sri Lanka will not attend the July meet- 
ing of the foreign ministers of the South 
Asian Association for Regional Cooperation 
(Saarc) in view of the "urgent situation that 
has arisen between the governments of Sri 
Lanka and India." Wijeratne told his coun- 
terpart Yaqub Khan of Pakistan, who is 
hosting the meeting in Islamabad, that the 
Objectives of Saare cannot be achieved un- 
less member states agree not to interfere in 
the affairs of other member states and not to 
take undue advantage of their size and 
prominence. 

With both Sri Lanka and Nepal having 
major problems with India, the survival of 
Saarc, which also includes Bangladesh, 
Bhutan and the Maldives, is clearly 
threatened. Colombo appears intent on 
using Saarc as a lever to pressure India, and 
New Delhi cannot be happy about a i ue 
deteriorating situation. 
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S tries to counter impr oved Soviet t image in Asia 


The glasnost gap 


By Nayan Chanda in Washington 
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fter five months of policy review, the 
A US administration has begun giving a 


i. glimpse of what it wants to do with 
Asia. The recipe that senior officials have un- 
veiled calls for cautious activism to counter 
the public-relations gains made by Soviet 
President Mikhail Gorbachov and the for- 
mation of a new Pacific forum to strengthen 
economic cooperation among countries in 
the region. 

The administration also hopes to break 
the psychological barrier of the Vietnam ex- 
perience and take a more aggressive posture 
in Southeast Asia. The policy pronounce- 
ments, however, leave it unclear how 
Washington’s increasingly bitter trade and 
technology disputes with Tokyo will be 
managed. 

US Secretary of State James Baker deliv- 
ered his first policy speech on Asia at a meet- 
ing of the Asia Society in New York on 26 
June. The speech came on the eve of his first 
visits as secretary of state to Japan and the 
Asean foreign ministers’ meeting in Brunei. 

Baker reaffirmed the singular importance 
of the US-Japan global partnership but did 
not indicate how the growing tension be- 
tween the two over trade could be reduced, 
other than saying that he looked forward to 
“a new closeness of coordination with 
Japan.” In another speech, Assistant Secret- 
ary of State for East Asia and the Pacific 
Richard Solomon said: “We must build new 
mechanisms for policy coordination.” It is 
unclear what kind of mechanism the admin- 
istration has in mind. 

The issue of growing trade friction and 
the need for macroeconomic coordination 
among the Pacific trading partners, how- 
ever, has emerged as a matter of concern. 
The fact that Australian Prime Minister Bob 
Hawke proposed a Pacific rim grouping 
without the US appears to have shocked 
Washington and at least in part provided the 
impetus for a US initiative. Baker told the 
meeting: “Clearly, the need for a new 
mechanism for multilateral cooperation 
among the nations of the Pacific rim is an 
idea whose time has come.” 

He said the US would not offer a blue- 
print for the organisation, but said it should 
encompass issues ranging from trade and 
economic affairs to cultural exchange and 
ecology; be based on the free flow of goods 
and services among market economies, and 
recognise the diversity of social and eco- 
nomic systems and differing levels of deve- 
lopment in the Pacific region. 
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Privately, US officials said that while they 
did not oppose Hawke's idea they would 
not support the convening of a ministerial 
meeting in Canberra unless there was con- 
sensus in the region. Baker plans to dis- 
cuss the issue at the Brunei post-ministerial 
meeting and later to call for a working- 
level meeting of all Pacific basin countries, 
including South Korea, Taiwan and Hong- 
kong. 

Washington has watched warily as Mos-  .. 
cow improved its image in Asia following |. 
the withdrawal of Soviet troops from Af- 
ghanistan, its pressure on Vietnam to pull. = 
out of Cambodia and Gorbachov's visit = 
to China. Washington is particularly con- 
cerned that, given what it maintains is the 
asymmetrical regional defence capability of 
the two countries, the Soviet proposal for 
both countries to reduce naval power in the 
Pacific could weaken the US position. e 

Solomon cautioned Asian nations not to ~ 
compare the Soviet arms-reduction pro- >; 
posal in Asia with that in Europe. "We must 
be mindful,” he said, “of the many signi- 
ficant differences between Europe and 
Asia" and that the US has been "the balanc- 
ing power in a region of great political diver- 
sity and geographic expanse." In other 

words, even if theSoviets reduced their post- 
ure in Asia it would not necessarily justify a 
US pullback. However, mindful of the prop-- 
aganda advantage that Moscow could g 
by a totally negative US attitude, Solomo 
said that the US would explore "tension-re- 
duction measures in the Pacific that accord : 
with US interests." 

Solomon said that paradoxically, á as 
China, India and Japan grew more power-. 
ful, the "traditional US role as the guarantor — 
of regional stability is becoming notlessim- |. 
portant, but more important.” The US, he 
said, remained the universally acceptable _ 
country to play the role of a balancer in the = 
region. The fear of pushing Peking closer to 
Moscow has been a key consideration in the 
measured reaction shown by Bush towards 
the bloody June massacre of student dem- 
onstrators in China. oe 

To regain the public-relations initiative 























with Moscow, Washington is urging Gor- 


bachov to deliver on some of his promises. __ 
and take concrete action in defusing regional |. 
tensions, such as by withdrawing from. 
Japan's northern territories. Baker urged: 
"Let Vladivostok become an open port, as- 
Mr Gorbachov proposed three years ago. 
Let special economic zones bloom in the- 
Soviet Far East, as Mr Gorbachov suggested - 
a year ago. Let the Soviet Union cooperate in * 
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resolving the tensions and hostilities 
in Korea and Cambodia." 

The US alsois urging North Korea 
to emulate Gorbachov's example in 
Europe of policies of military "rea- 
sonable sufficiency," a pullback of 
forces concentrated near the de- 
militarised zone dividing the Korean 
peninsula, and the removal of all 
North Korean assault, bridging and 
otherunits equipped toattack on short 
notice. Solomon said that these would 
serve as major confidence-building 
measures and, along with an end 
to terrorism and a commitment to 
the safeguards regime of the nu- 
clear non-proliferation treaty, would 
make the US responsive to Pyongyang. 

In a departure from the Reagan adminis- 
tration, which despite tough anti-Vietnam- 
ese rhetoric avoided providing arms to the 
anti-Vietnamese Cambodian resistance, the 
Bush administration has decided to provide 
lethal aid to the two non-communist fac- 
tions which, together with the Khmer 
Rouge, make up the resistance coalition. Al- 
though officials stress that the objective is 





Baker, Hawke: public smiles, private doubts. 


not to fight a war but to strengthen the 
negotiating position of coalition leader 
Prince Norodom Sihanouk with Phnom 
Penh, strong opposition to the idea has 
emerged in the US Congress. 

In order to avoid congressional opposi- 
tion and public debate, the administration 
had planned to finance the operation from 
the CIA covert fund, which is monitored by 
the secretive Senate Select Committee on In- 





SINGAPORE 


Executive s departure could herald other changes 


Media muddle 


By N. Balakrishnan 


he departure of Frank Yung as chief 

executive of Singapore’s de facto 

print media monopoly, Singapore 
Press Holdings (SPH), has raised the possibil- 
ity that the government might be preparing 
for other changes in its media policy, to be 
accompanied by the purge of key personnel 
in the SPH editorial and other departments. 

An official statement released on 17 June 
said that Yung, 55, had resigned and that he 
“has decided to leave the company to pur- 
sue his career elsewhere,” but SPH sources 
said he had been given six months pay in 
lieu of notice, suggesting he had been asked 
to resign. 

Yung’s predecessor, Lynn Holloway, 
also left abruptly in November 1985. The of- 
ficial reason given at the time was that his 
departure was for “health reasons.” Hollo- 
way joined Rupert Murdoch’s News Inter- 
national as a director in London soon after 
leaving SPH and is now the deputy chairman 
of the Murdoch-owned South China Morn- 
ing Post Ltd, publisher of Honkong’s 
biggest English-language daily newspaper. 
He is due to become the company’s chief 
executive officer in August. 

The government is said to be unhappy 
about the media’s failure to arouse 





wholehearted enthusiasm for its authorita- 
rian policies. These range from the control of 
car ownership to efforts to overcome the re- 
luctance of educated women to get married 
and bear children in sufficient numbers to 
halt the declining birth rate. 

Technically speaking, the SPH is a pub- 
licly listed company over which the govern- 
ment has no direct control. But anyone 
wishing to own more than 3% of the shares 
in a Singapore newspaper company has to 
seek approval from the government. In ad- 
dition, newspapers have to renew their pub- 
lication licences annually; the government 
can refuse this without giving any reason. 
Because of these legal powers and the fact 
that the current and the past chairman of 
the SPH have been retired senior civil 
servants, the government in practice has a 
lot of indirect power over the Singapore 
print media, since SPH owns the majority of 
newspapers in the country. Radio and tele- 
vision broadcasting is directly controlled 
by the government through a statutory 
board 


The latest changes at the SPH have been 
masterminded by Lim Kim San, a long-time 
confidant of Prime Minister Lee Kuan Yew 
and a veteran of many cabinet posts, who 
was appointed as chairman of SPH in Sep- 
tember 1988. Lim is well known for his in- 
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x telligence. But irate members of the 
senate accused the administration of 
trying to have it both ways by pub- 
licly announcing lethal aid to Cam- 
bodia while refusing open debate on 
the issue. 

Faced with high-powered con- 
gressional opposition, the adminis- 
tration now has decided to submit 
the proposal for military aid to open 
debate, but without announcing 
how much assistance it plans to give 
or how. Sources said that the admin- 
istration hoped to win and would 
channel the assistance covertly, 
mainly to avoid embarrassment to 
the conduit country, Thailand, 

which has publicly opposed military aid to 

the non-communist resistance. 

The issue of lethal aid to the Cambodian 
resistance has assumed a symbolic impor- 
tance that transcends the arguments ^'^* 
the need for such assistance. It remains 
seen whether the administration can suc- 
ceed in persuading congress to free itself 
from the memory of US involvement in 
Vietnam. v 


tegrity and his extremely cost-conscious ad- 
ministration. He is said to have been aghast 
at the very large number of journalists em- 
ployed by the group and the high salaries 
and perks enjoyed by the senior staff. 
Salaries in excess of S$10,000 (US$5,128) a 
month, company cars and a four-week paid 
vacation are common for the senior 
staff. 

On average the flagship daily newspaper 
of the group, The Straits Times, produces one 
edition which contains only about six locally 
generated general news pages, three finan- 
cial pages and another three sports pages. 
The rest of the newspaper is filled with news 
material from the wire services and c“ 
syndicated foreign agencies and pul 
tions. To produce this, The Straits Times em- 
ploys about 200 editorial staff. By compari- 
son, a similar-sized staff on the Daily News 
in New York produces dozens of pages of 
local news and several different editions. 

The poor "productivity" of sPH staff is 
understood to be the main theme of Lim, 
who is said to have ordered changes in sal- 
ary and bonus structure to effect savings as 
well as taking way the perk of a company car 
from associate and assistant editors, with 
only two of the most senior editors retaining 
this privilege. 

The previous editor-in-chief of The Straits 
Times group of newspapers, Peter Lim, was 
demoted in 1987 to editor of the tabloid The 
New Paper which was launched in 1988. This 
afternoon publication has been struggling 
to survive ever since, though the crisis in 
China is said to have increased its circulation 
to the break-even level of about 60,000. 
However, advertising revenues are said to 
be lacklustre. a 
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COUTE KORBA $ 


US says it was powerless during Chun’s military coup 


Without influence 


By Shim Jae Hoon in Seoul 


he US has long been cast as the villain 
| by South Korean radicals for compli- 


city in then major-general Chun Doo 
Hwan's seizure of power in late 1979 and the 
early months of 1980, when South Korea 
weathered violent political crises stemming 
from the assassination of authoritarian pre- 
sident Park Chung Hee. But new docu- 
ments released on 20 May by the US State 
C  rtment indicate that Washington was 
p — less in dealing with the events. They 
à... allege that senior South Korean Gov- 
ernment leaders at the time acted in à cow- 
ardly and opportunistic way, while some- 
times resorting to systematic deception of 
the US as to their true intentions. 

The 10,000-word statement plus a 7,000- 
word appendix were released at the request 
of the South Korean national assembly's 
committee investigating the May 1980 upris- 
ing in the southwestern city of Kwangju and 
its bloody suppression. The documents rep- 
resent the first official US clarification of its 
position regarding the events surrounding 
Chun's December 1979 coup, which was fol- 
lowed by the imposition of martial law and 
the Kwangju incident. 

The documents say that the State Depart- 
ment and the US Embassy in Seoul lacked 
sufficient policy leverage to influence effec- 
tively the course of political developments in 
Seoul. Moreover, they appear to have mis- 
judeed Chun's intentions, and US policy 
© tially drifted as it failed to generate 
tmormentum towards a broadly based civilian 
government in the wake of Park’s killing. 

During the emergency, top policymakers 
in Washington “reluctantly accepted” the 
use of army troops to retake Kwangju. Also, 
they became so concerned about the possi- 
bility of North Korea taking advantage of 
unrest in the South to launch a surprise at- 
tack, that they deployed early warning air- 
craft and naval units as a precautionary step. 

Among other insights, the statement in- 
dicates a need to restructure the US-led 
Combined Forces Command (CFC), under 
which a US general retains operational con- 
trol over a certain number of South Korean 
army divisions guarding the 248-km border 
with North Korea. At least one lesson 
emerging from the evaluation of Chun’s 
coup is that the 1978 confidential agreement 
providing for the CFC might have to be re- 
vised if the US is to avoid being criticised in 
future for unwittingly abetting a military 
coup in South Korea. 

The US statement makes clear that the 
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agreement provides no way for the US com- 
mander leading the CFC to forestall a politi- 
cally ambitious South Korean general from 
pulling out his CFC troops to stage a coup. 
The agreement does provide for advance 
consultation for removal of troops from CFC 
control — but that can be even done by ver- 
bal notice. The US commander has no au- 
thority to refuse such a pullout as the agree- 
ment preserves the sovereign right of each 
country to assert operational control over its 
own troops. 

A frank discussion in the document of 
this weakness effectively destroys the pre- 
vailing myth that the US is at least partly re- 
sponsible for Chun's coup or for his use of 


3: 


"aem grief, May 1989. 


fd - 
A 





special warfare troops to brutally put down 
the Kwangju uprising. South Koreans of all 
political persuasions have regarded a 
straightforward discussion of this CFC com- 
mand structure as essential to removing 
misunderstandings. 

South Korea's radical opposition has per- 
sistently claimed — wrongly as it has turned 
out — that the US should bear an "indirect 
responsibility” for "allowing" Chun and 
others to use South Korean troops under the 
CFC command to seize power, thus "caus- 
ing" setbacks in the country's democratic 
development over the past 10 years. 

What the documents do reveal is a sober- 
ing account of US officials in South Korea es- 
sentially failing to appreciate early enough 
the true magnitude of Chun's coup. And 
even after Chun's intentions were under- 
stood, the US Embassy found it impossible 
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to influence South Korean public opinion 
under stringent martial-law censorship. Cut 
off from access to the coup leaders, with all 
key opposition leaders either in jail or under 
house arrest, then US ambassador William 
Gleysteen could not take steps that would 
have symbolised the US opposition to the 
army filling the post-Park political vacuum. 

But he and Gen. John Wickham, the CFC 
commander at the time, stuck to the ineffec- 
tive course of presenting verbal protests 
rather than developing policy leverage in 
seeking to counter the lengthening shadows 
of the new military rule. Somewhat naively, 
they continued urging a return to civilian 
rule even after some 200 people had been 
killed and 1,000 others wounded as a result 
of clashes in Kwangju. 

To indicate US displeasure at the coup, 
Wickham refused to meet with Chun for 
several weeks, thus unwittingly giving him 
time to consolidate his power over the mili- 
tary establishment. Wickham and Gleysteen 
chose a relatively weak issue for leverage 
when they indefinitely suspended the an- 
nual security consultative talks as a way of 
pressuring the South Korean Government. 
It seems Washington never seriously con- 
templated the stronger option of recalling 
Gleysteen for an extended period as a ges- 
ture of its disapproval. 

The statement implicitly criticises Chun's 
successor as president, then major-general 
Roh Tae Woo, for providing key support to 
the coup by pulling out his 9th Division from 
CFC operational control without prior con- 
sultation with Wickham. While not men- 
tioning Roh or his division by name, the 
documents say the US was "angered" by the 
action and characterised the move as 
power usurpation," language it has never 
used before. 

But US counter-measures appeared con- 
fused, slow and at times overly optimistic. 
Even after Chun had purged at least 14 
senior generals who might have resisted his 
move, the statement says "the US did not 
accept as inevitable that [Chun's] ascen- 
dency in the army would preclude demo- 
cratisation." 

Wickham says in the documents that he 
had reluctantly accepted the use of troops 
from the 20th Division to retake Kwangju as 
they were trained in riot-control and there- 
fore would be more restrained than the spe- 
cial warfare troops initially used by Chun. 
And only by 28 May, a day after Kwangju 
had been brutally pacified, did Gleysteen 
realise that the US "had been demonstrably 
unsuccessful in trying to stop the march of 
these self-appointed leaders or even to slow 
them down," the documents say. 

Presumably to spare Roh further embar- 
rassment over his role in Chun's coup, 
nowhere in the State Department statement 
is he mentioned by name or his 9th Division 
clearly identified. But unambiguous word- 
ings such as "power usurpation" prompted 
the South Korean Government to leak the 
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US documents in advance of delivery to the 
27 members of the assembly's Kwangju 
committee. This was despite a US Embassy 
request to the Foreign Ministry when hand- 
ing over sealed envelopes containing the 
documents, that it not publicise their con- 
tents for at least 48 hours after delivery. 

Stung by the wording, South Korean of- 
ficials first demanded corrections, then 
suggested they send a delegation to Wash- 
ington to propose some changes in the state- 
ment. The request was turned down, ac- 
cording to diplomatic sources. 

But other sections in the main statement 
describing the attitude of senior government 
leaders at the time are likely to be no less 
controversial, for they portray them to be 
mostly opportunistic regarding the rise of a 
new military leadership. Caretaker presi- 
dent Choi Kyu Hah placidly ignored re- 
peated statements by Gleysteen underlining 
the importance of moving to civilian control. 

Some officials appeared weak and pro- 


crastinating: defence minister Roh Jae 
Hyon, having escaped to a CFC bunker 
when Chun's coup erupted, later went 
home against Wickham’s advice, only to be 
detained by coup officers and forced to sign 
a statement legitimising the 9th Division 
move. 

Other officials systematically used misin- 
formation regarding US reactions to Chun’s 
takeover by portraying them as supportive 
of the coup. At one time, they assured US 
officials that they would distribute in 
Kwangju Washington’s statement urging 
dialogue, but never carried out this promise. 
On the contrary, they had the official radio 
broadcast in Kwangju false assertions that 
the US had approved the dispatch of special 
forces troops to quell the uprising by force. 

Nor was the South Korean press, totally 
obedient to army censorship, any use in the 
US Embassy’s fight against such misinfor- 
mation. Having no access whatsoever to 
public opinion, the embassy began taking 





SOUTH KOREA 2 


Reforms sought to restructure South Korea’s police 


Policing the law 


n the night of 4 June, Min Yong 
() Gi was detained by the police in 

the farming town of Yongin, near 
Seoul, after a violent argument over his 
drinking bill with the owner of a roadside 
cafe. 

Min died a few hours later while in police 
custody. His family allege his death was 
the result of massive head, face and chest 
injuries inflicted during a savage beating 
by a number of policemen. At least four 
police officers have been arrested on 
suspicion of hitting Min during an interroga- 
tion. 

One December night last year, coffee 
shop waitress Kang Chong Sun was 
booked on charges of drunken 
jaywalking in the southern city of 
Taegu. After release, Kang told the 
city’s women association that she 
had been raped by two policemen 
while in custody. The incident 
created widespread outrage as it 
closely followed another case of 
the police using sexual torture 
against a university coed detained 
on suspicion of anti-government 
activity. 

The outcry provoked by these 
and other cases reported over the 
past few months has again focused 
attention on South Korea's under- 
manned, poorly trained and often 
violent police force. Since the begin- 
ning of the year, the opposition Party 
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A policeman's lot is not a happy one. 


for Peace and Democracy (PPD) has 
examined three other deaths it believes are 
the result of police brutality. During the rela- 
tively relaxed political climate of the past two 
years, so many allegations of police abuse 
have been reported that the PPD has set up a 
permanent department to handle the com- 
plaints. 

Perhaps no other public institution in 
South Korea has generated as much con- 
troversy as its national police force. And as a 
new wave of revulsion sweeps the country, 
demands are growing for quick action in re- 
forming the police and making the force 
more publicly accountable. 
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the highly unusual step of mailing its state- 
ments directly to more than 3,000 prominent 
citizens and organisations in order to put 
across its position. It had hoped that those 
who received them would at least spread 
the US version of its position by way of 
rumours. 

The US explanations of events that took 
place in 1979 and 1980 in many ways are an 
indictment of South Korea's entire political 
establishment, which resignedly accepted 
Chun’s rise to power. They make it hard for 
South Korean radicals to continue hiding be- 
hind the rhetoric of anti-American senti- 
ments to escape from the ugly facts of their 
own history. 

By laying bare at least some of the truths 
behind the developments — and many facts 
remain shrouded in mystery — the US state- 
ment in effect challenges South Korea's poli- 
tical leaders to reconcile themselves to one 
of the saddest chapters in their cour s 
march towards democracy. vl 


A succession of authoritarian regimes 
since the country regained its independence 
after World War II have prevented the police 
force from growing into a politically neutral 
and respected law enforcement arm. In- 
stead, it is widely viewed as an instrument 
of terror intended only to maintain unpopu- 
lar governments in power. 

The first generation of senior police 
leadership barely received any training in 
systematic law and order procedures. In the 
aftermath of the Korean War, the continuing 
threat from the North meant their primary 
function was hunting communist spies or 
dealing with anti-government demonstra- 
tions. Their continuing preoccupation with 
riot control leaves them ill-equiped to deal 
with the demands of an increasingly 
affluent and sophisticated society. 

Despite their role in helping mai 1 
generals in power, the police as an insutu- 
tion has been poorly rewarded, many ana- 
lysts say. The police are under the control of 
the Interior Ministry, whose chief responsi- 
bility is local administration rather 
than maintaining law and order. The 
ax ministry's Won 1 trillion (US$1.5 bil- 
w= — lion) budget is relatively small com- 
pared to other ministries, and the po- 
lice receive only a part of those 
funds. 

The tight budget has kept the po- 
lice overworked and sapped their 
morale. “Our policemen are the most 
overworked and least paid section of 
the Korean civil service," said Lee 
Sang Hyon, professor of police 
administration at Dongguk Univer- 
sity. His department trains 40 stu- 
dents a year for higher level police 
posts but he now has difficulty 
keeping them interested in a po- 
lice career. One student even joined 
the crowds of student demonstrators 
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CABLE AND WIRELESS 1989 1988 96 
ANNUAL RESULTS £m £m growth 
Turnover (1988 restated) 1,534 1,244 23% 
Profit before taxation 420 356 18% 
Earnings per share 27.9p 24p 16% 
Recommended dividend 

per share 7.98p 6.65p 20% 
€ Turnover has increased by 23% to £1,534m. 


Profit before tax has increased by 18% to £420m. 


Trading profit has increased by 28% to £369m. 


Recommended full year dividend increased by 


20% to 7.98p. 
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Pre-tax profit increased by 371% 
Dividend per share increased by E 263% 
Earnings per share increased by j 394% 
Net assets have increased by pu ino £1,156m 
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calling for the ouster of President Roh Tae 
Woo. 

Official statistics show there is one police- 
man for every 680 South Koreans, a vastly 
inferior ratio compared with one policeman 
for every 390 people in the US and 318 in 
West Germany. The South Korean ratio is 
even worse than Japan's, where one police- 
man handles every 551 citizens, the lowest 
of any major industrialised non-communist 
country. 

The personnel shortage is acute — the 
uniformed police force accounts for only 
67,000 out of the total police force of 120,000. 
Budgetary constraints have forced the In- 
terior Ministry to rely on a paramilit 
lice sten Pad i the pens d NEN 
draftees. The combat police recruits its 
men from the army to deal with North 
Korean infiltrators, and "volunteer" anti- 
riot policemen are drawn from conscripts 

xchange for a 30-month term in the 

ad forces. Neither group can be consi- 
dered professional law enforcers, though 
some eventually end up in the regular police 
force. 

To alleviate the pressure, the govern- 
ment has begun recruiting about 10,000 new 
policemen each year up until 1991. How- 
ever, the examination-based recruiting drive 
is seen by its critics as sacrificing quality for 
quantity. The low starting pay of Won 
207,000 a month is equal to that for unskilled 


workers, while poor social standing as- 
sociated with a police career has discour- 
aged quality applicants. Only 12% of police 
applicants are university graduates — the 
rest only having completed high school. 

Their six-month training course is said to 
be cursory by some experts. A course cover- 
ing 30 subjects during that period leaves 
them with little in-depth knowledge, Lee 
said. In some cases, a new recruit is issued a 
handgun and a pair of handcuffs after just 
three months' training. 


he recruits' suitability for police work 
| is barely assessed — no psychiatric or 
polygraph tests are given — thus al- 
lowing potentially dangerous misfits to join 
the service, a police source said. In 1982, a 
small-town police officer went on a shooting 
rampage after an argument with his wife, 
killing 54 people in one evening. The inci- 
dent was a chilling reminder of what can 
happen when a volatile personality is equip- 
ped with a modern automatic weapon. 
Besides a manpower shortage, South 
Korea's police must spend much of their 
time on riot-control duties; there were some 
6,300 street protests last year. Weighed 
down by a wide range of administrative 
chores — among other things, they collect 
court fines, approve death certificates, pro- 
cess security checks for passport applicants 
— only 15% of their time is spent on routine 





MONGOLIA 


Controversy over Soviet role in the country continues 


/,voiding extremes 


lan Sanders 
() ne of the leading proponents of Mon- 





golia’s new policy of political and 

economic renewal, the historian 
Kinayatyn Dzardyhan, has become directly 
involved in the current controversy over 
whether the current modest 
revival of nationalism in the 
country might be moving 
into anti-Soviet channels. 
The party media have been 
showing increasing signs of 
concern over the correct ba- 
lance between 
and “international” values in 


i 
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Mongolian society. 
Dzardyhan discussed 
whether too much na- 


tionalism in the media dur- 
ing the current upsurge of 
il tod (openness) was un- 
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Union, at a recent conference of the Mongo- 
lian Revolutionary Youth League (MRYL). 
"Unfortunately, it must be admitted that 
throughout our modern history there have 
been miscalculations and wavering from 
one extreme to another," he said. "Even 
today we are not free from this. People give 
priority in their thoughts to 
national values and not in- 
frequently try to heap all the 
errors of the past onto inter- 
nationalism." 

According to Dzardyhan, 
some Mongolian writers 
have been saying recent- 
ly that Mongolian-Soviet 
friendship "has not always 
been crystal clear," or that 
"quite often regrettable and 
even shameful events occur- 
red" in the relations between 
the two countries. However, 


dermining ^ "international- he said, it was not this 
ism," the code word for Ped) friendship which was to 
friendship with the Soviet  Tsedenbal: blamed. blame for the "blank spots" 
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law enforcement duties. 

One proposal before the national assem- 
bly submitted by all three opposition parties, 
seeks to depoliticise the national police by 
removing it from Interior Ministry control. 
Taking the Japanese police force structure as 
a model, it has set up a National Police Com- 
mission whose five members are endorsed 
by parliament. The commission will super- 
vise the composition and operation of the 
new National Police Administration, which 
will be answerable to the national assembly 
or city or provincial assemblies. 

"The only successful way to reform 
the police is to keep it politically neutral 
and improve the quality of its manpower," 
said Han Hwa Kap, a senior policy planner 
for PPD president Kim Dae Jung. He traces 
part of the police problem to South Korea's 
experience of repeated army coups over 
the past 25 years. The example of the 
army seizing power "has numbed the ethi- 
cal standards of the average policeman,” 
Han said. 

The prospects of reforms being adopted 
look brighter than in past years, given the 
combined majority held by three opposition 
parties in the national assembly. And virtu- 
ally no one, including those in government, 
doubt the need for acting swiftly. Even po- 
lice officers and trainees recently protested 
that their jobs should carry both better finan- 
cial and social rewards. | Shim Jae Hoon 


in Mongolian-Soviet relations, but certain 
Mongolian leaders, including Yumjaagiyn 
Tsedenbal (ousted from the posts of party 
leader and head of state in 1984), who en- 
couraged the idea of “entrusting the coun- 
try's fate to the [Soviet] elder brother." 
As a result "the elder brother took all 
responsibility upon himself," the Mongo- 
lians became dependent on and, later 
blamed him, when things went wrong, 
Dzardyhan said. 

Dzardyhan leaped to prominence as a 
spokesman for supporters of radical Mongo- 
lian restructuring a year ago, in a series of 
hard-hitting statements published in the 
party’s monthly journal. Without blaming 
Tsedenbal by name at that stage, Dzardy- 
han provided the first clear admissions in 
the official media that the country’s socio- 
political and economic backwardness was 
largely due to the “stagnation” which en- 
veloped the country under Tsedenbal. 

As a result of “propaganda miscalcula- 
tions,” everything was entrusted to “inter- 
nationalism” and Mongolia lapsed into a 
state of lethargy, Dzardyhan told the MRYL. 
Moreover, in their day-to-day contacts, indi- 
vidual Mongolians and Soviet residents had 
“not acquired the culture of internationalist 
relations” and over even quite minor mat- 
ters had been impatient and “uncultured” 
and had abused one another. This had led to 
a lack of national and individual initiative 
among Mongolians and “lack of respect for 
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Mongolian culture, traditions and laws 
among some Soviet citizens." 
Consequently, the Mongolians had ex- 
perienced difficulty in appraising the Soviet 
Union objectively and having respect for it. 
This was not the fault of the parties or 
peoples or of their friendship, Dzardyhan 
added, but of "certain personalities who 
were in power from the 1930s to the 1960s" 
(in Mongolia the Stalinist dictator Marshal 
Choybalsan and his acolyte Tsedenbal). 
However, Dzardyhan also blamed the 
traditional stand-by of “anti-Sovietism” 
and “anti-Mongolian bourgeois propagan- 
da,” said to be aimed at upsetting Mongo- 
lian-Soviet friendship. He expressed alarm 
that some Mongolian publications seemed 
to have been “taking the bourgeois propa- 


ganda bait.” 

Elsewhere in his speech, Dzardyhan 
dwelt on the role of young people in the 
drive for the renewal of society, saying that 
they were relatively untainted by stagnation 
and that it was their duty to finish off the 
half-completed tasks begun by their fathers 
and grandfathers. “Although there are 
among young people some utopian and 
emotionally coloured [radical] ideas,” he 
said, “the overwhelming majority support 
each new step of restructuring.” 

But Dzardyhan slammed the MRYL for 
bureaucratic practices and stifling initiative. 
Pointing out that only two informal organi- 
sations had been registered in Mongolia 
over the past two years, Dzardyhan said 
that there was no reason why there should 





Britain rejects colony’s plea for right of abode 


Lobbying London 


By Emily Lau in Hongkong 


he British Government has rejected 
j the demand by a delegation of senior 


Hongkong legislators that it help 
boost confidence in the colony by restoring 
the right of abode which citizens of British 
dependent territories lost in 1962. The Pe- 
king massacre on 4 June presented Hong- 
kong with its biggest confidence crisis since 
the 1984 signing of the Sino-British Joint 
Declaration under which Peking will re- 
cover sovereignty of the colony in 1997, with 
many local people scrambling to find an es- 
cape route in case things go wrong in future. 

However, the British Government was 
unmoved by pleas that it live up to its moral 
responsibility towards Hongkong people. 
Prime Minister Margaret Thatcher said it 
would be politically impossible to open Bri- 
tain's door to 3.25 million Hongkong British 
subjects, but promised to be more “flexible” 
when interpreting existing laws. Foreign 
Secretary Sir Geoffrey Howe said such a 
move would double the population of Bri- 
tain's ethnic minorities, implying it could 
upset racial harmony. He did say, however, 
that if in future Hongkong people had to flee 
the territory as refugees, the British Govern- 
ment would mobilise an international effort 
to help them. 

Meanwhile, Peking stepped up its at- 
tacks on the "reactionaries" in Hongkong 
and Macau. The director of the Hongkong 
and Macau Affairs Office under the State 
Council, Ji Pengfei, said Hongkong and 
Macau would have a different social and 
economic system from that of the mainland, 
but warned that they should not interfere 
with or attempt to change the mainland's 


socialist system. He said the Chinese Gov- 
emment could not permit anyone to use 
Hongkong and Macau "as a base for sub- 
verting the central people's government." 
The effort to regain Hongkong people's 
right to live in Britain, taken away by the 
1962 Commonwealth Immigrants Act, was 
spearheaded by Omelco — the office of 
members of the policymaking Executive 
Council (Exco) and Legislative Council 





(Legco). Senior Exco member Dame Lydia 
Dunn and senior Legco member Allen Lee, 
who also is a member of Exco, spent four 
days in London lobbying Thatcher, Howe, 
MPs and the media, not only on behalf of 
the 3.25 million Hongkong people — hold- 
ing Hongkong-British documents affected 
under the act — but for all 5.6 million local 
people. 

Omelco, comprising about two-thirds 
government-appointed members, with the 
balance indirectly elected, decided to take a 
belated lead because some members saw 
the current crisis as an opportunity to set the 
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not be many more, providing that they were 
not unconstitutional or "contrary to the prin- 
ciples of socialism." Why not set up "heal- 
thy" clubs and groups for developing na- 
tional history and culture, or for the rebirth 
of the almost extinct traditional forms of arts 
and crafts, he asked, as well as fighting 
against bureaucracy and for openness. 
Warning against the selfishness of some 
people who hoped to "gain personal advan- 
tage" from the restructuring process, Dzar- 
dyhan added: "However, ‘pseudo-organi- 
sations' which spread around all kinds of 
‘pamphlets,’ ‘appeals’ and ‘slogans’ but con- 
ceal their true face from the masses and are 
based on an unhealthy political platform 
and on nationalistic feelings, can help 
neither socialism nor restructuring.” s 


government and themselves up as cham- 
pions of the people. During the past 
weeks, members of the pro-democ..., 
lobby aligned themselves with the pro- 
democracy movement in China and gained 
great prominence. In contrast, the standing 
of the Hongkong Government and its ap- 
pointed members in Omelco plunged as the 
community floundered, looking in vain for 
leadership. 

The current effort was the first time 
Omelco had actively lobbied for Hongkong 
people's right to live in Britain. The matter 
was raised in 1986 when the British Parlia- 
ment and Legco debated the creation of the 
British National (Overseas) citizenship — 
affecting Hongkong British subjects' status. 
At the time Omelco decided only to ask for 
full British citizenship for the colony's ethnic 
minorities — who are subject to Hong- 
kong's own laws which discriminate on a ra- 
cial basis against non-Chinese — and a 
handful of war widows. 

The fight for the right of abode in Britain 
also highlighted a fundamental contr 
tion among many Hongkong people, 
professed to be proud Chinese and vow- 
ed to remain so, while simultaneously 
clamouring for full British citizenship. The 
contradiction was heightened by the fact 
that key members of the Hongkong Al- 
liance which supports the democratic 
movement in China, had to join another 
group, the Hongkong People Save Hong- 
kong Campaign, in order to lobby for the 
right of abode in Britain. 

The pro-democracy leaders decided to 
participate in the two seemingly contradic- 
tory campaigns because they wanted to re- 
spond to the disparate demands of the 
people, who identified strongly with 
Chinese people on the mainland, but also 
wanted an escape route should things go 
wrong here. There was also the realisation 
that even famous Chinese dissidents, such 
as astrophysicist Fang Lizhi, journalist Liu 
Binyan and intellectual Yan Jiaqi, had 
sought the protection of foreign govern- 
ments. w 
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OUTRAGE 


Burmoao's struggle for democracy 
by Bertil Lintner 


In March of 1988, 14 months before the recent struggle for 
democracy in China, there began in Burma a nationwide move- 
ment for greater freedom, a better way of life and the removal of 
its oppressive marxist government. 











As with the more recent demonstrations in China, Burma's too 
was begun by students and grew to include the general public: 
and as it did in China, the Burmese movement ended in 
bloodshed and slaughter of the people. 


In OUTRAGE, Bertil Lintner captures the very essence and 
spirit of the Burmese fight for democracy. As you read his de- 
tailed, chronological report of events as they occurred, you will 
share the exhilaration, anxiety and eventually the terror experi- 
enced by the Burmese people. 


Outrage is compelling reading for anyone with an interest in 
Asia and in the grassroots movement of Asians towards more 
democratic forms of government. 
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BURMA 


Political tension rises as street protests return 


Gathering storm 





By Rodney Tasker in Bangkok 


olitical tension is mounting again in 
P Burma, with anti-government pro- 

testers returning to the streets of Ran- 
goon despite a strong army presence as op- 
position leader Aung San Suu Kyi becomes 
bolder in her crusade for democracy. The 
situation is potentially dangerous as the sol- 
diers, like their counterparts in Peking, have 
shown little compunction about shooting to 
kill. 

After a lull of nine months since a mili- 
tary junta under Gen. Saw Maung assumed 
power, the army opened fire on a crowd in a 
Rangoon suburb on 21 June, killing one man 
and wounding another. The crowd, esti- 
mated to number as many as 3,000 people, 
had turned out to join Suu Kyi in com- 
memorating the first anniversary of what is 
generally regarded as the start of the stu- 
dent-led campaign to demand an end to 26 
years of authoritarian rule. Diplomats esti- 
mate that more than 1,000 people were kill- 
ed during that period as troops fired on 
demonstrators. 

The 21 June incident took place in the 
Rangoon township of San Chaung, where a 
year earlier an angry mob beheaded six 
policemen after several children had been 
shot dead by security forces. Eye witnesses 
say that as the crowd gathered near an office 
of Suu Kyi's National League for Democracy 
(NLD) party, army vehicles full of troops 
roared up and down the road to intimidate 
them — with one officer shouting "animals, 
get back" through a loud-hailer. Under mar- 
tial-law regulations, groups of five or more 
people are banned from gathering in the 
open, with a similar restriction on more than 
50 people meeting indoors. 

When Suu Kyi and fellow NLD leader re- 
tired general Tin Oo appeared at the party 
office and began making speeches in front of 
the crowd, the troops withdrew. But later, 
when Suu Kyi and others placed wreaths at 
a nearby traffic circle to commemorate the 
deaths of those killed by troops last year, a 
soldier reportedly pointed a gun at her as 
she sat in her car, saying: “If you run away, 
I'll shoot vou." 

There was then the sound of gunfire 
from the direction where the crowd had 
gathered earlier. According to the official 
version, a man was shot as the crowd 
threatened to attack soldiers. The man was a 
36-year-old worker and reportedly a mem- 
ber of the ruling National Unity Party. A 45- 
year-old mechanic was also wounded in the 
shooting. 








In the subsequent melee, Suu Kyi was 
briefly detained by police who, she later told 
reporters, treated her courteously. Suu Kyi 
may well find herself in similar situations 
during the coming months, as several an- 
niversaries of massacres in Rangoon at the 
hands of the army crop up. The 44-vear-old 
Oxford University graduate and daughter of 
Aung San, Burma's assassinated first leader 
after independence from the British in 1948, 
is now firmly established as the main oppo- 
sition leader to the military regime. 

Her NLD appears to be a well-organised 
party, comprising 10 smaller party compo- 
nents. Constantly on the move in both Ran- 
goon and the rest of the country, she is al- 
ways greeted by crowds of well-wishers an- 
xious to hear her deftly delivered speeches 
urging a return to democracy, and criticising 
the authoritarian laws under which the 
military have ruled the country since 1962. 
Like Prime Minister Benazir Bhutto of Pakis- 
tan, she was a leading light in the Oxford 


Suu Kyi: compelling orator. 


Union in England and has considerable 
oratorical powers, rarely reading from 
notes. 

Those who clamour to hear her appear to 
have been alerted well in advance by the 
NLD. In a country where electronic equip- 
ment tends to be antiquated and ill-function- 
ing, Suu Kyi's loudspeakers always seem to 
work well, and crowds are provided with re- 
freshments. 

Strangelv, the military make themselves 
scarce during Suu Kyi's rural trips. How- 
ever, in Rangoon troops normally attempt to 
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seal her off from any crowds trying to get 
near her. She seems to be the main draw for 
those wanting to show their resentment 
against the government. A crowd of several 
hundred gathered in Rangoon on 23 June 
when she was expected to appear, but when 
it was learned she would not be coming, the 
people quietly left under the watchful gaze 
of troops. 

What may be now exercising the military 
authorities, to the extent that they have 
again opened fire on Suu Kyi's supporters, 
is that until mid-June nearly all of her rallies 
were held indoors. She is now campaigning 
openly, while being careful not to make this 
an election campaign. The military junta has 
announced that a general election will be 
held by May 1990, but campaigning will 
only be allowed in the three-month run-up 
period. There are currently more than 220 
political parties registered, but the NLD is the 
only one taken seriously by foreign 
lomats. 

The government has begun to carry out 
its own propaganda campaign against Suu 
Kyi, labelling her as a "red" and telling jour- 
nalists that she is only a troublemaker trying 
to sabotage the state. In official statements, 
her campaign has been likened to methods 
used by the outlawed Communist Party of 
Burma. 

Suu Kyi's reply is that she and her party 
are anti-communist: "What this campaign is 
all about is a fight against socialism," she 
told reporters recently, in a reference to the 
socialist system still maintained by a military 
junta. Nevertheless, some of her senior 
party colleagues are known to be former 
campaigners for the communist cause. 

One significant reason why the govern- 
ment may now be anxious to defuse Suu 
Kyi's campaign is that she has recently 
targeted Ne Win in her speeches. Ne Win is 
the strongman who has ruled Burma since 
1962 and, though he formally droppe | 
his official party and government posiuca «5 
in 1988, is still widely seen as the dominant 
power in the country. Suu Kyi in her 
speeches refers to the ageing leader merely 
as "ex-general Ne Win." 

Given the new, more polarised nature of 
the Suu Kyi vs Ne Win political struggle, 
some diplomats are growing increasingly 
concerned about her personal safety. Ac- 
cording to those foreign observers who have 
followed Suu Kyi around recently, she is not 
accompanied by bodyguards. In fact, she 
normally keeps herself away from her party 
colleagues while travelling and addressing 
supporters. 

At least one concerned foreign govern- 
ment is thought to be considering express- 
ing more interest in Suu Kyi's situation, as a 
way of helping to ensure her personal 
safety. But the military leaders in Burma, 
like those in China, have shown that they 
pay scant regard to international concern 
about the way in which they intend to retain 
power. is 
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On the ramp, the Citation III. 

And arriving eventually, our worthy 
if rather tardy competitor, the BAe800. 

Both are fine aircraft. And if you're 
in the market for a midsize business jet, 
these are the two you'll probably wind up 
comparing. 

The makers of the BAe800 would prefer 
to limit that comparison to only a couple of 
as. But the only meaningful comparison, 
believe, is one that tells the entire story: 


The Citation IIl is faster. Much faster. 

It climbs to altitude faster, reaches cruise 
speed faster, then stays miles ahead of the 
BAe800. Saving you time on every trip. 

If your average trip length is 1100 km, 
and you fly the Citation 500 hours per year, 
you'd have to spend at least 29 extra hours 
in the 800 to fly the same distance. 


The Citation III flies higher. 

Cruising at 14,300 m, it's more than a 
mile above the BAe800. And almost 
everything else — including most weather. 
It's certified to fly as high as 15,545 m. 
The Citation IIl is more efficient. 

The Citation III uses less fuel. Period. 

On a typical 1100 km mission, the 
BAe800 burns about 300 Ibs. more fuel. 
But arrives five minutes later. 

On a 3200 km trip, the gap is even more 
dramatic. The BAe800 consumes half a ton 
more fuel than the Citation III — and still 
lags behind. 





AS SOON AS THE BAe800 ARRIVES, 
WE'LL BEGIN OUR COMPARISON. 


The Citation IIl is more advanced. 


The Citation III began as a totally new 
design, not a rehash of an old one. It is a far 
more advanced aircraft. Certified to the 
same rigorous standards as the Boeing 767. 


The Citation III is more comfortable. 


Our new cabin interior offers even 
greater comfort than before. More head and 
shoulder room in a new custom-tailored seat. 
It's quieter than the BAe800's cabin. And 
our cabin altitude is much lower, too. 

Much of the BAe800's "larger" cabin is 
devoted to baggage — while the Citation's 
heated, external compartment easily 
accommodates two station wagon loads 
of baggage. 

[n actual living space, the two aircraft 
are virtually the same. But the Citation has 
much more usable space. The 800 is 10 cm 
wider, but the Citation's seating area is one 
meter longer. Another clear Citation 
advantage. 


The BAe800 has a little more range. But... 

The range of the Citation III is 4260 km. 
More than enough to handle 989 of the trips 
business jets ever take. 

The range of the BAe800 is4815km. 
Generally enough to fly nonstop New York 
to Los Angeles. But there's a catch. 

In order to fly that far, the 800 is forced 
to cruise even slower than normal. At a speed 
60 knots behind the Citation III. 

Say the Citation III and the BAe800 











begin that New York-to-L.A. trip at the same 
time, against strong headwinds. Remarkably, 
the Citation can make a leisurely stop 
midway, and still land in L.A. first. 

Both aircraft routinely fly the return trip 
nonstop. And of course, the Citation gets to 
New York sooner. 


The Citation III costs less. 

Comparably equipped, the BAe800 costs 
over US$1,000,000 more. Annual operating 
costs are also substantially higher. 

So in any comparison of the Citation III 
and the BAe800, there's actually very little 
contest. The Citation delivers greater speed, 
greater efficiency, greater comfort, at 
more advanced technology — all for a lot 
less money. 

And Cessna backs it up with the world’s 
only company-owned service center network. 

That's why more businesses fly Citation 
[Ils than any other model of midsize 
business jet. 

For more information, contact Gordon 
C. Vieth, Cessna Aircraft Company, 
P.O. Box 7706, Wichita, KS 67277 
Tel: (316) 946-6056. 

Fax: (316) 946-6640. 
Telex: 6875048. 


CITATION Ill 


ISA. 


Cessna 
a General Dynamics 
company 


May we help you? 
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DEREK DAVIES 


Traveller’s Tales 


Chinese authoritarianism. The 
realists, Chinese included, were 
| less horrified than most at the bloodshed. 
They did not make the mistake of believing 
Deng Xiaoping’s vaunted liberalism and 
pragmatism extended to the political 
sphere, and recognised an old Long 
Marcher, military commissar and Maoist 
polemicist for what he was — a Marxist 
ready to sacrifice any scapegoat on the altar 
of his own survival, ready only to accept 
economic reforms. 
_ The note of authority is to be found in a 
variety of contexts in China, whether 
ing universal truth for one of its dog- 
mas or the efficacy of one of its medical prac- 
tices. John McCullough spotted an example 
of this “plonking” style in some literature 
put out by the China National Travel and 
Tourism Administration in Wuhan. Nor- 
mally the misprint changes "public" to 
“pubic,” but the repeated reversal of this 
helps to make the article memorable for its 
bathos: 
Saliva Swallowing Exercises 

Saliva is a kind of fluid secretion from 
the hypoglossal gland, chin gland and 
parotid gland. Ancient Chinese who want 
to keep in good health called it jade spring, 
jade pond water, god water, gold liquid, 
jade wine, water of heavenly lake or celes- 
tial water. In Chinese medical terms, it is 
called body fluid. If you swallow your 
saliva as food according to a certain 
method, the pratice is called saliva swal- 
lowing-exercises. 

n traditional Chinese medicine, body 
nwd has the function of moistening five 
solid viscera (heart, liver, spleen, lung and 
kidney) and six hollow viscera (gall blad- 
der, stomach, small intestine, large intes- 
tine, bladder and three portions of the body 
cavities) and to strengthen bones and mus- 
cles. It is an important constituent part of 
the body. Some people say that it is the sign 
of life. 

In Huang Ti Nei Ching (The Yellow Em- 
perors Classics of Internal Medicine), a 
classic book of medicine, compiled and 
written over 2,000 years ago, mentions in 
the first part of the book the saliva-swal- 
lowing exercises. 

The exercises have been developed and 
perfected and widely welcomed by people 
thereafter. 

Some of the methods in practising 
saliva-swallowing exercises are as follows: 

1. Rollyourtongue round the inside of 
your mouth 36 times to stimulate the saliva 
glands then swallow the saliva in three 


nough has been written on other 
I | pages of the current cycle of 
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stages into your dantian (the public region 
— seat of prostate and ovary, region for 
forming internal pill of immortality or 
diaphragm) region. 

2. Sit or lie down, fixing your attention 
on ridding your mind of all thoughts, regu- 
late your breathing, lick your upper palate 
with your tongue until your mouth is filled 
with saliva and then swallow it into your 
public region in three stages. 

3. Sit upright in the evening, regulate 
your breathing, think of nothing but your 
public region, chatter your teeth, then stop 
breathing, guide your energy with your 
mind and swallow the saliva into your pu- 
blic region. 

These exercises are easy and should not 
be restricted by environment and condi- 
tions. It will not only keep yourself in good 
health but also treat your defficiency of yin 
(insufficiency of body fluid). 


The marketing of undergarments in the 
region produces prose (like that promoting 
aphrodisiacs which I had some fun with a 
couple of weeks ago) which varies from the 
coy to the brutally coarse. One make of male 
underpants which is marketed fairly widely 
throughout the region (but where they are 
made, the packet does not reveal) is called 
uncompromisingly Sword: 





And the label contains a possible mis- 
print: 


e Extra comfort 
More abeorbent 

e Extra strength 
Longer weer 

© Meat-resistant elestic 


I am not sure whether the manufacturers 
meant to claim that the article was heat-resis- 
tant. 


A Korean product, the Health-Brief, leaves 
no doubt as to its claims: 

1. This is an epoch-making product for 
men-wear, and its patent has been applied 
to more than 130 nations worldwidely. 
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2. Unlike conventional products, as it is 
made by a special structure, it eliminates 
the nasty smell and unpleasant feeling of 
lower part of men's body, and further pre- 
vents skin diseases, such as eczema and 
moist scrotum, thereby giving pleasant 
feeling while wearing it. 

3. It makes you more energetic and vig- 
orous mascline by keeping the temperature 
constantly at outer area of genitalia. 

4. Since the highest quality of raw 
materials are used to be designed for this 
product, so as to meet to modernic senses, it 
will more ennoble you as a men. 

A more romantic note is struck by an In- 
dian firm Bhilwara which manufactures un- 
derpants (which it chooses to call wearun- 
ders) under licence from France: 





A—— 00 


OW FEEL THE THRILL OF PARIS 
DOWN YOUR OWN SPINE. 


According to the advertisement copy the 
product appeals to many different types of 

e. 

For the man who plays many roles, here 
come the very best wearunders via the 
grand fashion avenue of Paris, Champs 
Elysees (Pronounced as Shawnze Lyzey) 
manufactured with French technique. And 
they'll reach out to the best part of your 
body. 

Only our wearunders recognize the 
many roles a man plays. And there's a 
model for each of them. The macho male, 
the business man, the romantic. Not every 
man can separate these roles. But re- 
member, every woman can. 

Now there's one thing less you'll bring 
back from abroad. 





But all the advertisements for ap- 
hrodisiacs and underpants fail to achieve the 
erotic effect of a stamp from Indonesia. This 
features a flower 
which luxuriates in 
the botanical name 
of = Amarphophallus 
lilanum Becc (which I 
would guess means 
one of the lily family, 
discovered possibly 
by a Dutch flower- 
buff, which looks 
everlastingly phallic). 
Thus nature outdoes 
the pornographers. m 
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As a top-ranking l'uropean bank firmly established 


among the world’s leaders, BNP offers you the power and 
efficiency of its worldwide network. 

With offices in 74 countries. BNP monitors major world 
markets 24 hours a day, gathering and analysing up-to-the- 
minute data in the service of its clients. 

With a specialized international teleprocessing net- 
work and one of Europe's most advanced trading rooms. 
BNP provides optimal solutions based on fast reactions and 
market knowledge. For financing major projects, esta- 


blishing export credits or for access to the 


money markets, BNP enables you to 
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commercial opportunities. 
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EDUCATION 1 


Quantity not quality characterises Philippine education 


On the down grade 


By Rigoberto Tiglao and Margaret 
Scott in Manila 
sk a Filipino to name his nation's 
strengths, and talk of education is 
bound to follow. Here are some 
examples: "Our economy may be a 
mess and yes we had a terrible dictator for 20 
years, but we are an educated people," says 
a lawyer. "Nobody in the region comes close 
ta "s when it comes to education," says a 
cer. "Just look at how many college 
luates we have," says a student. 

This is true and it is quite remarkable 
how many Filipinos are in school. From kin- 
dergarten to universities, the Philippines 
has the most extensive education system in 
Southeast Asia. Enrolment ratios exceed 
international standards: practically 100% 
in the elementary level and 65% in second- 
ary. Estimates made in 1980 show that 
83.5% of Filipinos above 15 years of age are 
literate. 

It is at the level of higher education, 
though, that the figures are astounding: 
26% of college-age Filipinos are enrolled, a 
portion that is even higher than the 21% 
average for developed countries. The bene- 
fits, to hear Philippine boosters tell it, are 
many. First, what better asset for a develop- 
ing country than a well-educated populace 
able to participate politically and economi- 
cally in the growth of the nation. And look- 
"^ beyond the borders of the archipelago, 

at better selling point for foreign invest- 
ment and trade than an intelligent and 
cheap labour force. 

Indeed, as boom times come to South- 
east Asia and each country busily promotes 
its particular assets, the Philippines’ boast is 
its well-educated citizenry. Listen to Ber- 
nardo Villegas, a noted Manila economist: 
“Not only are labour costs lower in the 
Philippines. More importantly, the labour 
force is relatively well-educated: enrolment 
in higher education is comparable to the 
level in the advanced countries in Europe.” 

But this educational advantage is largely 
an illusion. For all the success in creating col- 
leges and universities — many would claim 
a success based on an admirable egalitarian 
impulse — the benefits of Philippine educa- 
tion have been seriously eroded. This is 
especially true at the tertiary level because of 
the following factors: 
> The education system is suffering from 
a crippling lack of financing, one of the 
worst legacies of the regime of former presi- 
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dent Ferdinand Marcos. Particularly after 
the hard times arrived in 1983, Marcos took 
to sapping the education budget to fill in the 
gaps elsewhere. (For example, the year Mar- 
cos was ousted, education's share of the GNP 
had fallen to just 1.6%. Since then it inched 
back to 2.4% in 1988, but that is still low com- 
pared with 3.7% in East Asia and 5.5% in 
most developed countries.) 

> The damage inflicted during the Marcos 
years has left a deep scar on standards of 
teaching and the performance of students. 
From kindergartens to universities, every 
index of students’ skills show a dramatic de- 
cline. There is now a generation of students 
entering college with practically a sixth- 
grade intellectual level, according to a recent 





University students: illusion of equality. 


study done by the Department of Educa- 
tion, Culture and Sports (DECS). The survey 
showed that those graduating from second- 
ary school — after 10 years in the Philippine 
system — had reached an education level 
equivalent to only seven years of schooling. 

And a science achievement test given in 
several countries in 1983 showed 14-year- 
old Filipinos scoring the lowest, compared 
with students from Singapore, Thailand, 
South Korea and Hongkong. Test scores 
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among college graduates also have fallen: 
from 1978-82, for instance, 40% of those who 
took the bar exam passed. But from 1983- 
87, only 22% passed. 

> There was a time when the University of 
the Philippines (UP), the country's premier 
university, was a hallowed model around 
Southeast Asia. However, from the calibre 
of its faculty to the quality of its research, 
UP's standing has deteriorated, says Fran- 
cisco Nemenzo, a regent of the university 
and a political science professor. "Forget 
about Singapore, they are way ahead of us. 
Malaysia too. In Thailand, even Indonesia, 
the quality of education in their best univer- 
sities is ahead of UP. I would say this is true 
of all subjects, but certainly in the sciences." 
P The biggest illusion, though, is the 
egalitarian promise of education in the 
Philippines. The Philippines ranks with 
West Germany and France in the number of 
its young who go to university, and sup- 
posedly have a ticket on the grand escalator 
of social mobility and opportunity. But the 
fact is that there are two distinct tiers of 
higher education in the Philippines: there 
are the academically acclaimed, élite schools 
of UP (the only élite school that is public), - 
Ateneo de Manila and De La Salle; then 
there are the rest, exemplified by the 
cramped, crowded strip in Manila known as 
University Belt which is lined with 25 
schools. Most of these are nothing more 
than glorified high schools. 

Because of this two-tier system, higher 
education "reflects the high degree of socio- 
economic stratification in [Philippine] so- 
ciety at large," to borrow the bureaucratic 
but blunt words of a December 1988 study 
by the World Bank. 

"While this non-egalitarian pattern is 
found in many countries," the study em- 
phasised, "it is particularly inequitable in the 
Philippines where disparities in institutional 
spending are so great, access to the top-qual- 
ity universities are so limited, and income 
disparities are among the largest in the 
world." 

What the government should do about 
the dramatically declining standards and the 
lack of equity in higher education is one of 
the most difficult challenges facing the 
Aquino administration. Since 1986 when 
President Corazon Aquino assumed power, 
expectations and demands on the education 
system from often competing quarters have 
soared 
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million graduates a year — with rising ex- 
pectations, but confronted with an economy 
that cannot absorb them, they could easily 
become the stuff of a social time bomb. This 
prospect has been defused temporarily be- 
cause they have taken jobs as hotel clerks in 
the Middle East and as maids in Hongkong 
and Singapore. 

Access to quality education is one of the 
more popular slogans intoned by students 
and politicians these days. The new con- 
stitution adopted in 1987 has buttressed the 
claim by enshrining “the rights of all citizens 
to quality education at all levels.” Although 
the government does not have the funds to 
deliver on this promise even at the primary 
and secondary levels, a powerful and vocal 
lobby group has emerged demanding that 
the government subsidise students who at- 
tend private colleges and universities. 
Sparked by threats of student demonstra- 
tions, congress recently passed a P679 mil- 
lion (US$31.36 million) subsidy scheme for 
those who entered eligible private colleges 
this year. 

Aquino has made it clear she intends to 
be remembered for her mark on education. 
There is much talk of reform, but the pros- 


funding alloted to higher education. They 
claim too much goes to the military (9.2% of 
the 1989 budget) or for debt-servicing (36%). 

On the other side, however, there is 
much evidence that increasing government 
investment in education is not a solution. In 
a study of poverty in the Philippines, the 
World Bank concluded: “Raising invest- 
ment in education across the board is not de- 
sirable from an equity nor an efficiency per- 
spective. The relevant issue is the nature of 
the gap between the educational resources 
at the disposal of the poor, and the rest of 
the population.” And in the study on educa- 
tion, the bank’s conclusion was: “The basic 
challenge in Philippine higher education is: 
how can access and quality be improved 
without spending more pubic funds?” 

All these contending views are modern 
renditions of a debate that began at the birth 
of the Philippine education system created 
by the Americans. Then, the question was: 
should education nurture Americanised 
Filipinos who would dutifully serve the col- 
onial system, or should education nurture a 
new breed of Filipinos? For a brief period in 
the early 1900s, for example, one US ad- 
ministrator envisioned cultivating an edu- 
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pects are bleak, mostly because there is no 
consensus on what should be done. For in- 
stance, Aquino has endorsed the subsidy 
scheme which marks the first time public 
funds have gone to subsidising the private 
university sector, while there are enormous 
funding needs at the primary and secondary 
levels. On top of this, it is to the education 
system, and again at the university level, 
that many have turned to promote a shift 
from English to the Filipino national lan- 
guage as the medium of instruction. 

Victor M. Ordonez, the DECS undersec- 
retary in charge of higher education, says 
"the basic philosophy of what higher educa- 
tion is supposed to do is not clear. There has 
been a commercialisation of higher educa- 
tion. There is an unwritten value or premise 
in every family that their children should get 
a college education. As long as higher edu- 
cation is looked at as the desideratum, then 
there will be too much pressure." 

On one side, militant groups such as th 
League of Filipino Students and the Associa- 
tion of Concerned Teachers demand that 
the overall budget for education should be 
drastically increased (10.995 of the 1989 
budget), particularly the amount of public 
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cated class that would batter the ramparts of 
a static social structure which had been 
modelled after Spanish cacique society. His 
vision was abandoned and the Americanisa- 
tion of the Philippines began, from the 
Baldwin Reader to the mandatory use of Eng- 
lish in the classroom. 

Now, a century later, contending visions 
of the purpose of Philippine education 
linger. Instead of being the great leveller, 
education has become one of the country's 
major mechanisms, efficiently and subtly, 
for perpetuating one of the most inequitable 
social structures in the region. 


t the heart of this paradox is a pecul- 

A iar system which made higher edu- 

cation mostly a private affair. Now, 

84.7% of college-level pupils are in 

private schools. There are 800 tertiary in- 

stitutions, 627 of which are private and 

fewer than 10 are élite schools. Except for the 

élite private universities, the growth of the 

private colleges is a textbook case of supply 
meeting demand. 

The bulk of the private sector, particu- 

larly University Belt, was created in the 

1950s when the Philippine economy 
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boomed and the buzzword was import-sub- 
stitution industrialisation, a scheme which 
included creating home-grown employees. 
These schools form the backbone of the sec- 
ond-tier of low-quality tertiary education. 
The second tier also includes the network of 
78 state colleges and universities, most of 
which are sub-standard, political pork bar- 
rels created by Marcos. 

For decades, this two-tier structure has 
been quite functional, but it has also re- 
flected and perpetuated the Philippine so- 
cial structure. The good schools, including 
UP, are inhabited by the wealthy. The lower 
classes make their way along University Belt 
and the private schools that have sprung up 
throughout the islands. The poor, according 
to Ordonez, rarely enter either tier of higher 
education. Ateneo and De La Salle charge 
about P8,000 per semester; average fees 
along University Belt range from P700-2,400 
a semester. - 

“We do not have the cruel barrie 
higher education that, say, Singapore uwes. 
In their system there is no room for late 
bloomers and the number of people allowed 
into the university is pathetically small. Our 
problem is most of the schools aren't really 
university calibre,” says Brother Andrew 
Gonzalez, president of De La Salle. “But the 
redeeming feature is that it is not tax money 
that is being used for these institutions that 
are handing out diplomas. 

"Would I prefer Thailand or Indonesia or 
Singapore's system? No, I would still prefer 
the Philippine system. Within this laissez 
faire approach you can still meet the needs 
of the people better, and it is probably easier 
to take what we've got and improve it," 
Gonzalez says. 

The schools of University Belt are scat- 
tered amid the movie houses, fastfood joints 
and discount clothing stores along Claro M. 
Recto Avenue between Quiapo and the 
Mendiola Bridge. These schools exploit ` 
or even created, the market for college 
grees that blossomed in the 1950s. They 
were lucrative enterprises fed by ever more 
pupils who could afford to go to college. A 
dan of fabulously wealthy families emerged 
from the fortunes made in private colleges: 
the Reyes family of Far Eastern University; 
the Benitezes of Philippine Women's Uni- 
versity; the Dalupans of the University of 
the East (UE). Far Eastern University, for in- 
stance, has been among the country's list of 
the largest 1,000 corporations. 

These private schools goa long way to ex- 
plaining the Philippines’ extraordinary 26% 
enrolment ratio. Unregulated for years, they 
sold low-quality education at a price cheap 
enough to keep attracting pupils. Partly to 
keep the fees down so more students could 
afford to attend and partly to keep profits 
up, these schools focused on undergradu- 
ates and courses that required little capital 
investment such as business, education and 
law. Since the 1960s, the whole set-up has 
taken a momentum of its own. Now, busi- 
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Our geologists have been engaged in uranium exploration 
throughout the world for over 40 years. Their most recent disco- 
very is the rich Cigar Lake ore body in Canada. 
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ium concentrate. 
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demonstrates the quality of our teams, especially in the opera- 
tions, process development, and engineering sectors. And they 
have been working on laser enrichment from the very beginning. 

Our broad nuclear fuel experience led us to invest in large 
nuclear fuel fabrication and assembly plants. In fact, we are 
already building facilities for the fabrication of recycled fuels. 

Our La Hague plant has reprocessed its 2,000 th tonne of 
spent fuel in 1987. This achievement proves our expertise in com- 
mercial reprocessing. 

For us, professionalism is the key toa reliable and profitable 
nuclear industry, and a prerequisite for ensuring the good perfor- 
mance of our customers reactors. 

This professionalism is present in every step of the fuel 
cycle, both in products and services we provide. We apply this 
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benefit from economies of scale, the only way to guarantee lower 
power generating costs. Today and tomorrow. 
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ness firms demand college degrees, and 
even positions such as security guards or 
sales clerks require a college degree as a 
handy way of filtering out applicants. 

Then, in 1973, Marcos imposed a 1576 
ceiling on increases in tuition fees for the pri- 
vate schools. It was a move intended to 
blunt a raging student movement in the 
early 1970s that was in part mobilised to at- 
tack the "commercialisation" of higher edu- 
cation. But this limit on fee increases only 
served further to erode the quality of the pri- 
vate schools. They responded in a business- 
like way: they scrimped on expenses. Lib- 
raries became non-existent, schools became 
teaching factories, with instructors paid by 
the hour. 

Teachers suffered the most, especially 
when inflation took off in 1983 and the 15% 
ceiling meant the private schools could not 
meet their costs, much less increase wages. 
By 1989, a full-time University Belt teacher 
was earning about P2,500 a month, below 
the poverty threshold. Since teachers are 
paid by the hour most flout the limit of 24 
hours a week, instead teaching 
30 hours and holding down a 
part-time job as well. Some 
teachers sell insurance or trin- 
kets to their students to earn 
extra cash, says Sotero Lopez, 
the dean of Philippine School of 
Business Administration. 

Dismal pay drummed 
many good teachers out of the 
profession, leaving behind a 
poorly trained faculty at most of 
the private schools. Despite the 
education department's re- 
quirement that college faculty 
have at least a master's degree, 
the World Bank study found 
that 71% of the total only have a 
bachelor's degree, and only 4% 
have doctorates. Most ot those with 
doctorates teach at UP, Ateneo or De La 
Salle. 


he UE, for instance, which had been 
| | lihe largest and reportedly one of 

the most profitable colleges, racked 

up losses after 1983 and an ac- 
cumulated deficit of P62 million. The story 
of UE is a typical tale of riches to rags along 
University Belt. UE went from 68,000 stu- 
dents in 1975 (with 30,000 studying com- 
merce) to its current enrolment of 27,700 stu- 
dents, partially to cut back on expenses. It 
also has turned its streetfront property into a 
commercial strip to earn money. 

Isidro D. Carino, president of the UE 
board, says that even if the 15% cap is lifted 
and the fees for private schools are de-regu- 
lated, fees along University Belt will not 
soar. There is an informal cartel among the 
colleges to keep fees in the same range as a 
way of preventing cut-throat competition. 
For 1988 there was a 12.5% increase, raising 
tuition fees to about P2,400 a year. 


On the third floor of the UE's business 
school, Efrain Francis G. Encanto was teach- 
ing a finance class one morning recently. He 
used to teach only at night until he lost his 
full-time accounting job in 1984. Now he 
teaches 30 hours a week and also holds 
down three part-time jobs as the accountant 
for small businesses. "The university is neg- 
lecting the teachers so the teachers are neg- 
lecting the students. And all this is happen- 
ing while the English comprehension of stu- 
dents is falling off," said Encanto. 

But University Belt and other private col- 
leges serve a purpose. Among the be- 
neficiaries are other countries. Since 1977, 
the number of Filipinos working abroad has 
soared from about 70,000 to the present 
490,000. Regardless of the problems in the 
private schools, Filipino graduates are still 
preferred to Thais or Pakistanis by Gulf 
countries. US hospitals gobble up nurses 
and medical technology graduates, and the 
Filipina maid has become a household fix- 
ture from Hongkong to Frankfurt. 

Perhaps the least apparent but most im- 
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portant service rendered by University Belt 
is as a pressure point on the upper echelon 
schools to keep their academic standards 
high, especially in such fields as agriculture, 
business, economics and engineering. For 
instance, UP's Los Banos campus is consi- 
dered one of the best agricultural research 
institutes in the region. By offering cheap 
education, University Belt shields the better 
schools from the demand, theoretically leav- 
ing them to pursue excellence. 

However, these high-quality institutions 
also are suffering. At UP, the most severe 
problem is finding and keeping good 
teachers. While UP pays its professors at 
least double what teachers earn along Uni- 
versity Belt, professors in the sciences, busi- 
ness and economics find it more attractive to 
teach abroad or work in private industry. 
"In the liberal arts, the problem is the most 
serious. The good professors are either re- 
tired or retiring and younger ones aren't as 
good. We get the second-raters and third- 
raters," says Gemino H. Abad, vice-presi- 
dent for academic affairs. In an effort to keep 
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teachers, the university allows professors to 
take part-time jobs. 

Still, turnover of professors continues to 
plague the university. In the past five years, 
between 70 and 80 researchers or professors 
holding doctorates have left Los Banos. 
Since 1981, the economics department has 
lost six professors with doctorates. "It cost 
US$15,000 a year to create a PhD. So when 
you lose a PhD, you bleed," says Felipe M. 
Medalla, vice-president for planning and fi- 
nance. 


espite evidence of some decline, 

the quality of education at UP, An- 

teneo and De La Salle and their 

ability to maintain "a stream of ex- 
cellence" as Anteneo's president Fr Joaquin 
Bernas puts it, is a strength of the education 
system. When the nation's economy ex- 
pands, it will hardly be at a loss to find skill- 
ed manpower. 

The trouble is that it is virtually im} 
ble to get into these excellent schools u 3 
you are part of the élite. From kindergarten, 
the educational structure func- 
tions as a series of sieves that 
seems to let through only the 
rich. The starts at the 
primary level: out of every 100 
children entering the first 
grade, only 63 complete pri- 
mary, and studies show that it 
is the poor students who drop 
out. Since the cost of keeping a 
child in school rises at the 
secondary level, more of the 63 
drop out, until only 40 of the 
original 100 finish high school. 

College is the most formida- 
ble obstacle for social mobility 
through education since it is a 
mostly private affair. At one of 
the cheapest schools at Univer- 
sity Belt, even with the most conserv ` : 
estimate it would still costa student P8, | 
year for tuition fees, lodging and books. 
Since there are so many private colleges that 
are relatively cheap, only tiny scholarship 
schemes have been created. And in 1973, 
another unintended barrier to higher educa- 
tion for the poor was introduced with the re- 
quirement that all college applicants pass the 
National College Entrance Examination 
(NCEE). Studies of the NCEE show that those 
who attended private secondary schools 
score higher. 

The student composition of UP illustrates 
how this series of sieves works. It is the 
country's premier institution and its stu- 
dents are heavily subsidised with govern- 
ment funding: in 1988, the average student 
paid P1,400 a year in fees but the university 
spends at least P10,400 for each student a 
year. Last year, a UP mathematics professor, 
Romeo Manlapaz, attempted to describe the 
socio-economic background of students at 
UP’s main campus of Diliman. He concluded 
that a majority of the students come from 
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families in the upper-income brackets and 
that only 4% of the student are from low-in- 
come families. 

But this year, UP has implemented a 
socialised tuition programme, the only 
major reform that has been carried out in 
education since Aquino came to power. For 
the first time, upper-income students pay 
P8,000 a year, an amount which is closer to 
the real cost of education, while others pay a 
smaller amount depending on their income. 
Students in the lowest income brackets 
enjoy a full subsidy and some will be given 
living stipends. For students in other univer- 


sities, scholarships remain minuscule; the 
education department has been able to win 
congressional approval for a P150 million 
fund for this academic year. No one places 
much hope in the UP's socialised tuition ex- 
periment serving as a model for other uni- 
versities. 

Ordonez says an agenda for reform 
exists: more funds for the primary and 
secondary levels; de-regulation of fees for 
the private colleges tied to a stricter accredi- 
tation system, and a major scholarship pro- 
gramme not based on merit but on income. 
However, Ordonez is pessimistic that this 
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English vs Filipino in the language debate 


Confusion of tongues 


here is a telling scene in a Filipino film 

popular after World War II. The set- 

ting is a swank dinner club. The 
young bandleader, wearing a zoot suit and 
his hair slicked back, loses his cool after the 
pretty singer messes up her lines one too 
many times. He struts over to the piano to 
complain. She pleads to be allowed to sing 
in her own language. "Sing in English. 
You're in Manila now,” he gruffly answers. 

When the Americans joined the club of 
colonial powers in 1889, and president 
McKinley got down on bended knee to ask 
God's help in civilising the natives of the 
Philippines, they brought with them Eng- 
lish, American English, to get the job done. 
By the time the Americans left, English was 
as deeply entrenched as the military bases. 
Especially among the upper classes, those 
with nicknames like Johnny, Joey and Cory, 
English had become not just the langauge of 
dinner clubs and films but the language of 
power, the language of money, of ideas, of 
culture, of the educated. 

"Now we are in the midst of a nationalist 
binge," says Frankie Sionil José, one of the 
Philippines’ best novelists, who writes in 
English. "Language is one of the easiest 
ways to prove your nationalist credentials. It 
is expressed in Tagalog nationalism." One 
of the most striking signs of this new-fang- 
led nationalism, which has taken on a fren- 
zied tone since 1986, has been the growing 
insistence that English be ditched as the lan- 
guage of higher education and replaced by 
Filipino or Pilipino — described by some as a 
rapidly evolving Tagalog enhanced by 
words from other Filipino languages, but 
described by others as Tagalog called by 
another name to allay regional animosities. 

The University of the Philippines (UP), 
home to a core of intellectuals dubbed the 
language nationalists, has become the stand- 
ard-bearer in this crusade. In May, the uni- 
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versity's board of regents formally endorsed 
Filipino, or Tagalog, as the medium of in- 
struction and approved a voluntary plan for 
switching classes from English to Tagalog 
within five years. For the language 
nationalists, this is a long overdue victory. 
They argue that the switch is pedagogically 
sound since students will prosper academi- 
cally by learning in their mother tongue. The 
university, they say, has an obligation to 
lead the way since the only way to intellec- 
tualise Filipino is to use it in a university set- 
ting. 

"We must put English in its proper place, 
as a second language," says Bienvenido 
Lumbara, one of the prime movers in the 
Filipino language movement, what could be 
called the Filipino First movement. "There 
has been an illusion that since English puts 
someone in touch with a fund of knowledge 
in the rest of the world, Filipinos are bound 
to benefit. But there has only been a tiny, 
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agenda will ever be followed. "You can im- 
agine what will happen if we push these re- 
forms. Elementary and high school students 
in the rural areas don't usually hold rallies in 
Manila — the college kids do. It is the upper- 
and middle-income class that would be the 
first hit by an equity programme, and you 
know how powerful they can be." 

When compared with, say, the in- 
surgency, land reform or the sovereign 
debt, problems in education may seem 
slighter, quieter. However, of all the illu- 
sionary aspects of Philippine education, that 
may be the biggest illusion of all. " 


tiny segment that is the beneficiary of Eng- 
lish.” 

And up president José V. Abueva says: 
“It has to be done. We used to deceive our- 
selves that we are ahead of our neighbours 
because we speak English. But now we have 
fallen behind. English is not an advanti 
At heart, though, the UP's language p 
has been fashioned by political and cultural 
rather than practical concerns. It rests on the 
axiom that English stunts the growth of 
nationalism, and a big dose of nationalism is 
what the Philippines needs. 

Ever since the Philippines 1935 Com- 
monwealth Constitution, which called for 
the development of a national language 
"based on one of the existing native lan- 
guages," the Filipino First movement has 
been set against those advocating bilin- 
gualism and who have said that the promo- 
tion of a national language must not be at the 
expense of English. The only difference in 
the intervening decades has been the 
swelling of the ranks of the Filipino First 
school, especially since 1986. 

For the bilingualists, a group which in- 
cludes José, the Filipino First school seems 
an anomaly in this age of internationalism. 
Why throw away the asset of speaking "~~ 
lish, they ask. And what about those 
speak Cebuano or Illocano or one of the 
other languages of the archipelago? And 
how can a higher education system already 
burdened with so many demands and not 
enough money ever achieve this langauge 
shift without further deterioration of qual- 
ity? 

T It is no accident that Filipino First is the 
rallying cry of nationalists, for language has 
everything to do with what Filipinos call the 
Fil-American relationship. One of the sour 
residues of modern colonialism has been a 
lingering resentment and a confused sense 
of inferiority among the former colonial sub- 
jects. V. S. Naipaul calls it a colonial rage, a 
rage against the humiliation of subservi- 
ence. Language is the vehicle for voicing this 
resentment — usually in English — but it 
also has been turned into the vehicle for re- 
lease from resentment, a means of curing 
the confusion. For those who saw col- 
onialism as an attack on their traditions and 
their language, the revival of one's own 
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THE FUTURE ..... Well be there! 


IMAGINATION AND INGENUITY — 
FREE TO SOAR 


We're not just a steel company any more. 

NIPPON STEEL is taking off in new directions 

to meet the needs of a changing world. 
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and the wealth of experience we have 
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traditional language is the way to heal the 
wound of colonialism. In this, the Philip- 
pines is not alone. 

It is a burden with no easy solution, no 
definite answer, particularly when it comes 
to choosing the language in which a coun- 
try's children should be educated. In- 
donesia, Malaysia, Singapore, the Philip- 
pines and Hongkong have grappled with 
this question. In Malaysia, for instance, the 
government decided in the 1970s to switch 
to Bahasa Malaysia in stages, and in 1982 the 
first generation of students taught entirely in 
Bahasa Malaysia entered university. The 
switch has been pronounced successful in 
that virtually all young Malaysians are fluent 
in Bahasa Malaysia. At the same time, the 
number of young people fluent in English 
has dwindled. 


ingapore took another route and 
S pushed English in its schools, claim- 

ing its future relied on its ability to at- 
tract international business. But there are 
many who argue that Singapore has suf- 
fered by creating a generation who have a 
questionable mastery of English. Singlish 
and young Singaporeans who cannot speak 
their parents’ language has been the result, 
say critics of the language policy. 

This language dilemma hounds educa- 
tion in the Philippines. Beyond the 
nationalist arguments, the fact is that a gen- 
eration is coming of age unable to function 
in English, even after six years of studying 
the language in school. Although a bilingual 
education policy has been the law of the 
land since 1974, studies show that the 
English skills of students have fallen 
dramatically except in the élite, private 
schools. Even college teachers have taken 
to conducting classes in a hybrid form of 
Taglish. 

At the same time, a Tagalog-based lan- 
guage is spreading throughout the ar- 
chipelago, the language of comics, films and 
television. More and more, it is Tagalog that 
is becoming the lingua franca of the nation. 
In February, Anteneo de Manila University 
surveyed language usage throughout the 
country and discovered that only 1% of the 
population speaks English at home, with 
37% speaking Tagalog, 23% speaking 
Cebuano and the rest speaking one of 
another 10 dialect groups. The survey also 
found that 92% of Filipinos said they under- 
stood Tagalog, 51% English and 41% said 
they understood Cebuano. If English con- 
tinues as the langauge of higher education, 
of opportunity and social mobility, more 
and more Filipinos will be left out. Language 
is becoming the measure of the widening 
gap between the haves and have-nots. 

However, switching to Tagalog in educa- 
tion, especially at the university level, has its 
costs. For a while, students will be stuck in 
limbo between two languages as their facil- 
ity in English further erodes, while the ac- 
coutrements of literacy — literature and 


textbooks and a tradition of intellectual dis- 
course — will not have developed in 
Tagalog. There is also a danger of provin- 
cialism, of universities and intellectuals cut 
off from their counterparts in other countries 
because of language. Such isolation can turn 
those in the university into footsoldiers in 
the campaign for creating a national iden- 
tity. 

Brother Andrew Gonzalez, president of 
De La Salle University and a linguist, says 
the Philippines has taken way too long to 
address this dilemma. For Gonzalez, the 
ideal solution is bilingualism, but he says it 
has never been implemented in a way 
which would ensure success. In 1974, Gon- 
zalez calculated that a bilingual policy would 
require an invesment over a 10-year period 
of P1 billion (US$46.1 million at current 
rates). "It is a question of priorities. People 
are still not convinced that they should give 
up on English. Loyalty to English is still ex- 
tremely strong and it is still seen as a means 
to social mobility. Let's face it, all the mate- 
rial rewards are still offered to those who 
speak in English. As long as that is the case, 
English will remain." 

However, the language nationalists and 
some linguistic experts argue that bilingual 
education does not work. Much more suc- 
cessful, they say, is an education system in 
which students are taught in their mother 
tongue, and then English is introduced as a 
second language. 

"We can never excel in English. Our liter- 
ature in English will always be inferior. We 
will always be judged by the standards of 
another country and we will be inferior," 
says Franciso Nemenzo, a UP regent and Po- 


litical Science professor and a strong advo- 
cate of the Tagalog-language policy. For 
Nemenzo and the other advocates, the dif- 
ficulties of switching — lack of Tagalog 
textbooks and lack of a Tagalog vocabulary 
in various fields such as philosophy and the 
sciences, to name a few — will never be tack- 
led unless universities act as a catalyst for the 
intellectualisation of Tagalog. 

Their demand for Tagalog in higher edu- 
cation also is a demand, they say, to remove 
proficiency in English as the ticket to suc- 
cess. "Language was the measure of status 
and everyone aspired to be more American 
than Americans," says Doreen Fernandez, 
who now teaches at Anteneo. Members of 
the Filipino First school insist that such aspi- 
rations keep higher edcuation out of kilter 
with the rest of Philippine society. 

But there are many with lingering doubts 
over whether the switch to Tagalog is desira- 
ble. Gemino H. Abad, vice-president for 
academic affairs at UP, for example, 

“the idea of teaching in Filipino in five y 
— for me, it is a joke, but for others it is a 
dream. I just don't think it is realistic." 

And Fr Joaquin Bernas, president of An- 
teneo, says UP’s language policy poses the 
"choice between internationalism and a nar- 
row nationalism. The world is bigger than 
the Philippines." 

“Is it right that whether you are a 
nationalist depends on what langauge you 
speak?" asks Bernas. "Languge is not every- 
thing. We need to have people who speak 
Tagalog so that they will be at ease with their 
brethren. But does that mean they have to 
be cut off from the rest of the world?" 

m Margaret Scott 





EDUCATION 3 


Girls turn to prostitution to pay college fees 


Students for sale 


n the small dance floor at 
() Broadstreet's, a second-floor disco 

down the block from the entrance to 
the University of the East (UE), teenage girls 
in jeans and high-topped sneakers popular 
in Manila are trying out the latest step. Yet 
this is hardly a scene of bobby-sox inno- 
cence. Broadstreet is a pick-up joint for stu- 
dents moonlighting as prostitutes. 

Along with the 25 private colleges and 
fast food joints and bookstores that make up 
the area known as University Belt, there also 
are a number of bars and discos where stu- 
dents sell their bodies to pay for their school 
fees and expenses. Unlike the Ermita area 
where the busy periods are when a foreign 
naval ship docks in Manila Bay, there are 
two regular peak seasons for the flesh trade 
in University Belt. The first has occurred in 
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the past several weeks, coinciding with the 
enrolment period for the start of the 
academic year on 13 June. The other peak 
season occurs during final examinations, 
when the colleges require students to settle 
the last instalment of their fees before they 
are allowed to take their exams. 

Broadstreet and the other pick-up joints 
along University Belt offer a somewhat 
seedy glimpse of the importance placed on 
education in the Philippines. The opening of 
school is always a major news story, and this 
year all of the Manila's newspapers printed 
headlines announcing that 15.6 million stu- 
dents — out of a population of 60 million — 
started a new academic year on 13 June. In 
movies, in radio, in television soap operas 
and even in literature, tales abound of par- 
ents selling their plots of land or their 


6 JULY 1989 





carabaos to ensure that their 
children go to school. Bar girls 
and prostitutes often justify their 
trade by saying they are putting 
themselves or their siblings through 
college. 

Places like Broadstreet have their 
own sub-culture quite different from 
Ermita's honky-tonk bars. There is 
no aggressive selling here, no heavily 
made-up women in miniskirts. A 
young man who says he is a student 
and a pimp explains how the prosti- 
tutes work. The custom is to ask 
the waitress in  Broadstreet if 
any of the girls around need mat- 
rikula, Tagalog for the matricula- 
tion fee. The waitress would size up 
the potential customers, the young man 
says, making sure that they are not police- 
men. 


Yhen the pimp says he would ap- 
proach the customers. He says the 
i young women he works with are his 

friends and he relies solely on the tips he 

gets from their customers. He says that his 
friends are quite ambitious women who 
want to be professionals. He leaves and 
comes back with three women. 

Myrna, 19, explains that she is saving up 
to pay her fees for UE, where she is studying 
commerce. She is the youngest of a family of 
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University Belt: seedy sub-culture. 


nine, and is proud to be on her own and 
paying her own way through college. She 
charges P400 (US$18.4) and hastens to em- 
phasise that she requires the use of a con- 
dom. She says that they never go out with 
foreigners for fear of contracting AIDS. 

Her best friend Cecile, 18, is doing a two- 
year computer programming course at 
Datapro, explaining that she decided on 
computer school since she did not pass the 
government college entrance exams. Any- 
way, she says, it is easier to get work over- 
seas as a computer programmer. Jenny, 19, 
is a second-year college student at Philip- 
pine College of Criminology. No, she says, 
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she is not planning to be a policewo- 
man. She'll be a lawyer. The three 
girls eagerly show their school ID 
cards to prove that they are students 
and not like the full-time prostitutes 
(“drug-addicts and stowaways,” 
they say) who also frequent the area 
and pass themselves off as students. 

Except with their regular custom- 
ers, the part-time prostitutes refuse 
to go anywhere but the sex hotels 
within University Belt. They are call- 
ed inns or lodges and there are about 
12 in the area. 

There is a surreal ambience in 
the Wise Lodgers’ Inn next to 
Broadstreet. An inconspicuous en- 
trance sandwiched between a school- 
supplies store and a café leads to a narrow 
stairway that leads up to a vast floor of hotel 
rooms. This was formerly a student dormit- 
ory, reportedly bought by the Anito chain of 
motels, which converted it into a motel cat- 
ering to student demand. 

There is even a student rate here: P115 
for what is termed in Manila as the “wash- 
out” or short-time rate for three hours. This 
is cheap compared to the P300 charged in 
other sex motels in the city. Beer, however, 
is not served here; the place is within the 
500-m radius of a school so under the law al- 
coholic beverages cannot be served, a hotel 
employee explains. m Rigoberto Tiglao 
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A MULTITUDE OF VIEWS 


M At Hotel Victoria in Hong Kong we 
pride ourselves on a multitude of 
breathtaking views. 

From our commanding position at the 
west side of the Central business 
district we look out over Hong Kong 
from all sides. Magnificent harbour 
views are the order of the day and 
evening in three quarters of our 540 
rooms and suites. 

Our outlook on relaxation is equally 
pleasing. In fact, our more energetic 
guests will have the choice of a 
swimming pool, tennis courts, and a 
sauna and fitness centre. 

Executives will also enjoy the 
exclusive privileges of Dynasty Club 
floor. Plus a variety of fine restaurants 
and lounges. 

At Hotel Victoria one way or another 
you'll always find a view 

toward something special. 


VICTORIA 


HONG K ONG 
Managed by New World Hotels International 


Shun Tok Centre, Connaught Road, Central, Hong Kong. Tel: 5-407228 Telex: 86608 HTLVT HX Fax: 5-8583398 Reservations: Hotel Victoria, Utell International Worldwide 


Innovation 


OF SURPRISE Tanks. Trucks. 

e Supplies. The 
Lockheed C-130 Hercules airlifter carries 
them all. Equally important, it delivers 
them even when there's no place or no 
time to land. 

The C-130's Low Altitude Parachute 
Extraction System (LAPES) puts pallet- 
mounted cargo down with pinpoint pre- 
cision. Its powerful turboprop engines 
combine outstanding fuel efficiency with 


the low-speed responsiveness required 
for the LAPES mission. The aircraft's 
exceptional carrying capacity lets you 
move forces quickly throughout your 
theater of operations. 

When yourre trying to catch the enemy 
off guard, count on the versatile C-130 
Hercules airlifter. Its abilities have been 
surprising the world for years. 


Lockheed 


Aeronautical Systems Company 


Giving shape to imagination. 
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Korean heritage and inheritor 





Cultural Nationalism in Colonial Korea, 
1920-25 by Michael Robinson. University of 
Washington Press, Seattle. US$25. 

Kim Il Sung: The North Korean Leader 
by Dae-Sook Suh. Columbia University Press, 
New York. LIS$52. 

It is sometimes difficult to recall that the 
two Koreas, alive and kicking today, grew to 
maturity during a period in which, as a dis- 
tinct culture, theirs seemed slowly but in- 
exorably headed for extinction. Of course, 
Korea escaped the fate of what Japan was 
pleased to call "assimilation to the met- 
ropolitan culture," but at a fearful cost, 

35 years of such policies dislocated 

traumatised the society, and deprived 
it of effective political and intellectual 
leadership in the immediate post-war 
period. The immense and multi-faceted vio- 
lence and bloodshed of the years 1945-53 can 
be traced to the lack of a ready answer 
to a central question: who was to inherit 
Korea? 

No one did find, and no one could possi- 
bly have found, a way out of Korea's pre- 
1945 dilemma; this was, simply, that the 
path to modernisation lay through Japan, 
and Japan was bent on Korea's extinction. 
Michael Robinson's book deals with some of 
the most significant people to grapple with 
this no-win situation — those active in the 
brief period of relative intellectual freedom 
allowed by the Japanese Government-Gen- 
eral following the March First Uprising. 
This was the period to which one can date 
the founding of modern Korean literature, 
modern Korean journalism, and modern 

an historical research, and Robinson's 
is tne first full-length account in English of 
their brief flourishing. 

The book is relatively short, and for the 
most part couched in very general terms. It 
is a cultural history of the who-thought- 
what variety, and as such has both the virtue 
of a useful introductory text and the vice of 
making its subjects seem far more issue- 
oriented than they in fact were. 

Robinson takes as polarities the "mod- 
erate" and "radical" schools of cultural 
nationalism. He highlights how fragmented 
and divided the nationalist movement be- 
came, despite the clear threat of Japanese 
“assimilationism,” and suggests that it 
was general élitism, vagueness and naiveté 
on the part of the moderates, as well as 
their preparedness to accept the official 
limits of cultural activity, that prevented 
them from acquiring any mass political 
following. 

Robinson's treatment of the radicals, and 
especially their criticisms of the moderates, 
is a more thoroughly considered part of the 
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book, and a somewhat more friendly one 
too, leading to a conclusion without much in 
the way of supporting evidence that the rad- 
icals and socialists did not share with the 
moderates the handicaps mentioned above, 
but instead "were stymied by efficient Ja- 
panese repression and lack of cooperation 
by moderate nationalists." The notion that 
radical and socialist Korean nationalists pos- 
sessed a political potential and legitimacy 
not shared by the moderate nationalists 
seems to be an intuitively attractive one 
these days, but Robinson's treatment of it 
here is simply too general to allow argument 
either way. 

Robinson's book is also useful back- 
ground for Dae-Sook Suh's work on Kim Il 
Sung. Suh gathers together a good deal 
of material already published, lightly 
dusts it with material that has only seen the 
light of day comparatively recently, and pre- 
sents the first credible, not to say readable, 
full-length account of the career of Kim Il 
Sung. 

To call the work a biography, however, is 
stretching things a little. Although in his 
preface Suh defines his work as a study of 
Kim's life and politics, there is very little 
about the former and a great deal of what is 
of only marginal importance on the latter. It 
is very much an orthodox account of the po- 
litical history of North Korea, notable chiefly 
for some unusual but unsupported points of 
view, such as that which attributes the late 


1960s military adventurism exemplified by 
the seizure of the USS Pueblo (a US Navy 
surveillance ship) to Kim's inability to con- 
trol gung-ho ex-partisan comrades. 

The first 33 years of Kim's life are com- 
pressed into 54 pages and deal almost exclu- 
sively with dates and developments relating 
to his guerilla career. One can understand 
and applaud Suh's reluctance to engage in 
speculation upon a period about which little 
is known, but Kim's early life was shaped by 
social, cultural anc political forces that are 
well documented, and the book suffers from 
the absence of reference to these dimen- 
sions. 

So those seeking Kim Il Sung the man in 
these pages are likely to be disappointed. 
Devoted to what Kim has done, rather than 
what he is, the book is almost entirely one- 
dimensional. And insights are few and far 
between as we follow Kim over well-worn 
ground, from meeting to meeting, plenum 
to plenum, congress to congress and purge 
to purge. Rarely if ever do we see Kim 
through other people's eyes. It is rather like 
watching hours and hours of official news- 
reel footage. 

Put together, the two books read some- 
what sadly. Of the pre-1945 period, they tell 
of a story of frustration and failure, for as 
Suh dolefully notes, there was not even a 
token Korean contingent in either the Soviet 
or US forces as they occupied Korea in 1945. 
For the post-1945 period, Suh's book tells of 
pyrrhic victory and continuing monumental 
folly as a man kept ignorant and made mor- 
ally callous by a harsh 15-year guerilla cam- 
paign continues to try to rule a modern na- 
tion as he once did a Manchurian guerilla 
encampment. m Adrian Buzo 





Box-office wallah 





Raj Kapoor: The Fabulous Showman by 
Bunny Reuben. National Film Development 
Corp., Bombay. Rs 350 (US$21.60). 

Raj Kapoor's Films: Harmony of 
Discourses by Vimal Dissanayake and Malti 
Sahai. Vikas Publishing House, New Delhi. 

Rs 225 (US$14). 


Described by Bunny Reuben as the “be- 
loved of the common man, darling of the 
underdog, idol of the downtrodden and the 
have-nots,” Raj Kapoor was a box-office 
phenomenon in India’s Hindi cinema. Start- 
ing with Aag in 1948 and ending with Ram 
Teri Ganga Maili in 1985, he directed 18 films 
and acted in nearly 70. He drew audiences 
to the cinema with a mesmeric power, pur- 
veying popular entertainment that offered 
audiences an escape from unpleasant real- 
ity. When he died on 2 June 1988, millions 
mourned him. 

The two books under review approach 
Kapoor's life and films from two different 
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angles. Reuben's glossy tome claims to be 
"an intimate biography." It is profusely illus- 
trated and introduced by Zubin Mehta, the 
famous Indian-born conductor. The over- 
sized volume is like a film itself, with even 
an "interval" half way through its 400-odd 
pages. Kapoor's famously torrid love affairs 
are dealt with in enormous detail, as is his 
obsession with female nudity and his pen- 
chant for big breasts, an asset possessed by 
all his leading ladies, with the notable excep- — 
tion of Vyjayanthimala, currently a member 
of the Indian parliament. 

The collaborative effort by Vimal Dis- 
sanayake and Malti Sahai, on the other 
hand, discusses Kapoor's films in terms of 
story, direction, music, spectacle and emo- 
tions. It is a thoroughly researched work, 
showing Kapoor's films to be compounded 
of “Indian and Western humour, realism 
and fantasy, narration and spectacle, tradi- 
tion and modernity, glamour and glitter.” 

m K. Kunhikrishnan 


BUSINESS AFFAIRS 





Indonesia s Bakrie and Brothers to list holding company 


COMPANIES 


Stepping out in public 


By Jonathan Friedland in Jakarta 


or the first time, a major pribumi- 

owned and run Indonesian busi- 

ness group is to offer shares to the 

public. Manufacturing and agribus- 
iness conglomerate Bakrie and Brothers will 
soon float 1576 of its equity in an effort to 
raise Rps 25 billion (US$14.2 million) to pay 
down debt and lay the groundwork for fu- 
ture diversification. 

Bakrie will also be the first among the 
current batch of Indonesian companies 
going public to list a holding company en- 
compassing the majority of its assets, in con- 
trast with the more cautious, piecemeal ap- 
proach being taken by the major Chinese- 
owned business groups like Astra Interna- 


The new Bakrie empire 
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tional which are also starting to share 
equity. 

The flotation of Bakrie at the peak of 
Jakarta's efforts to boost local equity markets 
is characteristic of a firm which has made it 
profitable practice to move in close step with 
the development policies of the Indonesian 
Government. 

Over the past five decades, Bakrie has 
managed to transcend its roots as a one-man 
commodities trading shop in south Sumatra 
to become a group of at least 18 major 
operating companies employing 12,000 
workers, manufacturing steel pipes and 
computer components, digging for coal and 


1. United Sumatra 


gold, and overseeing vast rubber and copra 
plantations. 

The listing of most of the group’s steel 
fabrication operations and its key trading 
arm, will be accompanied by the formation 
of a new company, Bakrie Nusantara. This 
privately held firm will hold an initial 85% 
indirect stake in the public entity and will 
maintain ownership of the group’s other op- 
erations. 

Together, according to Bakrie president 
Aburizal Bakrie, the two parallel companies 
will tally Rps 190 billion in sales in 1989, with 
the publicly listed arm showing an esti- 
mated pre-tax profit of Rps 5 billion. 

While the new issue of stock should 
bring Bakrie’s gearing down from 4:1 to a 
more palatable 1:1, the public listing entails 
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some risk for the 47-year-old firm. It will 
open up to scrutiny a business strategy 
which appears to be largely based on affirm- 
ative action in support of pribumi (indi- 
genous Indonesians) businesses by a gov- 
ernment much aware of the concentration of 
capital in Chinese hands. 

Further, as a prologue to planned diver- 
sification into banking, chemical processing 
and food manufacturing, it will show how 
adept Bakrie's second-generation managers 
are at running their businesses, not just at 
seizing opportunities made available as a re- 
sult of ethnicity and political connections. 

The Bakrie family members involved 
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in running the company, Aburizal and 
two younger brothers in charge of agricul- 
ture and finance, appear to be aware of the 
need to strengthen management. They 
have hired Tanri Abeng, the well-respected 
chief executive of brewer Multi Bintang, as a 
hands-on director for their newly listed com- 
pany. The Bakrie family, says Aburizal, will 
confine itself to a policymaking role. “Day- 
to-day responsibilities will be left to the pro- 
fessionals," he said. 

There is little question that the listing 
planned 2.85 million of Bakrie shares will be 
a success. Not only is there intense local and 
foreign demand for any new Indonesian 
scrip, but Bakrie appears also to have a 
promising story to tell, as shown in unverifi- 
able figures made available to the REVIEW. 

As a result of its role as a subcontractor 
providing steel pipe for a US$300 million, 
500-km petroleum products pipeline being 
built by the government from Cilacap in cen- 
tral Java to Bandung and Yogyakarta, Bakrie 
sees revenues increasing from a post-split 
1989 figure of Rps 120 billion to Rps 
170 billion in 1990, and 10% a year there- 
after. 


rofits will increase accordingly. 
Bakrie estimates pre-tax earnings, a 
modest Rps 5 billion in 1989, are set 
to increase to Rps 24.7 billion in 
1990 before settling back to Rps 16.7 billion 
in 1991 and Rps 21.6 billion in 1992. 

While these figures offer an enticen 
for potential shareholders, they also under- 
line Bakrie's apparent dependence on politi- 
cal favour, a recurrent theme in the business 
development of this and many other In- 
donesian conglomerates, including Indone- 
sian Chinese-owned groups. 

The firm's late founder Achmed Bakrie 
started out as a Lampung-based trader in 
coffee, tea, rubber and pepper for the 
domestic market in the early 1940s. His for- 
tunes rose during the Sukarno govern- 
ment's Benteng programme which reserved 
certain categories of goods for indigenous 
importers and made provisions for credit to 
be available through Bank Negara Indonesia 
to those eligible to participate. Before the 
abolition of Benteng in 1957, Bakrie was one 
of a small group that comprised mainly 
Chinese Sumatran businessmen to use the 
scheme to establish a durable trading base 
from which to diversify. 

His break came in 1957 when the 
Sukarno government nationalised all Dutch 
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companies in Indonesia and 
Bakrie was able to buy, at a 
good price, the Indonesian 
operations of wire maker 
Kawat. Using a ready supply 
of funds from state banks, 
Bakrie moved into making 
steel pipes, car parts, guard 
rails and a variety of steel- 
based products for the oil in- 
dustry. Steel manufacturing 
and trading by seven com- 
panies accounted for 50% of 
Bakrie's revenues prior to the 
restructuring. 

Bakries ascendency to 
the dominant provider of 
steel pipes in a country still 
mostly dependent on petroleum income 
came about largely because of the patron- 
age of state oil company Pertamina. Having 
* ved the purges that accompanied 
‘ rnos downfall in 1965, Bakrie senior 
developed strong ties with then Pertamina 
chief Ibnu Sutowo, including part owner- 
ship of a Sutowo company that held the 
sole agency licence for the import of Gen- 
eral Motors cars. While other business- 
men with links to Sutowo saw their for- 
tunes dim when Pertamina was plung- 
ed into financial crisis in 1975, Bakrie's 
future as one of the few important pribumi 
entrepreneurs had already long been 
secured. 

Bakrie's more recent diversification into 
agriculture and computer systems can also 
be traced to government encouragement. 
The group's move into plantations came 
with the decision in 1986 by the US tyre 
manufacturer Uniroyal to sell its Indonesian 
plantations. Bankers in Jakarta say that Bak- 
rie was able to secure favourable terms from 
state banks to make the purchase of the 
?1 000 ha property and a factory making 

soles for export, beating less well-con- 
nected competitors. Plantation operations 
accounted for 35% of revenues before the 
split and are the most profitable of group ac- 
tivities. 

Bakrie’s two electronics affiliates, which 
Aburizal Bakrie admits have not been strong 
performers, have benefited from contracts 
to computerise toll-roads built by companies 
identified with Indonesia's first family. Fur- 
ther, Bakrie director of finance Nirwan Bak- 
rie is close to Bambang Trihatmodjo, the 
president's second son and head of rapidly 
growing conglomerate Bimantara. Nirwan 
has helped to organise the activities of 
Bimantara’s Hongkong-based subsidiary 
Permindo Oil Trading, which markets a 
10,000 barrels-a-day allocation of Per- 
tamina's output. 

A Bakrie official said that while "private 
individuals" supply management assistance 
to Permindo, Bakrie has "no organisational 
relationship" with Bimantara. Aburizal, 
who took over the company upon his 
father's death in 1988 and who has a high 
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Aburizal Bakrie: aware. 


political profile in Golkar (In- 
donesia' s ruling functional 
group), denies that Bakrie's 
success is based on patron- 
age. "We have diversified 
well over time and we have 
never been tied to any one 
faction," he said. 

According to Bakrie, the 
new issue and a plan to sub- 
sequently float an additional 
15% of equity next year will 
lay the financial ground work 
for future group expansion 
into chemicals and food 
manufacture, areas recently 
opened up by government 
deregulation policies. 

Plans are also well advanced to open in 
December a Bakrie Nusantara-owned com- 
mercial bank to be called Bank Nusa Interna- 
tional. Forays have also recently been made 
into mining: on 30 March, Bakrie paid US$8 
million for a 20% stake in Arutmin, a com- 
pany majority owned by a subsidiary of 
Australia's Broken Hill Proprietary, which 
runs a coal mine in Kalimantan producing 
1 million tonnes a year. Bakrie has also 
started a gold mining venture in the same 


area that hopes to produce 200 kg of ore a 
year. 

While some of the Bakrie Nusantara en- 
tities may eventually be listed, Aburizal said 
that he is being careful to inject only profita- 
ble companies into the group's public vehi- 
cles. Two steel fabrication firms, Kawat and 
Pertamina joint venture Seamless Pipe In- 
donesia, are being kept in Bakrie Nusantara, 
he said, until their performance improves. 
So too will the group's electronics firms. "If 
you are selling something, you want to sell it 
at the highest market value," Aburizal said. 
“If we were to put these companies into Bak- 
rie and Brothers, it would reduce its overall 
value." 

Bankers in Jakarta say they look some- 
what askance at Bakrie's accelerating diver- 
sification, questioning how well the group 
will be able to manage the simultaneous de- 
velopment of many new types of business. 
"The general feeling is that their manage- 
ment is already stretched pretty thin," said 
one senior foreign banker. Bakrie said that 
besides hiring more qualified local managers 
to spearhead the diversification push, he 
will look to American and Japanese partners 
eager to take advantage of Indonesia's de- 
regulation policies. » 





MARKETS 


Taiwan to allow foreign brokers to open branches 


A bite of the cherry 


By Jonathan Moore in Taipei 
aiwan is to allow foreign securities 
firms to set up branches here in its 
latest effort to open its markets and 

encourage capital outflow. But the first big 

opening to foreign companies will be a cau- 
tious one, with only three foreign securities 
firms allowed branches initially. 

Cash-rich Taiwan, with US$75 billion 
in foreign reserves earned mainly from its 
success as an exporting nation, has been a 
magnet for foreign investment companies 
and securities firms seeking to profit by 
helping local residents invest their money 
offshore. 

But for the past two years they have 
been frustrated, watching from the sidelines 
as Taipei's stockmarket soared ahead. They 
will now get a small chance to take part in a 
market which had a capitalisation of NT$6 
trillion (US$231.2 billion) at the end of 
May. The average transaction on the Taipei 
exchange is nearly US$11,500, and daily 
market turnover regularly tops NT$100 bil- 
lion. 

The liberalisation is aimed at opening 
more investment channels for Taiwan in- 
vestors, bringing foreign expertise and tech- 
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nical skill to the local market and encourag- 
ing some of Taiwan's huge domestic savings 
pool to move overseas. 

Taiwan's stockmarket has been on an ex- 
tended bull run, fuelled by an excess money 
supply and heavy involvement of unsophis- 
ticated investors who play the bourse by 
chasing market rumours. The foreign influ- 
ence, it is hoped, will help educate invest- 
ors. 

To qualify under the rules announced by 
the Securities and Exchange Commission 
(SEC) on 21 June, foreign firms must have 
US$2 billion in paid-in capital, and US$20 
billion in assets. They must also be members 
of the New York, London or Tokyo stock ex- 
changes. Applications close on 31 October. 
The SEC will allow other companies in later, 
after assessing the first phase. 

Most of the technical details, such as the 
foreign-exchange procedure and settlement 
of transactions, have not been disclosed. 
The SEC said an earlier plan to create a sys- 
tem for Taiwan depository receipts has been 
dropped uu 
With such high capital requirements, the 
SEC aims to ensure that only major firms will 
apply. Such firms, with presumed higher 
ethical standards, are more acceptable to 
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regulators who are wary of letting inexperi- 
enced local firms undertake a complicated 
new field of business, particularly since 
some local brokerages are of dubious ethical 
standing. 

Since Taiwan's central bank liberalised 
foreign-exchange rules in July 1987, Taiwan 
residents can remit up to US$5 million over- 
seas. But direct selling of foreign securities or 
mutual funds has not been allowed in 
Taiwan and foreign securities firms with of- 
fices in Taipei are only permitted to provide 
investment consultation and do market re- 
search. Selling of fund units must be done 
Overseas. 

From early this year, Taiwan's four local 
securities investment trust companies have 
run overseas funds for local investors. These 
funds have been the first chance Taiwan in- 
vestors have had to pay over-the-counter in 
local currency for an overseas-based invest- 
ment. The new foreign securities firms' of- 
fices in Taiwan will also take the NT dollar, 
but will offer individual stocks instead of 


funds. 


hile the purchase of foreign stocks 
W bonds will be made much 

easier, Taiwan investors may not 
immediately flock to buy. The NT dollar 
may appreciate further, unsettling invest- 
ors’ plans to invest in US dollars. And as 
long as huge, short-term gains can be made 
in the local market, many Taiwan investors 
are likely to give a wide berth to little-under- 
stood foreign stocks. 

The rules outlined by the SEC will allow 
the new foreign branches to sell local sec- 
urities too. Foreign firms which are unfamil- 
iar to local investors are not likely to steal a 
large part of the local market from the 121 
local brokerages, but many Taiwan broker- 
ages may be miffed that the foreign firms 
will be able to provide more services than 
they can. "We understand their reasoning, 
but we don't appreciate it," said an analyst 
at a local brokerage. 

Early business for foreign brokers setting 
up branch offices here will probably come 
from institutional investors such as life in- 
surance companies and some more sophisti- 
cated, wealthy individuals. In the long term, 
business for the new branches is likely to be 
lucrative, especially as investors become 
more familiar with the foreign firms. But for 
now, said Tsai King-yong of King's Interna- 
tional Securities Co., "local investors are not 
very interested in buying foreign stocks." 

Because of the strict capital require- 
ments, only the biggest foreign securities 
companies are likely to qualify. Candidates 
would include the Big Four Japanese com- 
panies — Noruma, Daiwa, Nikko and 
Yamaichi — and several large US firms. 
However, most British firms may not meet 
the capital requirements, and the Japanese 
Finance Ministry's political squeamishness 
over allowing financial firms to do business 
in Taiwan may deter Japanese companies. m 


BORROWING 


IMF and World Bank prepare to return to Vietnam 


Rewards of retreat 


By Nayan Chanda in Washington 
s the day (30 September) approaches 


when the last Vietnamese soldier 

leaves Cambodia — an event that 
should end the virtual economic quarantine 
of Hanoi — international financial institu- 
tions are getting ready to bring Vietnam 
back into the fold. 

The Review has learned that the IMF 
is to open a resident mission in Hanoi 
in the autumn to lay the groundwork for 
helping Vietnam in tiding over its balance- 
of-payments deficit. A French-speaking offi- 
cial from Mauritius has been selected as the 
first resident representative. The World 
Bank, the fund's sister organisation, will 
also send a mission to Vietnam in late Au- 
gust — the first since 1979 — to assess the 
country's economic needs. A revival of bank 


Waiting for the investors. 


and fund operations in Vietnam is crucial 
if foreign investors are to be attracted to 
Vietnam. 

Although Vietnam's ability to borrow 
from the IMF has, technically, been frozen 
because of Hanoi's failure to pay its arrears, 
the refusal of the member states to help Viet- 
nam independently has more to do with 
Vietnam's occupation of Cambodia. How- 
ever, since the middle of last year Hanoi's 
pledge to get out of Cambodia — backed up 
by a partial pullout — and its willingness to 
adopt tough financial measures to discipline 
the runaway economy have created a new 
situation. For example, an inter-governmen- 
tal group led by France and including Japan, 
Sweden and the Netherlands has been 
formed to help Hanoi repay its debts. 

The most appropriate source of conces- 
sionary financing would probably be the In- 
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ternational Development Association (IDA) 
— the soft loan window of the World Bank. 
Vietnam has one of the lowest per capita in- 
comes in the world, and thus appears an 
eminently suitable candidate for IDA soft 
loans, But bank lending is “in abeyance” be- 
cause of the Cambodian situation. Vietnam- 
ese troops will probably have left Cambodia 
by October, when the deputy directors of 
IDA meet in Tokyo to discuss the IDA's ninth 
replenishment. Sources say that if a Cambo- 
dian settlement has been reached by the end 
of the year, Hanoi could well benefit | 

IDA loans starting from July 1990. 

World Bank president Barber Conable 
has told foreign officials that the forthcom- 
ing disbursement of IDA will include coun- 
tries such as Burma and Vietnam which 
have hitherto been excluded. However, 
Vietnam must first regularise its relations 
with the IMF before it can get IDA loans. 

In February, Vietnam submitted to the 
IMF's proposals on clearing its arrears. Fund 
sources say negotiations have been com- 
pleted for France to provide a bridge loan for 
Vietnam to pay off arrears of some US$130 
million. A new IMF loan would be used in 
part to repay the French. In March Hanoi 
took a first step by paying SDR 6.9 million 
(US$8.48 million). 

Addressing a fund meeting in Washing- 
ton in March, Vietnamese representative Le 
Minh Chau pointed out that "in line with 
[IMF] Executive Board's decision of 7 De- 
cember 1988, Vietnam has recently adopted 
a new package of economic policy n 
sures.” These measures included further uc- 
valuation of the dong and unification of a 
dozen or so exchange rates. From the official 
rate of Dong 900 to the dollar, the dong has 
been devalued to the free market rate of 
Dong 4,500. This unified exchange rate will 
“henceforth be adjusted flexibly in line with 
inflation rate developments," he promised. 

Other reforms undertaken by Vietnam 
include the abolition of export-import sub- 
sidies, the abolition of subsidies on a 
number of essential consumer goods, and 
an increase in interest rates in order to en- 
courage saving. Chau promised that Viet- 
nam would adopt a one-year fund-moni- 
tored programme designed to encourage 
growth, financial stability, and balance-of- 
payments viability. 

Fund officials told the REVIEW that they 
have been impressed by Vietnam’s efforts in 
applying macro-economic policies to rein in 
spiralling inflation and a burgeoning budget 
deficit. They also said that after initial hesi- 
tance, the Vietnamese provided the April 
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mission with basic data about its budget — 
the most reliable data to date. Another fund 
mission is due in Vietnam in July to assess 
Vietnamese performance during what 
amounts to à probationary period called the 
"fund monitored programme." 

While IMF sources seem confident that 
Vietnam will be able to obtain an Extended 
Structural Adjustment Facility funds 
from which will go towards meeting ba- 
lance-of-payments deficits — many remain 
sceptical about Hanoi's ability to change 
from a subsidy-based centralised economy 
to a free trading system without price con- 
trols. Basic ignorance of free-market 
mechanisms, shortage of technically compe- 
tent officials, and resistance by cadres 
with vested interests, are seen as major 
hurdles. 

One prerequisite to renewed World 
Bank lending is a joint World Bank~iMt 

y framework paper outlining Viet- 
___..$ economic programme. World Bank 


economists have prepared for this study by 
discreetly visiting Vietnam as part of United 
Nations Development Programme apprai- 
sal teams and IMF missions. Currently a 
World Bank economist — a specialist on 
small enterprises (a likely area of World 
Bank support) — is stationed in Hanoi on 
secondment to the UN mission. 


Fg he first offical World Bank mission 
will arrive in Vietnam in late August. 
“It is premature to talk of lending,” a 
bank official dealing with Vietnam told the 
Review. “That will have to wait till there is 
final settlement of the political problems. 
Ihe despatch of the economic mission is a 
gesture towards Vietnam, and of course a 
necessary step before considering loans." 
Ironically, Vietnam's chances of obtain- 
ing bank loans are improving at a time when 
its long-term rival China is facing the pros- 
pect of isolation. Exactly 10 years ago, fol- 
lowing Vietnam's invasion of Cambodia, 





ECONOMIES 


Hanoi curbs inflation at the price of unemployment 


The pain of reform 


By Murray Hiebert in Bangkok 


he tough economic measures 

| adopted by Vietnam since March are 

beginning to show results — drasti- 

cally cutting the country's stratospheric in- 

flation, though in the process, forcing many 

enterprises out of business and throwing 

thousands of people out of work, the na- 
tonal assembly heard on 19 June. 

'ham Van Khai, the new chairman of the 
>tare Planning Commission, said inflation, 
which last year was officially estimated at 
around 200% a month, had fallen to about 
3.5% a month during April and May. Many 
foreign economists estimate last year's infla- 
tion at around 700%. 

The value of Vietnam's currency, which 
fell on the black market from less than Dong 
1,000:US$1 in early 1988 to nearly Dong 
6,000 in March, has also strengthened. Since 
the state bank stopped printing new cur- 
rency and introduced a "floating" exchange 
rate in March, the black market rate has 
dropped to around Dong 4,000. The price of 
gold has also fallen by nearly a third. 

The drop in inflation and the strengthen- 
ing of the dong, coupled with several good 
harvests, have resulted in increased rice 
supplies and falling food prices. "There are 
no longer critical shortages of goods as be- 
fore, Khai said. A year ago, a dozen 
northern provinces were threatened with 
famine. 

In Hanoi, the price of rice has fallen from 
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Dong 750-800 a kg a year ago to Dong 600 
today, and farmers in the southern Mekong 
delta are complaining that they are having 
difficulty selling their surplus rice supplies. 
Until inflation eased a few months ago, rice 
was emerging as a money surrogate — 
hoarded as a hedge against rapid price 
jumps, and often used as the standard to cal- 
culate prices. 

The fall in inflation and increased confi- 
dence in the dong are a result of tough finan- 
cial reforms introduced since March aimed 
at reducing government spending and cut- 
ting the budget deficit. The reforms in- 
cluded moves to devalue the Vietnamese 
currency to a rate near that of the black mar- 
ket; restrict the availability of credit and 
adopt realistic interest rates; reduce the sub- 
sidies paid to state employees and inefficient 
state enterprises; and refocus the country's 
tax system to raise taxes on luxury goods, 
but cut them for equipment intended to 
boost production. 

Most of these new policies were recom- 
mended by the IMF, with whom Vietnam 
wants to restore relations in order to attract 
investment, credit and technology from the 
West. The IMF suspended its aid in 1985 
when Vietnam defaulted on its overdue 
loans, which total about US$130 million. 

The measures have caused serious short- 
ages of capital, forcing some enterprises out 
of business and many others to stop paying 
their workers. “Many production units have 
no cash to pay workers," Khai told the na- 
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the World Bank suspended its lending to 
Vietnam. China, which had begun intro- 
ducing economic reforms under the "prag- 
matic” leadership of Deng Xiaoping 
emerged as a major recipient of bank loans 
(after joining the World Bank in May 1980). 
But at the height of the violence in Pe- 
king, the World Bank evacuated its officials. 
On 26 June, the bank announced that it had 
frozen further lending to China, immediate- 
ly affecting seven loans involving US$780 
million which were awaiting consideration 
by the bank's board of directors. These were 
part of 47 projects in China with World Bank 
involvement worth several billion dollars 
which are at various stages of evaluation. 
Under the eighth replenishment of IDA's 
coffers, China and India were slated to re- 
ceive 30% of the US$12.4 billion in soft loans. 
Unless there is a dramatic improvement in 
China's situation IDA-9 — which will start in 
July 1990 — is unlikely to be as generous to 
Peking. n 


tional assembly. “Payment is often delayed 
for a few months.” 

The government has been able to collect 
only 30% of the taxes owed by state enter- 
prises, the chief economist said. The short- 
age of cash is exacerbated by a sudden drop 
in sales of Vietnamese products because of 
an influx of cheaper, higher-quality goods 
imported and smuggled from China and 
Thailand, Khai said. Lao Dong, the labour 
union weekly, reported in May that state 
factories had inventories valued at Dong 1.2 
trillion of goods such as bicycles, textiles 
and spare parts which they were not able to 
sell 


For the first time, some state-owned fac- 
tories are being allowed to declare bank- 
rupcy, though Vietnam has not yet pre- 
pared laws dealing with problems such as 
the liquidation of assets. Seventeen money- 
losing enterprises in the southern province 
of Tay Ninh have been dissolved, but the 
province still has another 176 state enter- 
prises which are losing money, Radio Hanoi 
reported in late May. 

In March, Nhan Dan, the communist 
party daily, said that 70,000 coal miners in 
Quang Ninh province, northeast of Hanoi, 
had not been paid for four months because 
the power company buying the coal had not 
been paid by the factories using its electric- 
ity. Lao Dong reported in May that state-run 
enterprises were Dong 100 billion behind in 
their salary payments, forcing them to lay 
off hundreds of thousands of employees. 

Despite these problems, Khai insisted 
that Hanoi would not return to its old sys- 
tem of subsidies. “We are determined not to 
go back to the old system just because we 
have to face short-term difficulties," Viet- 
nam's chief economic planner said. Viet- 
namese officials say the IMF will send a team 
in July to evaluate the progress of the reform 
measures. a 
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World Bank presses reform on the Philippines 





By Rigoberto Tiglao in Manila 
US$300 million World Bank loan to 





Manila which was approved last 

month, will test how far the Philip- 
pine Congress is prepared to go to satisfy 
conditions imposed by the bank. The World 
Bank has set stringent conditions upon the 
loan, including the overhaul of the financial 
sector, but congress is extremely sensitive to 
multilateral institutions imposing conditions 
on their loans. 

Approved on 8 May, the World Bank's 
"Financial Sector Adjustment Loan" will be 
used to finance the country's imports on a 
reimbursement basis. The US$300 million 
loan is in two tranches of US$150 million, 
the first of which was released straight after 
the loan was approved. According to a con- 
fidential report by World Bank president 
Barber Conable on 6 April, the agreement 
requires amendments to the banking laws 
as sweeping as those of 1972-73, before 
the second US$150 million tranche is re- 
leased. 

This will be the first World Bank loan to 
the Philippines that hinges on specific legis- 
lative actions, and World Bank officials — 
more used to the time when World Bank 
conditions could be effected through Fer- 
dinand Marcos' presidential decrees 
— are worried that the congress will 
baulk at passing the necessary laws. 

As Conable said in his report: 
"The principal risk [for the loan] is 
that legislative action could either be 


Loan tied to changes 


the World Bank. Congress leaders have al- 
ready vociferously opposed levying new 
taxes and removing subsidies, which were 
implicitly required under the US$1.3 billion 
extended by the IMF in May. 

Furthermore, the bigger House of Repre- 
sentatives, considered more sensitive to the 
business lobby, is likely to oppose certain as- 
pects of the World Bank's programme. 
Banking interests are likely to put pressure 
on the house to block some of the program- 
me's reforms, such as: 
> Revision of the deposit secrecy law, by 
which a bank's directors, officers, stock- 
holders, or related interest (DOSRI) will lose 
their rights to banking privacy when their 
borrowings exceed P5 million (US$230,946) 
or 5% of the bank's net worth, whichever is 
lower. The central bank appears to want this 
amendment, claiming that most bank fail- 
ures can be traced to such DOSRI loans. 

This amendment would strike at the 
heart of Philippine banking practices, as the 
raison d'étre for many of the country's 29 
commercial banks has been to finance the 
stockholders' group of companies. This is 
why many of the banks are controlled or 
linked to industrial or retailing groups. 
> Giving more regulatory powers to the 
central bank. This would include granting it 


Philippine banking league 











the authority to issue “cease and desist or- 
ders” if a bank is suspected of violating 
banking regulations or to be persuing un- 
sound banking practices. Secondly, Fernan- 
dez and the central bank would be allowed 
to take out liability insurance — this is in 
reaction to a spate of criminal and civil suits 
brought against Fernandez and his staff, 
particularly by the owners of the closed 
Banco Filipino Savings Bank. 

> The “vigorous implementation," as the 
World Bank document puts it, of the central 
bank’s policy of encouraging mergers be- 
tween banks to eliminate the smaller banks. 
This has hardly generated a warm response 
from the smaller banks, which comprise 
about half the 29 commercial banks, some of 
which suspect the policy is intended to 
benefit the large banks. Those large banks 
include foreign banks, and the Far East Bank 
and Trust Co., now the country’s third 
largest, which Fernandez used to mana 

The World Bank document says: 
system should be allowed to weed out . . . 
the inefficient and weak banks. The most 
appropriate approach will be to allow mer- 
gers/acquisitions. If private domestic invest- 
ors cannot be found, consideration will be 
given to allowing new foreign banks to par- 
ticipate in the process.” 

The rationale for the consolidation is the 
World Bank's belief that Philippine banking 
is too lucrative — with profit margins run- 
ning as high as 5.6% of assets even during 
the crisis years of 1984-86. The World Bank 
thinks that these margins reflect a lack of 
competition, and it claims that the bigger 
banks have merely “opted to earn a high 
margin by pricing their products and ser- 
vices with reference to the [higher] 
cost structure of the less efficient 
banks, rather than attempt to gain 
market share by lowering prices and 
driving the weaker banks out of þei- 
ness." 
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easier by leaving the basic business decision 
to open a branch to the bank concerned." 
However, in the central bank and finance 
department's formal loan request dated 3 
April, the central bank's discretionary 
power was categorically affirmed: "In urban 
and particularly metropolitan areas, the cen- 
tral bank shall retain its discretionary policy 
on branching, but allow a bank to open à 
new branch so long as the bank's market 
share in that area would not create any mar- 
ket concentration problems." 

One major complaint of Philippine in- 


dustry has been the high cost of money, and 
the World Bank loan requires the govern- 
ment to remove two taxes partly responsible 
for high interest costs: the 5% gross receipts 
tax levied on all bank receipts (including in- 
terest and capital gains) and a 20% with- 
holding tax imposed on all interest income. 
First imposed in 1983 as a quick and easy 
way to raise revenue, these taxes add 34% 
to interest costs. 

However, because of Manila's continu- 
ing budget-deficit problems, the taxes will 
be lifted only if the following revenue targets 
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New bans toll the knell for Hongkong wory carvers 


ndangered industry 





By Carl: Goldstein in Hongkong 


ne of Hongkong's industries may 
() have to die to help save the African 

elephant. The territory's role as the 
centre of the worldwide ivory trade has 
taken a seemingly fatal double body blow: 
the Hongkong Government banned the im- 
port of raw ivory, from 19 June, only days 
after Hongkong’ s leading markets for 
carved ivory products — Japan and the US 
— prohibited imports of raw or worked 
ivory from the territory. 

Japan will continue importing reduced 
amounts of ivory, but only directly from 
legal exporters in Africa, while the US has 
laid a blanket ban on all ivory imports. 

Perhaps emboldened by pro-democracy 
demonstrations in May and June involving 
up to a million of Hongkong's citizens, sev- 

hundred of the colony's ivory carvers hit 
use Streets on 22 June to protest against the 
ban. Representatives of the territory's 1,500 
ivory carvers said the ban would be the 
end of their livelihood and ring the death 
knell for a business worth HK$670 million 
(US$85.9 million) a year. 

That is precisely the aim of some sup- 
porters of the worldwide campaign to pre- 
vent the extinction of the African elephant. It 
had long been known that poachers were 
badly depleting elephant populations in 
African countries such as Tanzania, Zaire, 
Zambia and Kenya. But according to David 
Melville, conservation officer for the World 
Wildlife Fund (wwr) in Hongkong, a new 
study has shown that depletion is worse 
than previously thought. 

Researchers from the Convention on In- 
ternational Trade in Endangered Species of 
Wild Fauna and Flora (CITES), in a report to 
be formally released in July, say that the 
African elephant population has been cut 
in half to about 625,000 animals in the past 
10 years, and the age and sex structure of 
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the surviving population is badly skewed. 

The findings will give impetus to sup- 
porters of a worldwide ban on the ivory 
trade at an international conference to be 
held in October in Lausanne, Switzerland. 
Japan, the US and some EC nations have al- 

ready instituted varying levels of restrictions 
on ivory imports. 

Other countries may follow the US blan- 
ket ban, unless proponents of managed 
trade in legally culled ivory — including the 
WWF and the governments of Zimbabwe 
and South Africa, which both have efficient 
programmes for managing their elephant 
populations — can convince the rest of the 
international community the elephant's sur- 
vival would be better ensured by stricter reg- 
ulation, rather than a possibly fruitless at- 
tempt to enforce an outright ban. 

Hongkong's role is important because a 
handful of companies among the 250 or so 
registered ivory traders and carvers are 
among the biggest movers of elephant tusk 
in the world. The Hongkong ban was the 
latest salvo in a process that began in 1976, 
with the passage of the territory's En- 
dangered Species Ordinance. But the ivory- 
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are reached: a 12.4% tax revenue to GNP ratio 
this year, 13.5% in 1990, 13.8% in 1991, and 
14.2% in 1992. The 20% withholding tax will 
be removed if and when one of these ratios 
is reached, while the 5% gross receipts tax 
will fall by 1% every time one of these ratios 
is reached. 

One other major condition for the release 
of the loan's second tranche is the privatisa- 
tion of 25% of the voting stock of the Deve- 
lopment Bank of the Philippines' five re- 
gional development banks, which will be or- 
ganised by consolidating branches. a 


import regime was not given real teeth until 
August 1988. 

At that time, the authorities for the first 
time began requiring that imports of worked 
ivory be accompanied by both CITES and 
country-of-origin documents showing that 
all tusks — which are supposed to be 
marked at the point of origin and registered 
with CITES — came from the original export- 
ing country’s legal quota. 

Previously, unscrupulous ivory traders 
in Hongkong and elsewhere had evolved 
sophisticated methods of dealing legally in 
poached tusks. The most common tactic 
was to set up workshops in countries that to- 
lerated the import of poached tusks. 

Macau was an early favourite, until 1985 
when the authorities there cracked down, 
followed by Singapore, until it signed CITES 
in 1986, and finally Dubai in the United Arab 
Emirates, which signed, but then re- 
pudiated, the convention. Wherever these 
offshore workshops were located, Hong- 
kong traders could then import the crudely 
worked ivory for final carving and export to 
Japan and other markets. 

Although all raw ivory imports are now 
prohibited, Hongkong will still allow the im- 
port of worked ivory with proper documen- 
tation. But the import bans announced by 
Japan, which takes more than half of Hong- 
kong's ivory exports, and the US, account- 
ing for a further 30%, will go a long way to 
making it a product without a market. 

At immediate issue is the fate of the esti- 
mated 500 tonnes already stockpiled in 
Hongkong. This would have been sufficient 
for about two years' worth of exports. Now 
the fate of the tusks is uncertain. K. C. Iu, as- 
sistant director of Hongkong's Agriculture 
and Fisheries Department, said the govern- 
ment would urge the CITES meeting in 
Lausanne to allow these stocks to be traded. 
This would give the industry about two 
years grace to wind down, he said. 

As part of its increased efforts to regulate 
the ivory trade, Hongkong customs in early 
June set up a special unit to coordinate an 
anti-smuggling campaign. Last year there 
were 42 seizures of illegal ivory; 11 have 
been made this year. A customs official said 
that the impossibility of inspecting more 
than a tiny fraction of incoming cargoes 
made it difficult to predict future trends. m 
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Out of the flying PAN 


mid the general euphoria in the air- 
craft industry as order books fill to 
overflowing, one group of com- 
panies is particularly cock-a-hoop 
— the makers of carbon fibre and carbon 
fibre-based composites. 

Carbon fibre has long been touted as a 
dream material. Embedding woven carbon 
fibres as a reinforcement in a matrix of 
another material — plastic, for example, or 
even carbon itself — produces a composite 
that can be three times as strong as steel but 
just a quarter of the weight. 

The catch is that carbon fibre has been so 
difficult to produce and process that it can 
cost over a hundred times more than con- 
ventional materials. 

For the companies which produce car- 
bon fibre, the explosion in demand for air- 
craft means two things. On the one hand, 
vindication for 25 years' worth of research 
and development on the material; on the 
other, the opportunity to increase their pro- 
duction volumes sufficiently to improve 
quality, reduce prices and open up lu- 
crative new markets for their ms 
products. 

Japanese carbon fibre mak- 
ers are especially delighted, 
since they supply around half 
of world demand — about 
8,000 tonnes in 1988. Indeed, 
two companies, Toray and 
Toho Rayon, between them 
supply almost 3,000 tonnes. 

Such favourable placing in a 
market that has been growing 
at a rate of 14-17% for the past 
few years is the result of two 
factors. Enthusiastic top man- 
agement at Toray, recalls 
Junichi Matsui, general man- 
ager of the company’s advanced composite 
materials department, was willing to gam- 
| ble that the merits of the product were such 
that they would create their own market. 
And the company was able — in Japan's 
comparatively benign financial climate — to 
stay the course through years of red ink. 

Thecurrent strength of the Japanese pos- 
ition undoubtedly causes weeping and 
gnashing of teeth elsewhere. Especially in 
the US, where carbon fibre was invented 
and first developed, most notably by Union 
Carbide, at the end of the 1950s. 

The raw material that the Americans 
used as their starting point was rayon. In 
1961, however, a Japanese researcher work- 
ing at the Government Industrial Research 
Institute in Osaka stumbled upon a precur- 
sor called polyacrylonitrile — PAN for short 
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— which produced stronger, stiffer fibres 
and higher yields from the same amount of 
base material. 

But in terms of applications for the new 
fibre, the best that the Japanese could come 
up with was fire-proof curtains or baby 
clothes. It was left to two British researchers 
working at the Royal Aircraft Establishment 
at Farnborough to come up with the idea — 
some six years later — of applying the Japan- 
ese material to building lightweight struc- 
tures for aerospace applications. 

And it was not until the early 1970s that 
the current market leaders began produc- 
tion. In the interim, a second type of carbon 
fibre derived not from synthetic materials, 
but rather from coal tar or petroleum pitch, 
has emerged. Demand for pitch-based car- 
bon fibre, though still only 15% of the total, 
is growing rapidly, and in significantly dif- 
ferent directions. 

Making PAN-type carbon fibre is a slow, 
painstaking business, and one which in- 
volves considerable proprietary know- 
how (which explains why makers are par- 
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carbon fibre: dream material. 


ticularly reticent about it). It begins with a 
goo from which fibres are produced, much 
in the same way as pasta is made into 
spaghetti — by squeezing it through lots of 
little holes. 

Next, the fibre is carbonised — that is, 
baked in a high-temperature oven — and 
gently stretched until it reaches the required 
degree of strength and stiffness. After fur- 
ther treatment, the fibre is wound onto 
spools so that it can be woven into cloth. To 
produce a composite material, several layers 
of the cloth are impregnated with epoxy 
resin and cured. 

Aerospace is by far the largest market for 
carbon fibre composites, which explains why 
the US consumes almost half the carbon 
fibre currently produced. Lacking a domestic 
aerospace market, the Japanese were forced 
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to look for another stimulus for demand. 

They found one in sporting goods — ten- 
nis rackets, golf clubs and above all, fishing 
rods. The world carbon fibre market is di- 
vided into roughly 40% each for aerospace 
and sporting goods, with the remainder for 
industrial uses. But whereas the sporting 
goods market is nearing saturation, aero- 
space is really beginning to take off. 

So far, the main applications of carbon 
fibre composites in aircraft have been in so- 
called “secondary structures,” bits that if 
they break or fall off do not catastrophically 
affect an aircraft's ability to fly. 

In the future, as the reliability of the n 
rial improves and its price comes down, car- 
bon fibres will be used in the primary struc- 
tures of aircraft and their engines, too. Beech 
Aircraft's snazzy Starship, a twin-engined, 
eight-passenger turboprop which was a big 
hit at June's Paris Air Show is a prime exam- 
ple of the way the industry is moving. 

In addition to being much lighter than its 
metal predecessor, the Starship needs just 
over a quarter the number of parts. The air- 
craft's 14-m cabin, for example, 
is made from just two halves. 

Reducing the parts count is 
just one of the objectives of a 
five-year, US$24 million re- 
search contract on the use of 
composites in aircraft that NASA 
recently awarded McDonnell 
Douglas. The others are halv- 
ing the weight and reducing 
the cost by 20-25%. 

Bringing down the we: 
of future generations of au- 
craft will save hundreds of 
thousands of dollars in fuel 
consumption. But overcoming 
the problems involved will not 
be easy, as Rolls Royce discovered in the de- 
velopment of its RB211 engine. 

The British company wanted to take ad- 
vantage of the light weight and high 
strength of carbon fibres in the turbine's 
fan blades. The attempt failed because it 
proved impossible within the development 
schedule to make the blades resistant 
enough to bird impact, and to align the 
fibres sufficiently well to make fatigue con- 
sistently predictable. 

Such components can be developed, but 
they require a wide market pull. The current 
boom in the aircraft market could well pro- 
vide that pull. And at the same time, it could 
also provide the momentum to push carbon 
fibre into new markets, including the most 
tantalising market of all — cars. 

mBob Johnstone 
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Malaysian hotel contract dispute stalemate 








By Nick Seaward in Kuala Lumpur 


ttempts by publicly listed Faber Mer- 

lin Malaysia (FMM) to sell its main 

property asset may be stalled, follow- 
ing the company's bungled attempt to forci- 
bly retake possession of the 700-room Hotel 
Merlin from its managers on 15 June. 

After a tense stand-off lasting five days, 
the managers of the hotel, Kuala Reman Es- 
tates and its subsidiary Hotel Merlin Kuala 
Lumpur (HMKL), have won an injunction 
^ the High Court that restrains FMM from 
| g possession or management control of 
i uagship hotel. 

FMM is refusing to comment on the inci- 
dent. Nor has it given any information on 
the proposed sale other than an earlier re- 
port to the Kuala Lumpur Stock Exchange 
(KLSE) that it had received an offer of M$113 
million (US$42 million) for its two proper- 
ties, the hotel and an adjoining six-storey of- 
fice block. However, it has been widely re- 
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dominant party in the ruling National Front 
coalition. However, unless the injunction is 
lifted, or HMKL leaves voluntarily, FMM faces 
the prospect of having to wait a further two 
years for the lease to expire before it can re- 
cover the hotel. 

In granting HMKL the injunction, the 
High Court also rejected an application by 
FMM for an order to compel HMKL to vacate 
the premises. 

The granting of the injunction followed a 
bizarre invasion of the hotel in the early 
hours of 15 June. According to HMKL mana- 
gers, the hotel was occupied by a group of 
50-60 "big-sized fellas" with badges bearing 
the initials MMC for Merlin Management 
Corp., a subsidiary of FMM. Then, in an an- 
nouncement to the KLSE, FMM said that it had 
"resumed possession," following a "default 
in the lease rentals by HMKL.” 

The statement said that "attempts by 
FMM to seek an amicable solution to this de- 
fault were not successful. Having exhausted 





ported that a consortium of investors 
headed by Singaporean hotelier Ong Beng 
Seng had agreed to buy them. It is also be- 
lieved that the sale is contingent on the ven- 
dors giving vacant possession. 

The sale is crucial to the group's long- 
term survival. FMM has been trying to sell 
these assets for two years, following its fail- 
ure to redeem M$17.74 million in loan stocks 
in October 1987. In its most recent published 
results — for the six months to 31 December 
1988 — FMM reported a group loss of M$25.3 
milion, bringing accumulated losses to 
some M$310 million. 

The losses being incurred by FMM are 
bearing heavily on its parent, the Fleet 
Group, which is the investment arm of the 
United Malays National Organisation, the 
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all commercial approaches, FMM terminated 
the lease and requested HMKL for a peaceful 
surrender of the hotel premises." 

A witness to the incident said that FMM's 
repossession team acted in "a most aggres 
sive manner." The "big-sized fellas" first 
sealed up the hotel's four main food and be- 
verage outlets with chains and padlocks. 
They also took control of the telephone 
switchboard, locked up the executive offices 
and suspended room service. Then they set 
up an operations centre in a hotel confer- 
ence room and persuaded some 500 of the 
hotel's 604-member staff to sign letters of re- 
employment with FMM. 

Despite repeated requests from HMKL for 
a copy of a court order authorising FMM to re- 
possess the hotel, none was produced. 
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HMKL then reported the incident to the po- 
lice. After nearly a day and a half of confu- 
sion, HMKL broke the locks, repossessed its 
offices and tried to re-open the food and be- 
verage outlets. 

Witnesses say some extraordinary 
events followed. Instead of retreating from 
the hotel, the FMM team held out in the con- 
ference room, barely 30 m from the HMKL 
offices. The witnesses allege that FMM 
stationed personnel near the tills of the front 
office and the food outlets, where they col- 
lected money paid by customers. Not until 
23 June did the FMM personnel finally leave. 

The battle now is likely to continue in the 
courts. In the High Court injunction hear- 
ing, FMM had claimed that HMKL owed it 
nearly M$2.4 million in overdue rental. 
HMKL told the court that the rental had been 
withheld to compensate for hidden liabilities 
it discovered after taking over management 
of the hotel on 1 March last year. 

According to counsel for HMKL, Kuala 
Reman Estates bought all 750,000 shares of 
HMKL from FMM for M$2 in return for assum- 
ing liabilities of M$3.7 million. However, 
HMKL's counsel alleged that FMM had failed 
to disclose certain facts, including the exist- 
ence of unsecured debts amounting to M$12 
million. For this reason, the new owners of 
HMKL stopped paying the M$240,000 
monthly rental charge until the additional 
liabilities had been recouped. 

“We owe them nothing,” HMKL director 
and general manager Abdul Aziz bin Abdul 
Halim, told the REVIEW. 

There seems to be some confusion 
within FMM as to what HMKL owes. In its ini- 
tial report of the deal to the KLSE, which the 
exchange published on 18 March, FMM 
stated that the liabilities of HMKL assumed by 
Kuala Reman totalled M$3 million. But in his 
annual report to shareholders issued on 21 
December 1988, FMM chairman Abdullah 
bin Mohamed Yusof said that Kuala Reman 
had assumed HMKL’s liabilities totalling 
M$6.1 million and added that the sale would 
save FMM “an operations loss of approxi- 
mately M$600,000 per month.” 

The disclosure of the huge monthly loss- 
es incurred by FMM when it operated the 
hotel has led many in the present manage- 
ment team to suspect that FMM did not ex- 
pect the new owners of HMKL to see out the 
three-year lease. Further, they also suspect 
that FMM believed HMKL would not make it 
beyond an initial three-month grace period 
granted by FMM on the payment of rent. 

Since FMM had been losing so much 
money running the hotel, it is reasonable to 
assume that HMKL could have been expected 
to go bankrupt as soon as the M$240,000 
rental started falling due — if not before. 
This would have left FMM with vacant pos- 
session of the hotel and a large amount of its 
former net liabilities now borne by the share- 
holders and creditors of HMKL. As it is, HMKL 
has dug in, the hotel is still occupied and 
Ong Beng Seng may be getting impatient. = 
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Asian airlines hit by US-Europe safety row 


Jumbo dogfight 








By Michael Westlake in Hongkong 


long-simmering disagreement be- 

tween US and European aviation offi- 

cials about airworthiness require- 
ments for US manufacturer Boeing's latest 
product, the ultra-long-range 747-400, now 
seems to be close to resolution. But the solu- 
tion, involving modifications to bring the 
aircraft up to the European standard, could 
cost more than US$160 million for aircraft 
owned or ordered by Asian carriers — and 
may also involve a previous model, the 747- 
300. 

Asia's airlines will be the most affected — 
orders for the 747-400 total 206 for 23 airlines 
to date, of which 107 aircraft are destined for 
12 Asian carriers. Of 81 747-300s ordered, 80 
have been delivered — 58 to Asian airlines. 
Estimates of the cost of the modifications 
run as high as US$1 million per aircraft, 
though it has not yet been determined 
whether Boeing or the airlines will meet the 
bill 





The row hinges on whether the US$140 
million 747-400, whose production is al- 
ready running several months late because 
of unexpected engineering and computer 
software problems, is a derivative aircraft or 
a completely new model. 

The US Federal Aviation Administration 
(FAA), which sets airworthiness standards 
for US-registered civil aircraft, accepted Boe- 
ing's argument that as most of the 747-400's 
structure is identical to that of the 747-300, 
which in turn was derived from the 747-200, 
the new model had sufficient in common 
with the earlier models to be termed a de- 
rivative. 

So as Boeing and the FAA were con- 
cerned, design standards set in the late 
1960s — when the first 747 models were pro- 
duced — were adequate for the 747-400, ex- 
cept where major changes were to be made. 

But British, French, Dutch and West Ger- 
man authorities, who have combined to 
produce Europe's Joint Airworthiness Reg- 
ulations (JARs), felt that standards set 20 
years ago were no longer appropriate to 
cover an aircraft likely to be around for the 
next 20-30 years. They therefore set out to 
eliminate the 747's so-called grandfather 
rights concerning more recent certification 
rules, especially those relating to the 747's 
ability to withstand major structural dam- 
age. 
The FAA's Federal Aviation Regulations 
(FARs) are virtually identical with Europe's 
JARs as far as new aircraft are concerned. But 
in the case of the 747-400, because of Boe- 


ing's derivative approach, the JARs officials 
started arguing with the FAA about 15 
months ago over some 30-40 pages of differ- 
ences. Most of these have been resolved 
with time, but three major items still remain, 
and these brought the issue to a head early 
in June just before a 747-400 was due to be 
delivered to the Dutch airline KLM. 

Two of the items are relatively simple to 
remedy: the JARs officials feel that some of 
the electronic cabling leading to and from 
the cockpit area is too close together, and 
should be separated for greater safety. 
Those aircraft which are too far along the 
production line for this to be done by Boeing 
can have it done by the airlines during over- 
hauls within two years. 

Also, Boeing has agreed to perform more 
intensive radio interference checks, in which 
the aircraft is bombarded with high-inten- 
sity radio waves to see that no interruption 
of the aircraft's electronic systems occurs. 
The JARs officials felt that this was essential 
because of the 747-400s heavy reliance on di- 
gital electronics for almost all its systems. 


he controversial item is the JARs re- 
quirement that the 747-400 upper- 
deck floor must be prevented from 
collapsing in the event of an up to 20-ft? hole 
being blown in the fuselage. The FARs con- 
tain an identical requirement. 

But as the FAA and Boeing regarded the 
747-400 as a derivative, the upper-deck floor 
— just below which runs virtually all the air- 
craft's electrical and control cabling — was 
designed to survive only a 12.5-ft? hole in the 
fuselage. 

The potential danger comes from the fact 
that the 747 when cruising is pressurised to a 
maximum of 8.9 Ibs/in?, so a hole being 
blown in the fuselage would create an out- 
rush of air — and without extra strengthen- 
ing or provisions for venting, air escaping 
from the upper deck to the main and/or 
cargo decks might collapse the floor, wreck- 
ing the controls. 

The scaling up of the size of the hole 
came as a result of the crash of a McDonnell 
Douglas (MD) DC10 at Paris in 1974, after an 
improperly locked cargo door burst open in 
flight. Part of the aircraft's floor collapsed in 
the resulting decompression, destroying the 
control cables, and all 346 people aboard 
were killed. 

From 1975, new FAA rules said that all 
existing wide-bodied aircraft were to be 
modified by 1977 with vents in the floor to 
cope with sudden decompression caused by 
larger holes — 18 ft? for Airbus and 20 ft? for 
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Boeing and MD wide-bodies, the size being a 
function of the aircraft's cross-sectional area. 
New types of aircraft were ordered to 
have such protection designed into their 
main deck floors from 1980. But while this 
was applied to the 747-300's main deck, its 
extended upper deck had already been ap- 
proved under the old rules. So it — and later 
the 747-400 — escaped the FAA's tightened 
net through the type's grandfather rights. 
The danger may be more bureaucratic 
than real. The main source of decompres- 
sion risk is a cargo door bursting open in 
flight, as happened recently to an early- 
model 747 owned by United Airlines. The 
door took with it a large chunk of fuselage 
skin right up to the upper deck, so the out- 
rush of air went sideways and left the floor 
intact — though nine people were sucked 


out through the hole and killed. 
In this case, the floor's strength and vent- 
ing provisions were academic. But an a*“"~~ 


engineer told the REVIEW: "There's nor 
in 20 ft2,” pointing out that each cargo | 
is nearly 50 ft? in area. Also, all the venting 
provisions in main decks assume an outflow 
downwards to the cargo holds — so should 
a hole be somehow blown in the main or 
upper decks, the pressure exerted on the 
floors could be in the opposite direction to 
that apparently envisaged by the rules. 

The real danger, which is now compel- 
ling the FAA and Boeing to accept that the 
JARs Officials’ demands may have to be met 
for all 747-300s and 747-400s, is the potential 
for liability claims should there be an acci- 
dent to a 747 not built to the more stringent 
level. 

There is a feeling that the argument that 
the 747-400's upper deck is structurally iden- 
tical to that of the 747-300, which in turn had 
“grandfathered” its way through the 1980 
rules, might carry little weight in a court 
which was aware that a higher standard of 
protection had been available. 

In Asia, where 747-400s have been « 
ered to airlines in Singapore, Hongkong and 
South Korea so far, only Malaysian and 
Hongkong aviation officials follow JARs re- 
quirements because their authorities adopt 
the same rules as Britain's Civil Aviation Au- 
thority. The rest follow the FAA for the most 
part, and are thus watching the dispute's 
progress with great interest. 

Even if Boeing supplies kits of parts free 
to airlines to perform any modifications at 
their home bases, there will still be consider- 
able costs incurred in aircraft downtime and 
in engineering time — though there is some 
hope that the required modifications can be 
kept simple. 

If the long-term result is, as airline staff 
hope, a meeting of minds which will inter- 
nationalise the applications of FARs and JARs 
to prevent similar disputes in future, the 
extra money will not have been entirely 
wasted. But, had the bureaucrats been able 
to reach agreement sooner, most of it need 
not have been spent at all. * 
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Dearth of the salesmen 


ne way to distinguish economists 

from politicians is to canvass their 

opinion on the merits of privatis- 

ing state-owned enterprises. Free 
market economists, fond of lean, unobtru- 
sive government, see privatisation as an 
idea so good it cannot fail to catch on. Politi- 
cians, up against powerful vested interests 
and a host of logistical obstacles, are less 
keen on the idea. 

Many developing countries which like 
Indonesia followed statist, import substitut- 
ing policies in the 1970s ended up with gov- 
ernments owning companies in every con- 
€ le sector. They now see privatisation 
ao « way to reduce the fiscal drag of carrying 
an overfull stable of state-owned enterprises 
(SOEs), many of which survive only thanks 
to massive subsidies and creative account- 
ing. Indonesia, under the gentle but insis- 
tent prodding of foreign donors, would like 
to take a closer look at the idea as well. But 
what it is finding is that privatisation plays 
better in the classroom than in the real world 
of politics and patronage. 

In Indonesia, the government has 222 
companies, ranging from banks to sugar 
plantations to refineries to plants that make 
fertiliser and helicopters. Financial informa- 
tion on these companies is sketchy, and 
what is available is not thought particularly 
reliable. Only a few SOEs are considered 
strong enough to stand on their own feet if 
government largesse were to be withdrawn. 
Last year, Industry Minister Hartarto told 
parliament that of the 62 SOEs overseen by 
F`- —inistry, one-third were losing money. 

ven the budget pressures imposed by 
a US$50 billion foreign debt, selling a few 
companies makes sense. In fact, when Fi- 
nance Minister Johannes Sumarlin an- 
nounced banking deregulation measures in 
October, he hinted at a follow-up package 
aimed primarily at state companies. 

Reform watchers speculated that state 
companies would be encouraged to issue 
shares through the Jakarta exchange. This 
would have the dual benefit of opening SOE 
books to the public eye and injecting liquid- 
ity into the Jakarta stockmarket. But eight 
months later, momentum for privatisation 
(or "increasing public participation in na- 
tional development" as Jakarta prefers to call 
it) seems to have foundered. 

One reason is that there is argument over 
why companies are, or should be, in the 
zovernment's domain in the first place. 
some point to economies of scale (utilities, 
telephones), while others invoke strategic 
importance (aircraft, natural resources). 
Some of these claims are doubtless legiti- 
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mate. But there is no system to evaluate 
which are the legitimate claims and which 
are not. 

Another problem is deciding which SOEs 
should be unloaded first. If the "losers" are 
sold first, they would have to be sold at bar- 
gain basement prices, and this carries obvi- 
ous political risks. If "winners," such as In- 
dosat, a telecommunications company and 
former ITT subsidiary, are first on the block, 
investor interest is generated, but a cash- 
poor government loses an important di- 
vidend stream. 

Putting a value on SOEs is another thorny 
task. In addition to suspect internal account- 
ing and auditing practices in many Indone- 
sian SOES, few Indonesian banks have much 
corporate finance experience. If a fair value 
can be agreed, the next step is to find a 





buyer, either through a private placement or 
through the capital markets. 

Private placements would probably 
usher in better management — but at a cost. 
For one, private placements would mean 
forgoing one of the top goals of privatisation 
— the opening of company accounts to pub- 
lic scrutiny. Secondly, private buyers may 
insist on retaining the monopolistic advan- 
tages which the SOE enjoyed. A minority 
buyer of state airline Garuda, for example, 
may lose interest if Garuda loses its 
monopoly over the best routes or the exclu- 
sive right to buy aircraft. 

The capital markets are a better option, 
many economists say — but Jakarta’s mar- 
kets are still too small to handle really large 
issues. In addition, the shares are not going 
to perform unless the management of most 
SOEs is dramatically improved, something 
shareholders working alone will not be able 
to accomplish. 
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Unfortunately, the problems do not end 
here. SOEs are incorporated through an act 
of parliament, and another law must be 
passed to privatise them. This makes 
privatisation a tedious, time-consuming 
route to reform when other deregulation 
programmes, for instance in banking or 
trade, can be instigated by ministerial fiat 
alone. Consequently, drawing up plans to 
privatise SOEs falls well down the list of 
priorities in most ministnes. 

Lastly, there is a whole range of political 
sensitivities to be dealt with. For starters, 
SOEs are seen by many as symbols of inde- 
pendence: Indonesian companies which re- 
placed Dutch-owned and managed opera- 
tions. State oil giant Pertamina, for example, 
grew by leaps and bounds with the 
nationalisation of Dutch and British prop- 
erty in the 1950s and 1960s. 

“To sell to the few what all now own" has 
political dangers, particularly when “the 
few” are largely the Indonesian-Chinese 
business élite or politically well-connected 
individuals. The activities of both groups are 
highly sensitive topics in Indonesia and 
major inroads by either into areas tradition- 
ally controlled by the state may generate 
more political risks than potential economic 
benefits. 

But if privatisation is impractical over the 
medium term, the government has, and is 
committed to use, other ways to get the pri- 
vate sector more involved in its business- 
es. The Ministry of Mines and Energy, 
for example, harnesses private sector 
knowhow and financing in developing 
natural resources such as oil, gas, coal and 
gold, through production sharing contracts 
and contracts of work. On some major in- 
frastructure projects, like a gas-powered 
electricity plant in East Java or a proposed 
nuclear power plant in Central Java, the 
government has considered bringing in pri- 
vate contractors through build-operate- 
transfer schemes. Leasing SOE assets to pri- 
vate companies or contracting out manage- 
ment services are other possibilities. 

Over the short term, the reformers be- 
lieve the best way to tackle vested interests 
in the SOEs is to make the economy as com- 
petitive as possible, as quickly as possible. 
This means hacking away at restrictive 
licensing, non-trade barriers and bureau- 
cracy. It also means strengthening account- 
ing standards, clarifying reporting require- 
ments and improving the flow of informa- 
tion. In this way, privatisers say, the costs of 
carrying state companies will become public 
and this, in turn, will hasten their demise. 

m Adam Schwarz 
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The dividends of equity 


ith a great deal of poetic li- 
cence, one could construct a 
form of multi-dimensional tale 
of two worlds. The Southern 
world would seem to be characterised by 
over-indebted developing countries (par- 
ticularly in Latin America), and speculative 
equity traders (notably in Southeast Asia). 
The Northern world is seen as saving more 
(largely in debt instruments) and speculat- 
ing less (at least in equities). The exceptions 
seem to lie with those bankers in the North 
who make loans which have the characteris- 
tics of equity, and professional equity invest- 
ors who make prudent risk/reward calcula- 
tions when diversifying into corporate 
equities of the South that bankers shun. 

Whatever the truth of this characterisa- 
tion, bankers and professional investors, as 
well as governments in the North and 
South, are going to have to find solutions to 
the debt problem quickly before serious so- 
cial deterioration sets in, with its consequent 
damage to the global economy. 

The starting point must be to return to 
basics. First, equity, be it in land or common 
stocks, has historically provided better real 
returns than debt instruments. Second, his- 
torically, political-consensus solutions to 
most economic problems, including over-in- 
debtedness, have usually failed, because 
many politicians have short-term horizons 
whereas the problems are usually long term. 
This suggests that lasting solutions to the 
debt problems should be sought in more 
long-term professional equity investment 
and less speculative borrowing and lending. 

As to the developing countries, debt 
problems, the solutions recently proposed 
by governments boil down to debt forgive- 
ness, justified by promises of economic re- 
form by the debtors. 

Economic reform is essential, particularly 
liberalisation of the economic and financial 
systems, privatisation, and the develop- 
ment of domestic capital markets. The ex- 
perience of countries which have unilater- 
ally forgiven themselves for their debt with- 
out such reform has demonstrated how es- 
sential it is. The economies of Peru and 
Argentina, for example, neither of which 
have paid much interest on their foreign 
loans for several years, are now in worse 
shape than before. 

These countries stand in stark contrast to 
South Korea, which could have had a debt 
problem in the early 1980s but which made 
the necessary reforms to forestall it. And 
Chile, which had probably the worst debt 
problem of all the LDCs when the crisis 
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started but, because it moved quickly with 
both policy reforms and market solutions, is 
now largely out of the woods. 

These countries teach four important les- 
sons. First, the need for a relatively free mar- 
ket approach to the economy and the finan- 
cial system. Second, as more debt or even 
debt forgiveness only postpones changing 
the policy mistakes that caused the prob- 
lems, the solutions must produce strong 
domestic equity markets that encourage for- 
eign portfolio and direct equity investment. 
Third, at the technical level, this "equity sol- 
ution" requires fiscal and financial institu- 
tional policies and regulations which en- 
courage equity investment on the one side 
and the flow of savings into equity instru- 
ments on the other. Fourth, over-indebted 
countries can benefit both from debt/equity 
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Lasting solutions to the debt 
problems should be sought in 
more long-term professional 
equity investment, and less 
speculative borrowing and 
lending. 

99 
conversion programmes to reduce debt bur- 
dens, and privatisation of state-owned en- 
rises to enhance economic efficiency. 

Looked at this way, the debt problem can 
be seen as an opportunity for countries such 
as the Philippines to set the foundations for 
emulating the economic successes of Singa- 
pore and South Korea, while also develop- 
ing “shareholder democracy.” 

This is consistent with the objectives of 
the Brady Plan. The distinction is that great- 
er emphasis is placed on strengthening 
policies favouring privatisation of owner- 
ship and management and the domestic 
equity market as key parts of the solution. 
Somewhat under-emphasised in the debate 
about the Brady Plan are two closely related 
practical considerations. 

First, expecting commercial banks to for- 
give debt without at the same time allowing 
them to recoup their losses through some 
form of equity participation, is just not rea- 
sonable. Were banks to adopt this approach 
with commercial clients, they would invite 
shareholder suits. Second, to expect that, 
after such absolute forgiveness, the banks 
would lend in the same way again, is overly 
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optimistic. Hence, the need to emphasise 
equity as the obverse solution. 

Chile’s debt/equity conversion program- 
mes benefited both the economy and the 
bank lenders, because the Chilean au- 
thorities addressed all these issues realisti- 
cally. The Chilean economy has grown fas- 
ter and had a lower rate of inflation than 
other Latin American countries. Con- 
sequently, its equity market has performed 
even better than Japan’s equity market, in 
dollar terms, over the past five years. This 
success story puts to rest the many claims 
that debt/equity programmes are infl — - 
ary and subsidise new foreign investm«;. 

The situation in the Philippines is par- 
ticularly interesting. Its foreign debt situa- 
tion could be described as "average-poor." 
Like Chile, it has had reasonably stable gov- 
ernment and sensible macro-economic 
policies in recent years, as well as a healthy 
inflow of private equity capital, especially for 
small business. 

A similarity the Philippines has with 
Brazil is the rate of progress of their domestic 
privatisation programmes. Both the Brazi- 
lian and Philippine governments recognise 
that privatisation is essential to bolster their 
economies, but are having difficulty in carry- 
ing it out because the enterprises slated for 
privatisation are very big compared with the 
size of the economy and equity markets. 
And both also fear foreign ownership. 

In the 18th and 19th centuries "develop- 
ing countries," including the US and Aus- 
tralia, were financed more by equity i 1 
on the stockmarkets of the capitalexp. — à 
countries of Europe than they were by 
loans. But as the levels of their domestic sav- 
ings rose, their domestic equity markets be- 
came the financial engine of growth, sup- 
ported by foreign bond issues. 

By contrast, this century's developing 
countries in general, and the now over-in- 
debted ones in particular, established re- 
gimes discouraging both domestic equity 
markets and foreign participation in them. 

For the Philippines, there is a "financial 
engineering" solution which could combine 
reducing foreign debt with successful 
privatisation, while still controlling the de- 
gree of foreign ownership. 

This would be based on the Philippine 
Government forming a special "National In- 
vestment Company" (NIC) which would 
take over the assets of enterprises to be 
privatised. This NIC initially would be 
wholly owned by the government and man- 
dated to prepare the enterprises for privati- 
sation and gradually carry out the process. 
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First, the government would transfer 
hypothetical units of US$120 of enterprise 
assets to the NIC in exchange for US$20 of its 
shares (100% of the issued amount) and the 
assumption of US$100 of the government's 
foreign loan obligations. Then, foreign 
banks could be offered convertible bonds in 
the NIC in exchange for their outstanding 
loans to the government. The convertible 
would carry a low rate of interest, compen- 
sated by a conversion right for shares of the 
NIC itself. The World Bank or the Asian De- 
velopment Bank could enhance the conver- 
tible bonds by acting as an intermediary in 
the transaction, being the holder of record, 
and issuing "certificates of participation" in 
them to the commercial banks. 

Over time, the NIC could issue new 
shares in the domestic and foreign markets 
to raise cash to repurchase the bonds in the 
secondary market before conversion as well 
a: ‘ng cash from the sale of shares of en- 
te es being privatised to pre-pay or re- 
deem the convertible bonds. 

In the medium term, the commercial 
banks could sell their bonds in the interna- 
tional capital markets or convert some of 
their bonds into shares of the NIC, or hold 
them to maturity. Ultimately the govern- 
ment, through its initial control of the NIC, 
and depending on its willingness to raise 
cash through the privatisation programme, 
could encourage or discourage the level of 
foreign ownership in the NIC, as well as its 
portfolio companies. 

It is useful to view the possibilities for 
countries which are debt-ridden but equity- 
starved, from the broader perspective. The 
existing total foreign commercial bank loans 
to over-indebted developing countries is 
equivalent to barely 5% of the pool of equity 
funds in the international capital markets. 
Also, foreign portfolio equity investment in 
emerging market "country funds" alone 
r stands at over US$6 billion, compared 
v about US$400 million just five years 
ago. This is mainly in countries which re- 
strict foreign portfolio investment. The total 
amount, including investments in those 
countries that do not restrict it to “country 
funds," is many billions more. 

Were governments and bankers to focus 
more on these opportunities, the solution to 
the developing country debt problem could 
be more easily achieved — and in a way 
which would probably prevent a recur- 
rence. It is ironic that, while a global market 
for goods and services has been a fact for 
many years, we still have two worlds when 
it comes to finance. Tragically, it remains a 
possibility that if we cannot get the global fi- 
nancial act together, the global economy 
may be hit. The present opportunity to re- 
discover the key role of equity in world de- 
velopment should be grasped quickly. — m 


David Gill, a trustee of Massachusetts-based 
Batterymarch Financial Management, formerly 
worked for the International Financial Corp. 
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ECONOMIC RELATIONS 1 


Gatt pressures Seoul to open farm products market 


Korean b eef stew 


By Frances Williams in Geneva 


he South Korean Government is in 

| for an uncomfortable time following 

a Gatt judgment that South Korean 

beef import restrictions violate international 
fair trade rules. 

By ruling that the restrictions. could 
not be justified on balance-of-payments 
grounds, the judgment has paved the way 
for a string of similar complaints to Gatt over 
other South Korean trade restraints. The 
pace of trade liberalisation, especially in the 
politically sensitive agricultural sector, has 
been given an unwelcome and forceful 
nudge forward. 

South Korea refused to accept the find- 
ings, based on complaints by the US, Aus- 
tralia and New Zealand, when they were 





Farmers in imports protest. 


first discussed by Gatt's governing council 
on 22 June. 

But trade diplomats in Geneva predict a 
speedy capitulation on opening up the esti- 
mated US$500 million a year beef market, 
suggesting that Seoul may choose to accept 
the conclusions without accepting the judg- 
ment's line of reasoning. South Korea main- 
tains that Gatt's disputes panel, which made 
the judgment, has no authority to question 
measures taken under Article 18 of the gen- 
eral agreement, which allows developing 
countries to impose quota restrictions "for 
balance-of-payments purposes." 

South Korea's position is weak. Gatt's 
balance-of-payments committee — which 
reviews the operation of Article 18 — con- 
cluded in November 1987 that South Korea, 
by then running a huge and growing trade 
surplus, had no need of balance-of-pay- 
ments protection and should phase out re- 
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strictions. South Korea admitted that the 
beef import curbs imposed in 1984 were in- 
troduced to protect the domestic market, 
not for balance-of-payments reasons. 

"The problem is more political than eco- 
nomic," says South Korea's Assistant Minis- 
ter for Trade and Industry Kim Chul Su. 

While developing countries are uneasy 
about the disputes panel questioning Article 
18 measures, there is a strong feeling that 
the South Korean situation does not help 
the case of many Third World nations in 
genuine balance-of-payments difficulties. 

At the 27 June meeting of the Gatt ba- 
lance-of-payments committee, South Korea 
was expected to play for time by offering to 
"disinvoke" Article 18, provided other Gatt 
members held fire on complaints against 
restrictions during a transitional period. 

South Korea has some genuine worries. 
Under pressure largely from the US it has 
been opening its markets at a breathless 
pace. Last year it cut restraints on over 330 
items, including some agricultural products. 
This year, in a successful bid to avoid desig- 
nation as a priority "unfair trader" under 
Washington's "Super 301" trade retaliation 
provisions, it announced a 243-product, 
three-year liberalisation programme. 

But even after the 243-product liberalisa- 
tion programme, all but 10 of Seoul's re- 
maining 260 or so import curbs concern ag- 
ricultural products. 

"It will be very difficult for the govern- 
ment to announce another liberalisation 
programme" in the near future, says Kim. “I 
think that most countries will agree with us 
that we need a grace period [before] opening 
our agricultural market." Kim adds that the 
government will announce another liberali- 
sation programme by March 1991 which will 
cover many of the remaining 260 products. 

South Korea aims to cut tariffs to OECD 
levels by 1993, from 18.1% in 1988 to 7.9%. 
In addition, expansion of domestic demand, 
industrial unrest and the appreciation of the 
won against the dollar have sliced the first- 
quarter current-account surplus from 
USS2.3 billion in 1988 to US$1.3 billion this 
year, while the projected US$8 billion 
surplus projected for 1989 represents a fall of 
more than 40% from 1988. 

All this leads South Korean officials to 
argue that the days of massive trade sur- 
pluses are over. Other Gatt members take 
the view that South Korea is likely to survive 
present troubles without a re-emergence of 
balance-of-payments problems. That, at 
least should be a crumb of comfort for 
Seoul s 
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US alleges South Korean ‘food terrorism’ 
ce 








By Mark Clifford in Seoul 


US official calls it "food terrorism." 

South Korean consumer groups say 

MA they are just looking out for the 
health of the nation. 

The squabble is over imported grapefruit 
from the US which allegedly have a car- 
cinogenic agent. It is yet another skirmish in 
the continuing South Korean battle against 
imports of US agricultural products. 

The Citizens' Alliance for Consumer Pro- 
tection of Korea (CACPK) alleged on 16 June 
that a sample of 30 imported grapefruit it 
bought contained traces of alar, a growth 
hormone generally used on apples and 
pears. Sales of imported grapefruit ground 
to a halt as US officials vainly tried to explain 
that alar had never been used on grapefruit, 
if for no other reason than that it does not 
make citrus fruit grow better or bigger. The 
US says that the CACPK misinterpreted test 
data. 

The controversy quickly developed into 
a minor international incident, with the US 
incensed at the unwillingness of the South 
Korean Government laboratory which did 
the test to explain the result. A US senator 
from Florida, which claims to produce half 
of the world's grapefruit, reportedly said 
that the US should reconsider its decision to 
spare South Korea from trade sanctions 
under the so-called Super 301 section of the 
1988 trade bill. US officials in Seoul delivered 
a formal diplomatic protest to the South Ko- 
rean Foreign Ministry on 26 June. 

Grapefruit sales virtually stopped, as 
South Korean consumers remained uncon- 
vinced that alar was almost certainly not 
used. Much of the blame — some would say 
credit — goes to the South Korean press. 
Local reporters told a bewildered executive 
of the Florida citrus department who flew to 
Seoul that they could not accept his conten- 
tion that there was no alar on grapefruit. 

One reporter speculated that the chemi- 
cal was added only to export fruit in the or- 
chards, while another suggested that it was 
put on during shipping, to act as a preserva- 
tive. Most tellingly, several journalists said 
that even if there was no alar, there almost 
certainly were other nasty chemicals used 
on Florida grapefruit. Imported grapefruit is 
guilty in general, if not on the alar charge, 
the reporters said. 

The controversy seems to have stemmed 
from CACPK's misreading of the Ministry of 
Agriculture's test result. The laboratory re- 
port said that less than 0.5 parts per million 
(ppm) of alar were found; the laboratory 


Bitter and twisted 


later told US officials that its testing method 
only allowed it to test for 0.5 ppm or greater 
and that in fact it had found no alar. But the 
ministry did not go public with that state- 
ment and refused to release actual results to 
the US. 

Ironically, use of alar in South Korea's or- 
chards is extensive, though this has been ig- 
nored by the local press. Last year South 
Korea produced 5.3 tonnes of alar for 
domestic use, and imported additional 
supplies. In the first four months of this year 
alone the country produced 3.1 tonnes, 
though the Agriculture Ministry has sub- 
sequently restricted production. Most of the 
alar is apparently used on apples and pears, 
which are two of the most widely grown 
fruits in South Korea. 

If the alar row were an isolated incident it 
probably would have been smoothed over 


quietly. But the controversy it generated re- 
flects anger on both sides. The US complains 
that implementation of trade liberalisation 
agreements tends to lag and that a range of 
non-tariff barriers prevent sales from in- 
creasing. 

Grapefruit imports, for example, were 
"liberalised" several years ago but a 16-day 
quarantine period assured that the fruit was 
tasteless by the time it got to the market. 
Sales boomed after the quarantine period 
was cut to four days in 1987. Last year im- 
ports of US grapefruit nearly quadrupled 
and they continued to increase in the early 
part of this year. During the first four 
months of 1989 alone US$3.5 million of 
grapefruit were imported, as much as in all 
of 1988. 

In another case, cherries were nominally 
liberalised in 1982. US officials say, how- 
ever, that stringent sanitary and health regu- 
lations effectively prohibited general i77—^7- 
tation until this spring, seven years lat 

Restrictions on US pet food imports con- 
tinue because dog food is classified as live- 
stock feed and subject to stringent import 
controls. South Koreans consider dog meat 
a delicacy, and dogs are raised for the table 
throughout South Korea. a 
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Malaysia to restore many government spending cuts 


Public pur 


By Nick Seaward in Kuala Lumpur 


he Malaysian Government's mid- 
T term review of its Fifth Malaysia Plan 
1986-90, calls for the restitution of 
more than 35% of the cuts in development 
funds which had been imposed during the 
recent recession. Public-sector development 
expenditure will now be M$57.51 billion 
(US$21.36 billion) over the life of the plan, 
up from the M$47.68 billion proposed in 
1987. Originally, M$74 billion was allocated 
when the fifth plan was drawn up in 1985. 
In his foreword to the review, Prime 
Minister Datuk Seri Mahathir Mohamad 
said that improved government finances 
and a buoyant economy had been the result 
of “determination and major sacrifices” over 
the past few years. Mahathir added, how- 
ever, that Malaysia could not afford to be 
complacent about the future. The private 
sector would have to provide most of the 
growth in the economy and the government 
would continue to reduce its role in com- 
merce and industry, while continuing to in- 
vestin infrastructure and education, he said. 
Of the M$57.5 billion in the revised pub- 
lic development budget, M$29.2 billion re- 
mains to be spent within the remaining two 
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years of the plan's life. About a quarter of the 
restored funds will go towards further in- 
frastructure projects, including urgently 
needed track rehabilitation for the Malayan 
Railway, new transmission and distrib ` 3 


networks for the National Electricity | 1 
and improvements to roads operated by the 
Malaysian Highway Authority. 


The government has also allocated 
M$600 million for the proposed mountain 
road linking the three main highland resorts 
in the peninsula and M$1.2 billion for twc 
existing universities. However, the roac 
project is subject to approval after comple 
tion of survey work. 

The new emphasis on investment in in- 
frastructure rather than in industry is appar- 
ent in the revised estimates. Of the total de 
velopment budget, 22% is earmarked for in: 
frastructural projects, compared with 17.5% 
in the original plan. Meanwhile, direct in. 
vestment in industry and commerce i: 
down to 11.5% of the development budget 

"The government will continue with the 
consolidation policy," says the review, "re 
fraining from further direct investment in ac 
tivities best undertaken by the private sec 
tor." The review's planning targets assume 
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Malaysia's export mix 


Palm oil 10. 4% 
Forestry 10.3% 
Crude oil 22.9% 


Manufactures 
32.8% 


1988 export value 
M$55,334 million 


Others 12.196 


that private investment in real terms will 
grow by 12% a year, of which the non-oil 
sector will account for 9.8%. These figures 
assume that non-oil private investment will 
total M$21.4 billion in 1978 prices. 

Private spending is expected to account 
for all but 0.2 of a point of the 7% growth in 
real GDP, the growth level projected by gov- 
ernment planners for the past two years. 
About one-quarter of this is expected to be 
contributed by private spending, with the 
remainder coming from consumption. To 
realise this aim, the review states boldly that 
the government "will ensure sufficient 
liquidity at a reasonable cost . . .' 

This would seem to indicate that the cur- 
rent policy of keeping lending rates low — 
and thereby risking further downward pres- 
sure on the ringgit — will continue for now. 
Even with the current low level of the 

sit, imports are expected to grow at the 

‘ate of 11% a year for the final two years 
of the plan, compared with 8% annual 
growth for exports. 

The 7% real GDP growth projection may 
seem rather low in view of the 8.7% growth 
achieved last year (a figure re- i 
vised upward from the central Es. 


banks 8.1% estimate in 
March). However, if 7% is 
achieved over 1989-90, it will 


push up the average actual 
growth rate over the life of the 
fifth plan to 5.8% a year, ex- 
ceeding the plan's original 
target of 5%. 

In addition to achieving the 
main macro-economic targets, 
the poverty eradication pro- 
gramme of the New Economic 
Policy (NEP) looks close to be- 
coming a success by 1990. The 
overall incidence of poverty de- 
clined to 19.3% last year, com- 


pared with a target of 16.7% by 
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More funds allocated for track rehabilitation. 


1990, though in terms of households, the 
improvement was marginal. 

(For the first time, the government has is- 
sued the yardstick by which it measures 
poverty. This should help the mid-term 
review's findings avoid much of the con- 
troversy that dogged past estimates, which 
some people have rejected as unsubstan- 
tiated and politically motivated, due to the 
government's refusal to divulge its defini- 
tion of poverty used. The current poverty- 
line income for the purposes of the review is 
M$350 a month for a household of 5.14 per- 
sons in the peninsula.) 

However, the slowdown in direct partici- 
pation by government agencies in the econ- 
omy has almost certainly contributed to the 
failure to achieve the economic restructuring 
targets of the NEP. 

Government or state-owned industrial 
and commercial projects have long been 
traditional entry points for bumiputras (the 
indigenous, mainly ethnic Malay, Malay- 
sians who make up 60% of the population), 
who are seeking a career in the private, non- 
agricultural sector. The share of jobs in the 
manufacturing sector held by bumiputras is 
expected to decline from 45.875 in 1985 to 
44% in 1990. 


equity of Malaysian companies has 

stagnated over the life of the fifth plan 
at a little more than 19%, despite an absolute 
increase of M$4.2 billion. Overall, Malaysian 
paid-up capital increased by some M$20 
billion over the first three years of the 
plan. 

Meanwhile, the foreign-held share of 
Malaysian equity decreased from 26% in 
1985 to 24.6%, leaving non-bumiputra 
Malaysians and nominee companies with 
an enlarged share of 56%. The drop is sur- 
prising because foreign equity in approved 
new projects in manufacturing from 1986-88 
accounted for 58% of the total — attracted, 
no doubt, by the government's relaxation of 
the NEP's equity restrictions and the liberali- 
sation of licensing requirements under the 
Industrial Coordination Act. 


ta imilarly, the bumiputra share of the 
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Malaysia s corporate carve-up 





The mid-term review, though, asserts 
that these restrictions and requirements had 
not — upon subsequent investigation — 
been found to have hampered private in- 
vestment. “The decline in private invest- 
ment during the period 1985-86 was found 
to be more associated with the reduced 
levels of profits in the economy and the 
overall cutback in government spending 
rather than the NEP,” states the review. 

If this is a hint of the government's future 
attitude, then the review becomes quite 
explicit about its intentions towards the NEP 
after the December 1990 closure date for ap- 
plications under the relaxed rules. It states 
that while these relaxed rules have reduced 
the efficacy of the Foreign Investment Com- 
mittee (FIC) in forcing through NEP-style re- 
structurings, the spur to corporate growth 
given by these concessions has "provided 
greater opportunities to enable the FIC to im- 
plement equity restructuring on more com- 
panies in the future." 

Quite clearly, the creation of the 
"bumiputra commercial and industrial com- 
munity" is firmly back on the government's 
agenda. Simple demographics 
will ensure that this becomes 
the case, anyway. 

The review notes that by 
1990, bumiputras will account 
for 45.8% of the country’s 
urban population. Further- 
more, due to the considerably 
higher birth rates of the Malays, 
in particular, the proportion of 
bumiputras to the total popula- 
tion is projected to rise from 
60% to 62% by 1990. If this rate 
of change keeps up, by 2010 
Malaysia will be reaching the 
same proportions of popula- 
tion mix which are currently 
seen in reverse in Singa- 
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PAK IS TAN 


V Bhutto’s unbalanced books 


rime Minister Benazir Bhutto's gov- 

ernment is facing a triple economic 

threat, topped by a fragile political 

situation resulting from the making 
and unmaking of political alliances against 
her. The three economic threats are: the 
budget deficit, current-account deficit and 
inflation. 

Still, the government is forecasting an 
economic growth rate of around 6% in fiscal 
1990 (starting 1 July 1989), with major invest- 
ment earmarked for energy, water re- 
sources, communications and education. 
Bhutto attaches a high priority to education 
— only a third of the population has 
barely an elementary grasp of reading and 
writing. 

The budgetary deficit has risen from Rs 
58.6 billion (US$2.8 billion) in fiscal 1988 to 
Rs 60 billion in 1989. While the government 
says it has curtailed expenditure, critics say 
the measures are only cosmetic, pointing to 
the growth of bureaucracy and unproduc- 
tive jobs over the past six months, mainly 
designed to distribute political patronage. 
Senior economic officials also say the deficit 
is understated so as to convince the IMF that 
Islamabad is trying to curb its deficit, which 
has led to more borrowing and deficit 
financing. 

As a way to generate more resources, the 
government has levied sales tax on 44 
categories of items, raised fees for telephone 
and postal services, and withdrawn tax 
holidays for a wide range of industries. The 
budget for fiscal 1990 has provided for Rs 9.6 
billion in new taxes. This was largely done at 


the prodding of the IMF in return for a 
US$823 million structural adjustment facility 
and other assistance. 

Even before the new budget was un- 


veiled on 3 June, prices of a wide range of 


products and services were under pressure. 
The inflation rate for fiscal 1989 is estimated 
at 11%, while the prices for basic necessities, 
food and consumer goods have risen by 
18%. Inflation is unlikely to be checked in 
the near future. 

Industrial production is currently weak, 
rising by only 1.2%, compared with 10.6% 


Deficits keep growing 





in 1988. Before Bhutto’s Pakistan People’s 
Party (PPP) government took office last De- 
cember, production had already been af- 
fected adversely by ethnic and labour unrest 
and demands for better wages in response 
to the party’s populist election campaign. 
This has affected productivity. The present 
spate of protest strikes, against the imposi- 
tion of a 12.576 sales tax, are continuing and 
may further aggravate poor production. 


The balance of payment remains under 
strain. The government had planned to re- 
strict the current-account deficit to US$1.25 
billion in fiscal 1989. It was estimated that 
with a projected long-term net capital inflow 
of US$1.24 billion, and after adjustment of 
other accounts, there will be a US$240 mil- 
lion drawdown in foreign-exchange re- 
serves. 

But the latest estimates indicate that the 
current-account deficit is US$1.982 billion, or 
about US$732 million above target. Long- 
term capital inflow from foreign sources is 
also likely to be larger that the estim^*ea 
amount by US$577 million. It means | 
1989 will close with a US$66 million bunu- 
up, rather than a US$240 million draw- 
down. 

Remittances by Pakistani workers 
abroad, at US$1.88 billion, are a shade lower 
than the US$1.9 billion forecast. Remittances 
may shrink further as more workers return 
from the Middle East. However the PPP gov- 
ernment, which has good relations with 
some Middle East countries, is trying to 
boost manpower exports once again, both 
as a means of relieving domestic unemploy- 
ment and also in the hope of increasing for- 
eign-exchange earnings. 

Pakistan’s outstanding foreign debt is 
currently US$14 billion. It may increase 
somewhat during fiscal 1990, depending on 
how much of foreign aid commitments are 
used in development funding. Exports in 
fiscal 1989 were US$4.4 billion, just 1.7% up 
from 1988. Imports rose 2.9% to US$7.12 bil- 
lion. mMohammedA — 
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There's no tougher truck on 
earth than a Mack® truck. 
Year after year, it thrives un- 
der conditions that destroy 
ordinary trucks. So it lasts 
longer on the job and spends 
less time being serviced or 
repaired. 


Mack engineers the 
entire truck — cab, chassis 
and powertrain — with inte- 
grated, Balanced Design so 
that all components work 
together as a perfectly 
matched team. The result? 
Superior power, efficiency 
and reliability. 


Qur trucks are supported 
by an equally dependable 
worldwide parts and service 
network with strategic loca- 
tions. Each staffed and 
stocked with certified tech- 
nicians and genuine Mack 
parts, because there is no 
substitute for Mack Quality. 


A Mack truck is a lasting 
investment, and ultimately 
worth more because it costs 
less to operate. No wonder 
Mack is the first choice for 
trucks that last 





For more information, contact Mack 
Trucks, Inc., P.O. Box M, Allentown, 
PA. 18105, USA. Telex: 847429 
Fax. (215) 439-3308 


©1989. Mack Trucks. Inc 
5*Registered trademark of Mack 
Trucks, Ini 
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YOU ARE LIKELY TO 
MAKE ALL YEAR! 








If you are considering, or are now, investing in one 
or more of Asia's fast paced stockmarkets, a trial 
of ASIAN MARKETS MONITOR may prove to 
be your wisest investment in 1989. As everyone 
knows a major key to successful investing is having 
the right information at the right time, and that's 
what each issue of AMM delivers to its many read- 
ers each and every week. 


A no nonsense, straight from the shoulder weekly 
newsletter AMM will provide you with detailed 
market commentary, objective reports on sectoral 
developments and the reasons behind them, high- 
lights of results of large and medium sized com- 
panies, informed analysis and opinion and much, 
much more. 


Normally available for longer terms for a limited 
time only we are offering a trial to . . . 

ASIAN MARKETS MONITOR so that you can 
discover for yourself how very helpful AMM can 
be to you when it comes to making the right invest- 
ment decisions. 


AMM is written, complied and edited by 
specialists throughout the Asian region and pub- 
lished by a wholly owned subsidiary of Review 
Publishing Company Ltd., publisher of the Far 
Eastern Economic Review, Asia's most authorita- 
tive business/news publication. | 


Because we are so confident that once you've 
sampled AMM for yourself, you will discover 
how valuable it can be to you in making invest- 
ment decisions, we are offering a 13 issue 
trial-period for only US$150. That amounts to 
US$11.54 per week, less than the price of a moder- 
ate lunch. 


Why not begin 1989 with your best investment foot 
forward by placing your trial order to AMM today. 
We firmly believe that you will begin benefitting 
from the very first issue. 


«E YOUR GAIN: I. ' 
1989 WITH ONE OF THE 
INVESTMENTS 








If for any reason after ordering AMM you wish tc 
stop your trial subscription, you may do so at any 
time and receive a full refund of the unused 
tion of your payment. 


Order now while you are thinking about it and 
start receiving the kind of timely news and infor- 
mation you need to have about the Hong Kong, 
Singapore, Malaysian, Philippine, Thai and Ko- 
rean stockmarkets. You have everything to gain 
and nothing to lose. 


To order simply complete the coupon and send it 
along with the appropriate payment or completed 
charge card information. 


eee NEAN 
To: Publications Div., Dept. AMM, Review Publishing | 


Company, Ltd., GPO Box 160, Hong Kong. 


| O Yes! Please enter my 13 issue trial order to Asian Markets | 
Monitor immediately so that I can begin to benefit from the ¥ 
investment intelligence I will receive each week. 13 issues - 
US$150/£91/HK$1,170. 
O I perfer to order for 52 issues — US$599/£363/HK $4,670. 
You may forward equivalent payment in any convertible cur- 
rency. 
O Lenclose-— in payment thereof (cheque payable to 
Review Publishing Company Ltd.) Or, please charge my 
credit card (tick one): 


C] American Express LJ Diners Club 
C] MasterCard O Visa 


Exp. Date 








(please print in block letters) 
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Red rags and red lights 


t was only appropriate that Porntip 

Nakhiranok, or Pui as her fans know 

her, was named Miss Universe in the 

same year that Thailand’s economy be- 
came a global star. Alas, her Cinderella year 
is over, and she is crashing back to reality. 
Adoring crowds that mobbed her have now 
become packs of wolves. 

Pulling publicly at her sleeves are her “TIl 
make you a star" Thai agent; her pure-of- 
heart fiancé, who wants to promote a “Pui” 
perfume as soon as they marry; and her 
mother, who of course wants more of the 
best for Pui, since it means more of the best 

e family. 

„ae unseemly squabbling reminded 
Shroff of Thailand's other global darling, 
Thai Airways International. In the most re- 
cent episode of “we know what's best for 
you," government officials ordered the air- 
line to change its engine supplier. The argu- 
ments for the change do not mention the im- 
portant points: engine price, suitability and 
delivery time. 

This follows earlier blatant political inter- 
ference in Thai's fleet development, reserva- 
tion systems choice and public flotation. It 
shows that, as with Pui, life at the top is no 
rose garden. When you hear the Thai motto 
We Reach For The Sky, think of John Wayne 
with a bandito's six-gun between his 
shoulder blades. 


This should serve as a reminder to the 
investment bankers at a recent conference in 
Bangkok. Strong cheers there were for the 

‘1g words of James Capel's Alistair Ross 
hn ey: "Thailand is a rising star of world fi- 

cial markets — not undiscovered, but 
nowhere near the zenith . . . There is an out- 
standing opportunity of creating a financial 
centre here which can not only hope to be a 
leader in the Asia-Pacific region but will be- 
come important on a world scale." 

Sentiment was such that they pooh- 
poohed Goobey’s prediction of a US$100 bil- 
lion capitalisation Securities Exchange of 
Thailand (SET) in 2000 as bearish. This feeling 
was underwritten by expectations of bene- 
fits from Indochina business and the sup- 
posed resurfacing of Stalinism in China. 

Is this maybe not expecting too much? 
There is no denying the strength of Thai 
growth. GDP could expand 9-10% this year, 
well spread throughout the economy and 
reflecting overheating only in the property 
sector. The current-account gap is under 
control; Thai export markets are being diver- 
sified; inflation is below 5%, and liquidity in 
the banks remains high with the help of 
bundles of cash from East Asian investors. 
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On the other hand, one has to look at the 
Thai side of the investment equation — it 
really cannot absorb a new gush of direct in- 
vestment. Not only does Thailand's infra- 
structure barely cope with the same rack 
treatment being accorded Pui, but its man- 
power supply, semi-skilled workers and 
above, is painfully overstretched. With 
cheap labour neighbours Indonesia and the 
Philippines snapping at its heels, Thailand 
can only be competitive in higher value- 
added goods. 

Additionally, there is little effort being 
put into updating a badly outdated commer- 
cial code. This will continue to retard 
modernisation and openness in the busi- 
ness sector. So the SET, if it is flooded with 
the cash Hongkong brokers say is already 
moving outward, can only turn into a liquid- 
ity-driven, Taipei-style bourse — supply will 
never keep up with demand. 

Optimism over the benefit to accrue to 
Thailand from China's problems and In- 
dochina's openingisalso premature. Foreign 
affairs expert Sukhumbhand Paripatra re- 
minded that Thailand and Vietnam are trad- 
itional enemies, and Cambodia is likely to be 
kept as a buffer between the two. 

It would be good, then, to keep Thai- 
land's growth picture in perspective, while 
heeding the worries of Sukhumbhand that 
greed, especially on the part of those trying 
to exploit Thailand's neighbours, could kill 
the golden goose. 


The caution flags should also be out for 
the fantasy of Bangkok as a regional finan- 
cial centre, a practical idea but politically 
impossible. No doubt Thailand could re- 
place a crumbling Hongkong and a Singa- 
pore that brokers regard as a necessary evil. 
Bangkok is far more hospitable, and cer- 
tainly the Capels and Merrill Lynchs of the 
world would enjoy life in the City of Angels. 

But for all the plaudits the Chatichai 
Choonhavan government deserves, things 
can only change so fast, as evidenced by the 
business-as-usual handling of Thai Interna- 
tional. As one broker noted, if the military 
really wanted to help build the economy, it 
would nuke the savings gap by allowing 
Thai, and the other state enterprises it con- 
trols, to sell shares to the public. Equally 
short-sighted on listing state firms are the 
immeasurably influential leaders of the 
Chart Thai and Social Action parties. 

The only bright spot is finance minister 
Pramual Sabhavasu, who despite stumbles, 
seems bent on adopting rational, open 
policies. But even he, and his favourite cen- 
tral bankers down in Bangkhunphrom, are 


FAR EASTERN ECONOMIC REVIEW 


unlikely to be able to push through currency 
liberalisation. The Bank of Thailand (BOT) 
has done preliminary studies on loosening 
controls. But BOT sources there say the idea 
is far from being accepted. 


The SET took the investment bankers' en- 
thusiasm to heart, pushing the index to 
new, but hardly unreasonable heights. 
Leading this charge was Union Bank (UB), 
currently the subject of a to-the-death battle 
between two shareholder alliances, the As- 
vinvichitr and the Cholvijarn families. 

The newest twist came with a capital call 
by UB — the Cholvijarn block, with 45%, 
challenged the right of the Asvinvichitr's 
(43%) major supporter, Arab Banking Corp. 
(ABC), to pick up its share of the increase. 
ABC's 25% share, the Cholvijarns allege, is 
held by nominees all with the same PO box 
address in Jersey, Channel Islands, contra- 
vening BOT rules that no more than 5% can 
be held by one shareholder. 

The Cholvijarns of course hope to water 
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down the Asvinvichitr block to gain major- 
ity control. BOT has said enforcement of the 
shareholding limit is up to UB’s own share 
registrar. 

This will only prolong the months-old 
battle. Moreover, if every banking family 
was looked into — most likely including the 
UB families as well — one would only see il- 
legal share concentrations. That is probably 
why BOT prefers to avoid the issue itself. 

Shroff, though, can understand why ABC 
would be a target. One of the sponsors of 
the investment conference, ABC's managin 
director (and 0.42% UB shareholder) A. A. 
Breish, spoke on Thai-Middle East rela- 
tions. Breish, for some reason, kept referring 
to the country as "Thighland." 

Maybe that is excusable, given Bang- 
kok's reputation outside the investment 
community. m Paul Handley 
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Hongkongs Sino Land rides the property market 


The brave cyclist 








By Christopher Marchand in Hongkong 


|| n the search for casualties of the slide in 





Hongkong's property market, triggered 

by the Tiananmen Square massacre, 
most would seek out Sino Land. Not afraid 
to take a view and heavily in debt, Sino Land 
has won itself a reputation for running in the 
fast track. 

Predictably, rivals say that Sino has 
bought most of the land at government land 
auctions in recent years by quoting excessive 
prices which leave little margin for profit. 
But risk-taking, and a consistently bullish 
view on Hongkong and China, have been 
the trademark of both Ng Teng Fong, the 
Singapore-based property magnate who is 
Sino Land's ultimate controlling sharehold- 
er (through Sino Realty), and his son Robert 
Ng Chee Siong, who commands the Hong- 
kong axis of Ng's empire. 

Despite the roller-coaster fortunes of the 
territory's stock and property markets, the 
Ng family has invested in Hongkong prop- 
erty for 18 years, through cycles far more 


there is a lack of clarity over debt exposure. 

Ownership distinctions often appear 
blurred between the Ngs' public and private 
companies. The existence of a second listed 
vehicle, Sino Realty Enterprises, which 
owns 58.5% of Sino Land, adds to the confu- 
sion. Question marks also hang over Sino's 
marketing strategy. Robert Ng appears to 
have rejected the standard approach of pre- 
selling developments at a discount, in 
favour of trying to fetch top market prices on 
completion. This policy could be backfiring, 
and is a factor in Sino's weak profit growth 
in the past two years. 

Add to this the normal travails of life in 
the fast lane — high but unstated debt inflat- 
ing the interest bill, stock investments 
whose value slides when the market 
crashes, and the uncertainty created by 
Robert Ng's spectacular personal losses in 
futures — and the question arises if the Ngs' 
successes rely more on faith than skill. 

Sino's stock investments are a case in 
point. These were aimed at boosting profits 
which were being weakened by high debt 


Sino Land profit record 


1983" 


140. 


HK$ million 


Shareholders' funds 


1984 
878.33 










Turnover 


| Profit before 
extraordinary items 









Return on capital employed (%) | 16.44 


“Years ending 30 June - 





threatening than the current downturn. 
They have amassed a development and in- 
vestment land bank — largely comprising 
prime office, hotel and retail space in Tsim- 
shatsui — of some 23 million ft?, That ex- 
ceeds the 20 million ft? held by Lee Shau- 
kee’s Henderson group or the 15 million ft? 
of Cheng Yu-tung’s New World Develop- 
ment. 

But the Ngs have not won the blue- 
chip status accorded to Henderson, New 
World Development, or Thomas Chen's 
Hang Lung Development. This is largely 
because only a small (and less valuable) part 
of their holdings is listed. Furthermore, Sino 
has not managed to establish an image of in- 
dependence or consistency. Policy appears 
erratic, with development plans often 
changing with bewildering rapidity, and 
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charges. The Ngs, however, got out neither 
before the October 1987 crash nor before the 
Tiananmen Square massacre. Indeed, in 
1987, most of the Ngs' shares were bought in 
the summer preceding October's plunge. 
Sino's 4.9% long-term stake in Hongkong & 
Shanghai Hotels, bought in the week before 
Black Monday, now shows an unrealised 
loss of HK$90 million (US$11.5 million). 
Robert Ng invites characterisation as an 
inexperienced and overly opportunistic 
hand on the tiller. Friendly and optimistic, 
Ng is a natural bull market player. But he 
plays to excess — as an individual holder of 
long contracts in Hongkong's futures mar- 
ket, he was caught owing HK$1.03 billion 
when the market crashed in October 1987. 
Ng's positions were held through two 
limited liability Panamanian companies. 
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Since he could not pay the bill, these com- 
panies promptly went bankrupt. Ng argued 
that he was not liable for the debt. The gov- 
ernment agreed with him, against the ad- 
vice of some of its lawyers and investigating 
officers, and Ng won a deal allowing him to 
repay only HK$650 million of the debt over 
eight years, without interest. 

Political considerations dictated such le- 
nient treatment. Apart from Ng possibly 
winning a court case, the government 
thought that going to court could trigger a 
halt in futures debt repayment by other 
debtors. And an embarrassing similarity 
was also created by Hongkong & Shanghai 
Banking Corp.'s own resort to limited liabil- 
ity in not funding the vast bulk of its futures 
debt left unprotected by the futures market 
guarantee. In short, the sheer scale of Ng's 
debt qualified him for privileged treatment. 

To a degree, the absence of strong local 
support has forced the Ngs to be aggressive 
in entering the Hongkong property 5 
ket's big league. Lacking the range of p... ....: 
contacts wielded by Sun Hung Kai Proper- 
ties or Henderson Land, the Ngs had to win 
the bidding at the government's public land 
auctions and tenders to stay in the big 
league of property developers. 


T heir faith in Hongkong enabled them 


to collect some wonderful bargains in 

the 1982-85 recession. China-Hong- 
kong City, bought and developed for 
HK$1.1 billion, is today worth some HK$6 
billion. The Ngs loaned Sino the cash to buy 
its 25%, while the family directly owns the 
other 75%. The Ngs, on their private ac- 
count, also bought resort land in Hongkong 
for HK$9 million. This land is now worth 
HK$1 billion. 

Sino Land profited from a Shatin com- 
mercial centre, which was bought and de- 
veloped for HK$389 million. The company 
hopes to sell it for HKS2 billion, the prc^* *^ 
be credited in the year to 30 June 1990 l 
Ngs also proved big winners from earuez 
property downturns. Their Tsimshatsui of- 
fice assets (Empire Centre, Tsimshatsui 
Centre and the Emporium) were bought in 
the mid-1970s downturn, as was a 15% stake 
in the site which is now the Bond Centre. 

In retrospect, one can see that had Sino 
bought its partners’ 85% rather than selling 
to Australian Alan Bond, and enlarged its 
capital base — a simple task in the happy 
days of 1987 — the company would have 
been catapulted into the big time. 

Meanwhile, debt has soared while pro- 
fits have almost stopped growing. Profit in 
the six months to 31 December 1988 rose just 
1.1% to HK$174 million. Debt is not com- 
pletely disclosed, as Sino holds much of it in 
associated companies. Robert Ng told the 
REVIEW that Sino's guarantees on associated 
company debt do not exceed HK$1.2 billion, 
while on-balance sheet debt was expected to 
rise to HK$1.6 billion in the year to 30 June 
1989. Before asset revaluations, Sino's debt: 
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equity ratio would rise to 66%. Ng, how- 
ever, insists that cash flow will be strong 
enough to service this level of debt. 

Profit growth is a related problem. A 
hefty slice of interest will be charged only to 
future profit, because terms on many loans 
stipulate that payment will start only on the 
projects' completion. Moreover, rising land 
bank costs mean that property prices will 
have to keep rising sharply if Sinois to earn a 
decent return. 

Ng attributes slower profit growth to the 
building of Sino's investment property base, 
which now totals an impressive 3 million ft. 
Ng, however, refused to pre-sell develop- 
ments, notably the Yau Tong industrial es- 
tate which the company wanted to sell at top 
prices this year. Rather than pre-sell Yau 
Tong at HK$400-450 per ft?, Sino has opted 
to sell 50% at HK$650-700 per ft?. Events in 
China have now rather upset these plans, 

Ng hopes the opening of the second 
Dao: tunnel later this year will help 
e rest. 

Yau Tong was supposed to be a major 
contributor to this year's profits. As a result 
of the difficulties, profits may not rise much 
on last year. Sino has also withdrawn plan- 
ned residential sales from the market. De- 
pending on price patterns, it might lease the 
properties. That would further reduce short- 
term profit. 

Certainly, Ng's attempt to go for broke 
by selling in a rising market, rather than in 
locking-in profit earlier, threatens to come 
unstuck in the wake of the Tiananmen mas- 






Sino Land in the market 
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sacre. Small wonder then that Ng cheerily 
told the REVIEW that China's latest political 
appointments (of 23-24 June) would be good 
for business. 

Ng does need to tackle analysts’ percep- 
tions that public shareholders' interests take 
second place to those of the family. Ng says 
that ownership of properties is split between 
the public and private sectors on the basis of 
cash flow. But better disclosure, especially of 
smaller property purchases, is needed. 

The group also needs to rationalise its 
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World Bank forced to defer China loans 





y Review Correspondents 
T he decision by major industrial coun- 








tries to halt official and multilateral 
agency credit to China as their main 
avenue of protest against repression of 
democratic reform by Peking will bear heav- 
ily on the areas of the economy the leader- 
ship believes are in most urgent need of de- 
velopment. Already frozen are more than 
US$10 billion in aid projects from the World 
Bank and Japan. 
The most painful — and most immediate 
— impact will come from the World Bank's 
decision, under pressure from the US and 
European countries, to freeze seven loans, 
worth a total of US$780.2 million, which 
were due to go to the bank's board for ap- 
proval before the end of its financial year on 
30 June. 
The bulk of the lending was for power 
and transport projects, and for industrial de- 
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put on hold 


velopment in Shanghai, until recently the 
responsibility of new party General Secret- 
ary Jiang Zemin. Supreme leader Deng 
Xiaoping, on 9 June in his only major speech 
since the Tiananmen Square massacre, em- 
phasised the continuing need to expand 
electricity production and transport facili- 
ties. 

The formal decision to hold up the loans 
was announced on 26 June after the director 
of the bank’s China department, Shahid 
Javed Burki, returned from a hurried trip to 
China. US sources said the bank’s decision 
followed from the position taken by the US, 
Japan, the EC and other important partners 
opposing new loans to China. 

In keeping with the World Bank's princi- 
ple that its lending is not influenced by poli- 
tical considerations, the bank said in a state- 
ment that "in consultation with the Chi- 
nese" it had decided to defer consideration 
of the seven loans. "Timing of discussion of 
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unwieldy corporate structure. The sight of 
large private interests cohabiting with the 
public company has created market distrust. 
The family's financial strength is also of 
legitimate market interest — either because 
of the potential support it could give to Sino, 
or the demands it might make. 

The family’s strong revenue base 
suggests it should not encounter cash flow 
problems. On the other hand, the Ngs took 
major equities and futures market hits in the 
October 1987 crash, and Hongkong Bank 
had to extend them a HKSI billion credit 
line. 

Ideally the family should copy other 
Hongkong tycoons in injecting the bulk of 
their Hongkong properties into the public 
company. The drawback here is that the 
Ngs would hardly get fair value for their 
holdings in the present climate. 

Robert Ng says he wants to turn Sino 
into a blue-chip company, but a better policy 
might be to privatise. That would certainly 
test the depth of the Ngs confidence in 
Hongkong. Failing that, the public holdings 
could at least be tidied up, perhaps by turn- 
ing Sino Realty into the arm of the group's 
burgeoning hotel interests. 

Time is needed to assess how both stock 
and property markets will perform. But if 
Robert Ng learns just one lesson from his er- 
rors, it should be that a true blue chip com- 
pany is not so much a runner on the fast 
track, as an animal which posts steady rises 
in profits and dividends. That is a trick Ng 
has yet to learn. * 


such loans will be kept under review and de- 
termined in consultation with the Chinese,” 
it added. 

"Consultation with China" is a face-sav- 
ing device for the bank as well as China. It 
would be more correct to say that the 
Chinese were informed of the decision be- 
fore it was made public. It is most unlikely 
Peking would willingly consent to defer- 
ment of important loans when it is trying to 
persuade the world that everything is back 
to normal in China. 

The seven deferred loans could seriously 
slow down China's development in key 
areas. The most sensitive are US$180 million 
earmarked towards the cost of a 600-mW 
coal-fired power station at Yanshi, in Henan 
province; US$150 million (including US$50 
million in soft loans) for the bank’s first in- 
volvement in a provincial level scheme to re- 
habilitate the Nanjing-Shanghai highway 
and Dan-Yang section of the Grand Canal; 
and US$150 million for a Shanghai industrial 
development project which would have 
helped set up electronic components, preci- 
sion and scientific instruments, printing 
machinery and electrical apparatus fac- 
tories. 

Another of the projects involves US$160 
million (half of it in soft loans) towards the 
cost of planning and developing urban in- 
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Deng: need for expansion. 


frastructure in the cities of Changzhou, in 
Jiangsu, Luoyang, in Henan, and Shashi, in 
Hubei. The remaining loans are for agricul- 
tural development in Jiangxi province, and 
technical education projects that would 
have assisted feasibility studies for further 
bank-supported projects. 

The loans frozen are the most advanced 
of 34 lending projects worth a total of US$4.7 
billion that China has pending with the 
World Bank. 

Since 1981, the World Bank has commit- 
ted US$8 billion (mostly in soft loans) to pro- 
jects in China. Some US$3.52 billion of this 
has been disbursed and, according to bank 
sources, the remainder will not be affected 
by the freeze on new lending. 

Lending through the Asian Develo “4 
ment Bank (ADB) has been on a much sm 
er scale. Over the past two years, only 
US$416 million of loans to Peking have been 
approved by the Manila-based agency. At 
present, 11 projects worth USS1.14 billion 
are moving towards the approval stage, 
though it is believed none are due to go to 
the board for approval in the immediate fu- 
ture, so there has been no test of the Japan- 
ese-dominated management's attitude to- 
wards extending new credits. 

While Japan has not taken a public posi- 
tion over World Bank or ADB lending, it has 
officially suspended implementation of bi- 
lateral aid to Peking, including a Y 810 billion 
(USS5.8 billion) programme covering 42 pro- 
jects which was due to start in fiscal 1990. 

The Foreign Ministry says the suspen- 
sion will enable the government to "study 
the behaviour" of the new Chinese leader- 
ship and to assess the "physical suitability" 
of the programme. The list of 42 projects was 
drawn up in August 1988 when then prime 
minister Noboru Takeshita visited China. 
Implementation was supposed to take place 
Over six vears. 

Officials say privately that China's choice 
of bilateral aid projects is heavily influenced 
by where top leaders come from. The recent 
leadership shake-up could mean the list will 
have to be revised. " 
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Embattled Bond is savaged by regulators 


Ina foxhole 


By Miche By Michael Malik in Sy Malik in Sydney _ 


(A fter Australian entrepreneur Alan 
Bond's personal "Black Monday" on 
26 June, when he was found not a "fit 
and proper" person to hold a television 
broadcasting licence and simultaneously 
had his subsidiary Bell Resources sus- 
pended by the Australian Stock Exchange, 
Bond bent with the wind. 

The finding against Bond by the Austra- 
lian Broadcasting Tribunal (ABT) though 
damaging to his image, will have no im- 
mediate effect on his ownership of the 
Channel 9 television network, which he 
bought from Kerry Packer in 1985 for about 
ASI billion (US$770.4 million). 

The ABT said five actions, including 
Bond's lack of truthfulness to the tribunal, 
brought it to find his behaviour not that of 
someone who should hold a broadcasting 
licence. But the ABT added that it was 
not certain of its own powers 
to order him to sell off the 
network. 

The divestment decision, 
it suggested, should be left to 
the federal court. Bond has 
already said he will fight 
any finding through the 
courts and delays of one or 
two years before a verdict 
is reached are now expect- 
ed, giving him breathing 
space. 

The action by the stock 
exchange was more threat- 
ening and produced im- 
mediate results. The sus- 
pension of Bell Resources 
was ordered because the 
exchange said insufficient information 
had been given to the market on the 
planned sale by Bond Corp. Bond's 
flagship company, of all its brewing in- 
terests to Bell for A$3.5 billion (REVIEW, 1 
June). 

Behind this move was the implied threat 
to suspend Bond Corp. — which might trig- 
ger default clauses on some loans, some- 
thing Bond clearly could not withstand. Al- 
though the original complaint was against 
Bell for failing to keep the market informed, 
at the heart of the issue was Bond's refusal of 
an exchange order to reveal full account de- 
tails of his brewing interests over the past 
five years. 

After only one day, Bond announced 
that the details would be forthcoming and 
the suspension was lifted. But the action 
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may mean the failure of Bond's plans to shift 
the brewing resources and a huge associated 
debt out of Bond Corp. into Bell, at the same 
time selling down his holding to 40% and al- 
lowing him to de-consolidate the two com- 
panies' accounts. 

Speculation is that losses in the brewing 
division, particularly in US brewer G. 
Heileman, which will be fully exposed by 
the accounts, will make the purchase price 
set by Bond even more implausible than at 
first sight, and that already unenthusiastic 
minority shareholders will reject the deal 

Much hinges on the attitude - 
Spalvins, chairman of Adelaide Stea p 
Co., who holds 19.8% of Bell, since the law 
prevents Bond Corp. from voting its 52% 
holding in Bell on the issue. 

An indication that the exchange ruling 
hurt Bond was his quick retreat from his ap- 
parent stance the previous week that no- 
thing the exchange did would force him to 
reveal accounts that he said 
would give a "misleading" 
impression of the brewing 
assets. Clearly, a suspension 
had not been an option he 
and his advisers had consi- 
dered. 

If the brewing assets sale 
is blocked by shareholders, 
Bond has indicated that he 
has other plans to restructure 
his holdings — and debts. 
One plan would be to re- 


verse the present pro 
make Bell a pure bre 
operation, and make Bor: 


Corp. the brewing arm, sell- 
ing or transferring other in- 
terests such as Bond Media, 
property and mining interests. 

The ABT ruling, though not immediately 
effective, does cast a shadow over the media 
division. The initial impact of the two blows 
was to slice substantial amounts off prices 
for Bond scrip. Bond Corp. shares fell in 
trading on 27 June by nearly 10%, closing at 
93 A cents compared with the year's high of 
AS1.87, putting its capitalisation at a mere 
A$390 million. And Bond Media fell to 28 A 
cents, compared with the year’s high of 44 A 
cents, putting its capitalisation at A$750 mil- 
lion. 

The share price inevitably raised specula- 
tion again that Bond may make a bid to 
privatise Bond Corp. through his private 
Dallhold company, but the estimated A$3.5 
billion in debts the corporation is curing 
may make this an impossible dream. 
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BRIEFING 


Daewoo shipvard workers 

vote to accept pay rise 

> A tense week at South Korean 
shipbuilder Daewoo's strife-torn shipyard 
ended on 26 June when 58% of its workers 
voted to accept a 24% rise in basic salaries 
this year and a similar increase next year. 
The vote paves the way to a solution of the 
stand-off at the debt-ridden shipyard, 
which the company and government have 
threatened to close. On 23 June, the union's 
executive board had narrowly rejected the 
agreement but government threats to send 
in riot police to evict striking workers helped 
sway the rank-and-file vote. The pay rise 
will be funded from the sale of stock owned 
by Daewoo chairman Kim Woo Choong. 
agreement includes cutting the work 
to 44 hours, a no-strike pledge to the 
of 1990 and rehiring of three dismissed 
union activists. 






Australian taxmen compel 
disclosure of records 


> The Australian Tax Commission won 
what it considers to be a landmark case on 
26 June when Sydney accountants 
Greenwood and Freehill agreed to hand 
over facsimile records of transactions 
involving Hongkong-based Acceptor 
Enterprises and Monaco-based European 
Business Consultants. The commission 
claims that access to the records is necessary 
for its investigation of alleged offshore 
tax-avoidance schemes. The accountants 
said the High Court decision was a threat to 
civil liberties. 






an clampdown on illegal 


Taiw 

r upsets investors 
On the heels of a campaign against 

insider-trading on Taiwan's stockmarket, 
market regulators opened fire on the 
widespread use of dummy accounts to 
avoid capital-gains taxes. Staffers of leading 
tycoon Wong Tah-ming, of the Hualon 
Group, were arrested for using the identity 
cards of unwitting job applicants to open 
illegal trading accounts. The latest 
crackdown brought about a 5% drop in the 
market index before regulators suspended 
their probe on 27 June to slow the heavy 
sell-off. 


South Korean bank workers 
threaten strikes over pay 

> Workers at six South Korean banks are 
threatening to strike in protest against 
government pressure to limit their wage 
rises. Management had agreed to a 14.5% 
increase in basic salary, but the government 
threatened retaliatory measures and called 
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on the banks to renegotiate. This is the first 
test of a new government policy to restrict 
wage rises to less than 10%. 


Hume withdraws takeover 

bid for Multi-Purpose 

> Hume Industries (Malaysia) has 
withdrawn its general offer for the 
diversified conglomerate, Multi- 
Holdings (MPH). The move had long been 
expected once Kamunting Corp. had 
managed to buy a strategic 2975 stake in 
MPH from its controlling shareholder, KSM. 
In a statement on 26 June, Hume said that 
the withdrawal had received the approval 
of the Panel on Takeovers and Mergers. 
Hume will now seek permission from the 
Capital Issues Committee to amend the 
terms of its proposed rights issue, which 
was intended to raise funds for the takeover 
bid. 


Business indicators 
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Singapore food processor 

in US joint-venture move 

»> Yeo Hiap Seng, a Singaporean food- 
processing company will team up with 
Temasek Holdings, the investment arm of 
the Singapore Government, and Nabisco 
Inc. of the US to invest US$52 million to 
manufacture Asian food products in the 
US. The joint venture will be taking over the 
assets of an RJR Nabisco subsidiary that 
produces Asian foods under the Chun King 
label. The venture is Temasek’s first direct 
investment abroad. 


Two Thai groups shortlisted 

for major rolled steel mill 

> Two major Thai steel-processing 
companies were shortlisted for Thailand's 
privately invested hot and cold-rolled steel 
sheet plants. The Sahaviraya group, with 
Italian partners Duferco, proposed a Baht 20 
billion (US$775.2 million) plan to produce 
585,000 tonnes of hot-rolled sheets a year 


FAR EASTERN ECONOMIC REVIEW 


^ 
INH AXI 


and 120,000 tonnes of cold-rolled sheet. The 
Siam Steel group, with a lineup of major 
Thai partners, and the Wuhan Iron and 
Steel Design and Research Institute of 
China, plans a more ambitious Baht 35 
billion plant producing 920,000 tonnes of 
hot-rolled and 630,000 tonnes of cold-rolled 
product a year. The government plans to 
choose between the two by the end of July. 


Thai Government sacks 
electricity authority board 

> The board of the Electricity Generating 
Authority of Thailand, the state power 
monopoly, was sacked by the government 
on 27 June. No immediate explanation was 
offered, but reports suggest that the board, 
headed by long-serving government official 
Chaovana Na Sylvanta, resisted specific 
government orders on the privatisation of 
power station development. Chaovana was 
replaced by Thongchat Hongladaromp, 
former head of the petroleum authority. 


Hongkong’s trade gap 
continues to widen 

> Hongkong's trade deficit doubled to 
HK$12.3 billion (US$1.58 billion) for January 
to May, compared with same period last 
year. Government figures show that overall 
export growth of 24.3% lagged behind 
imports — domestic exports rose 7.2% to 
HK$83.1 billion, re-exports were up 38.2% 
to HK$131.2 billion, while imports grew at 
26.9%, to HK$226.6 billion. 


Airlines agree to fly 
Seoul-Jakarta service 

»> Indonesian airline Garuda and Korean 
Air (KAL) have agreed to start a Jakarta-Seoul 
service from October. A KAL official in 
Jakarta said a reciprocal agreement between 
the two countries had been signed, paving 
the way for a weekly flight by each carrier. 
The KAL flight is expected to stop over in 
Singapore and Garuda will stop in Taipei. 
The KAL official said he expected the service 
to expand to three times a week within two 
years to accommodate increased South 
Korean tourism to Indonesia. 


Japanese brewer teams up 

with San Miguel 

> The Hongkong subsidiary of the 
Philippines' San Miguel Corp. food group 
has teamed up with Japanese brewing giant 
Kirin to brew and market Kirin's beers. 
Under a five-year licence, San Miguel 
(Hongkong) will sell half its Kirin beer 
production in the territory and export the 
rest to Southeast Asia. About 5 million litres 
of Kirin beer will be produced a year. 
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Last sale to 26 June Latest Previous week — 3months ago Year ago Average of representative high-grade issues 
Gold London (3) 37425 366.35 391.50 442.25 26 June Latest 1 month ago 6 months ago 
Copper New York (4) US$ 
Current delivery (July) 108.70 11425 139.60 104,50 Domestic 3-5 years] 8.34 8.87 9.12 
Sept. delivery 108 30 7-10 yearst 828 872 911 
International — 3-5 years 8.54 9.06 931 
Current delivery (June) 1,930.00 1.955 00 1.987 50 2872 19 
Aug. delivery na Yen 
Tin Kuala Lumpur (2) 26.30 2647 24 32 18.36 Domestic 3 years 5 z 507 405 
10 years] 5. 524 475 
Cotton New York (4) : 
Current delivery (July 6667 68.96 6164 66.10 nr PA oe 2% 1o 
Sept, delivery 69.35 
Rubber Kuala Lumpur (9) Dm 
Current delivery (July) 257 00 256.00 299 50 368.00 Domestic 3-5 years* na fa 6.20 
Sept delivery 258.00 10 years” na na na 
International 3-5 years] 593 7.15 6.01 
Palm Oil Kuala Lumpur (5) x 
Current delivery (July) 840.00 867.00 920,00 126100 -TOyearst 681 7:06 645 
Sept. delivery 840.00 AS 
Sugar New York (4) Domestic 3 years] 14.91 15.44 nà 
Current delivery (July) 1372 13.06 11-11 10:86 10 yearst 13.56 1405 na 
Oct. delivery 13.69 International 3-5 years] 15.03 1545 
Pepper Si e(10) 7-10 yearst 1415 14.64 
Sarawak Asta bik 100% 497.50 567.50 557.50 725.00 C$ 
Wheat Chicago (6) Domestic 3 years” 1027 10.50 1942 Ud 
Current delivery (July) 397 40 394 20 428.20 380.40 10 years" 9.66 393 10.21 
Sept delivery 401.00 International 3-5 yearst 9 95 10 43 10:52 
Maize Chicago (7) 7-10 yearst 9.61 10.11 10.40 
Current delivery (July) 262.00 262 60 277 60 342 40 f 
Sept. delivery na. Domestic 3 yearst na na na 
Rice Bangkok (8) 10 yearst na na na 
5% white fob 340.00 330.00 285.00 300.00 International 3-5 yearst 11.84 11.49 10.99 
Current delivery (July) 731.00 733.00 784 40 1.029 40 NZS 
Aug. delivery 10460 Domestic 3-5 years? 13:18 13:12 (4:235 
Cocoa New York (B) 7-10 yearst 13.04 13.13 13.60 
Current delivery (July) 1,209.00 1,119.00 1,417.00 1,503.00 International 3 years" 13.22 13.15 14.55 
Sept delivery 1226.00 7-10 yearst 1305 1312 1381 
Coffee New York (4) SFr 
Current delivery (July) 117.05 117 49 127 30 132.55 3-5 
-5 yearst 556 6 46 443 
Sept delivery 110.64 7-10 yearst 542 627 469 
Petroleum Tokyo (11) 
Sumatran light 18.50 18.50 17.45 16.20 ECU 
Brent London (11) 16.65 16.60 20.05 14.95 3-5 yearst 850 858 743 
7-10 yearst 8.53 8.74 7 83 


(1)fatonne (2)M$akg (3)US$anoz (4)US£alb  (5)M$atonne — (6) US¢ a 60 Ib bushel 
(7) USq a 56 Ib bushel . (8) US$ atonne (9) M£akg (10) S$a 100kg — (11) US$abarrel — Source: Telerate "AAA corporate — t Government Source Telerate 


Economic indicators, selected Asian countries 






Australia China Hongkong India Indonesia Japan Malaysia 
Economic Growth % (real) (1) 
1988 122 75 3 49 575 87 
1989 24-35 5-6 45 9(13) 3-5 45 65-75 
International Reserves (5) 
Latest US$13.00b (Aor.) US$18.64b (Mar.) na. US$4.54b (Apr.) US$4.71b (Jan.) US$99.41b (Apr.) US$5.99b (Mar ) 
Year earlier US$10 50b US$18 15b na US$6:20b US$5.09b US$86 16b US$7 01b 
Trade Balance (total merchandise) 
Latest 3 months —US$1 04b (Jan-Mar) -—US$1.89b(Jan-Mar) —US$1:36b (Mar May) —US$139b(Nov-Jan) -*US$3 15b (9) (Sept -Nov.) --US$21 26b (6) (Feb.-Apr ) + US$0 48bí4) (July-Sept ) 
Previous 3. months —US$1.01b - US$4.19b —US$0.33b ~US$1,62b +US$2.81b +US$19.44b + US$0.61b 
Year earlier * US$0 31b =US$6.91b —US$1.13b —-US$137b *US$2 79b T US$19 440 +US$0.570 
Exports (7) 
Latest 3 months US$8 52b US$9 66b US$17 23b US$3 46b US$4 79b (9) US$72 08b (6) US$4 73b(4) 
% change previous 3 months Ek = 4.6 +40 +42 -12 +60 +11.1 
% change year earlier -31 +93 +243 +174 +06 +104 +306 
Imports (8) 
Latest 3 months US$9.56b US$11.55b US$18:59b US$4.85b US$1 64b (9) US$50 B2b(6) US$4 25b(4) 
% change previous 3 months -22 —39.0 +10.0 —19 -304 +46 +157 
% Change year earlier #133 +2t2 *240 *125 -171 *109 *379 
Consumer Prices 
Base JulyBO-June81—100 — Jan.1988—100 Oct.84-Sept 85—100(2)  1960— 100 Apr.77-Mar.78—100 1985-100 1980= 100 
Latest 3 months index average 186.2 (Ocl.-Dec.) 127.4(12) (Jan.) 127.0 (Mar.-May) 819.67 (Nov.-Jan.) 317.87 (Nov.-Jan.) 102.3 (Feb.- Apr.) 130.9 (July-Sept.) 
* change previous 3 months *38 na +28 +15 *10 *04 +14 
% change year ealier +17 «274 +99 +88 +57 +15 +3.2 
Money Supply (3) 
Latest A$156.84b (10) (Apr.) .. Rmb 955.96b (Oct. Dec.) .HK$371.27b (Apr.) Rs 1.951(10) (Apr.) Rps 41.121 (Oct) * 423.84 (Mar. ) M$58. 18d (Sept.) 
* change previous month +15 na +13 +28 +26 +01 #03 
% change year earlier +243 *20.14 +13.4 +188 +274 +103 +51 


(1) Official and other estimates of GDP (GNP in Japan) - (2) Consumer Price index A -(3) M2 or currency plus bank deposits (4) Peninsular Malaysia onty (5) IMF definition of reserves minus gold except tor Singapore (6) Customs basis 
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Five Year Currency 


26 June 


Australia 
Bangladesh 
Britain 


Singapore 
South Korea 
Sr Lanka 
Switzerland 
Taiwan 

"and 
Germany 







Other: 


USS1 Worth Banknote rate’ Official rate 
dollar 1.308 17298 
taka 28.95 32.20 
pound 0.6459 0638 
dollar 1 957 195 
kyal 20.50 655 
dollar 1 194 1194 
franc 6.634 6.59 
dottar 7 794 7 80 
(upee 19.57 16.20 
rupiah 1,720 00 1,765.00 
yen 141 20 138 70 
pataca 8.04 8.05 
dollar 2 702 2 683 
iupee 25.00 2400 
dollar 1 726 170? 
rupee 21.50 21.10 
kina 0.845 0.85 
peso 21.63 21.65 
dollar 1:957 195 
won 653 00 660 00 
tupeg 3100 34 35 
franc 1 685 1 667 

NT dollar 26.30 29.95 
baht 25 82 25 B0 
mark 1.955 1.944 


Spotratet — Previous weekt 3monthsagot Yearagof 


1298 1326 1:209 1231 
na na na na 
0543 0.651 0579 0583 
na na na na 
fa fa 14.993 16.271 
1 19425 1 1972 dcs + 208 
6.618 6.7558 6.3145 6.144 
7 7945 closed 7 788 7799 
16.45 16.43 15.607 14.139 
17100 17100 1.755 00 1686.00 
140.175 145.30 130.67 131.25 
na na na na 
2 7005 27135 2.749 2 603 
na ha. na ha 
17132 1 755 1621 1457 
21.08 21.0775 197302 17.835 
087 0871 na na 
21.75 LX 2135 21.01 
1954 19645 19405 2043 
666.70 666.80 67290 728.30 
24.435 34 39 43 456 31 046 
1.6769 1.722 1.6155 1 509 
26.025 26.02 21.30 28,85 
25 R^ 25 92 25 54 25 42 
1.951 1.9017 1.863 1.8225 


unist countries: China US$=Amb 3722. HK$Rmb 0.476 Soviet Union US$ — Rouble 0.6594 Laos US$ Kip 550.00 


Vietnam USS = Dong 4,300.00 Cambodia US$ =Riel 150.00 


SDR1-US$1.25304 -ECU1=US$1.06735..$1=M$1,362 £1—HK$12.0545 
3 months forward: Japan ** 141.057 Hongkong HK$7.7785 Singapore $1 9083 


tMiddle rate “Selling sate Source. Telerate lor spot and forward rates from Asian money markets Republic National Bank of New York and 
Hongkong Bank for banknote selling rates on the Hongkong market and Deak International Lid for official rates 


interest rates (%) 


Prime 1-yeartreasury interbank Interbank Interbank — Eurocurrency and Asian currency 


26 June lending bills/bondst 
Australia 19 75 1? 60 
Britain 1300 
Hongkong — 1100 -— 
Indonesia — 22.50 
Japan *5 70 

**3.375 
Malaysia 675 
New Zealand..15.75 13.41 
Philippines 15:50 18 73 
Singapore — 550 
South Korea 11.50 16,10 
Taiwan 10 50 9 25 
Thailand 12.00 1.20 
uS 11.00 8372 
‘tong term — **Shortterm — TOffered rate 





17.75 17 98438 
138125 14125 
101875 — 100625 
na na 
53125 5375 
580 590 
13.50 13.58 
154375 — 15125 
53125 5375 
925 10.50 
1025 T1.00 
9 5625 9375 


Tmontht 3monthst Gmonthst unit deposit rates? 


17 95313 1 3 h 12 
1475 month months months months 
98/5 sg 945 925 80625 S00 
540625 — rng 138125 14125 143125 1425 
6:00 Yen 525 525 53155 $3125 
vw Swiss Fr. 70605 69375 68105 66875 
— Om 6605 6.75 68/5 69375 
10:75 AS 15375 165605 165625 16.5625 
9 25 es 123125 121875 1175 11625 


Source. Telerale 


58-60 11 11.0 133 103-119 

5.7 6-7 6-8 6-7 H9 

US$0 50b (Apr } US$17 62b (Feb ) US$14 88b (Apr ) US$76 t6b (Feb ) US$7 49b (Apt ) 
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US$1.920 US$10.080 US$15.04b(6) US$17 40b US$4 51b 
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US$2 070 US$11.29b US$15.140(6) US$13.58b US$5 68b 

—1) —58 4-20 +14) +141 

+137 +117 +197 +39 +241 

1978 = 100 June 82-May 83 = 100 1985 — 100 1986 = 100 1976 — 100 

425 3 (Feb -Apr ) 105 2 (Jan -Mar } 118 6 (Mar -May) VM B (Feb -Ape | 217 5 (Mar -May) 

t19 +04 +17 +13 +13 

+t +13 +54 +49 -40 

P 192 9b (Feb | S$43 200 (Feb ) Won 49 16t (May! NT$5 10t Mar ) Baht 1.021 1b (Apr ) 

£94 +23 +33 +12 +17 

+199 +158 +195 +193 +214 
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BUSINESS AFTAAIRMTS 


handed a VO"  /"[[O M 


STOCKMARKETS 


a a a Bangkok buoyant a ww insider trading charges hit Taipei u u a 
no respite in sight for Hongkong a a a skids under Tokyo « a a dog days in Seoul 


in period ending 27 June ==. 


The market started strongly but fell later 
in response to renewed worries about a 
weakening yen. The defeat of the ruling 
Liberal Democratic Party in a by-election 
was another negative factor. Daily 
volume averaged 583.6m shares, worth 
¥874b (US$6.3b). Kawasaki Heavy 
Industries rose from ¥80 to ¥1,170, 
Sumitomo Corp. rose ¥20 to *1,310. 


The market remained deeply 
despondent. News of political 
appointments in China provided a 2.1% 
rally on 26 June, but next day profits were 
taken and the market continued to fall. 
Property remained the hardest hit sector. 
Volume averaged only 392.6m shares 
daily, worth HK$750.7m (US$96.24m). 
Cheung Kong fell 40 HK cents to HK$6.95. 


After losing ground for most of the 
period, prices staged a mild rally after the 
weekend. Volume continued to be low, 
however, averaging 72.1m shares valued 
at S$111.2m (US$57.03m). Interest was 
centred mainly on properties and 
warrants, with Centrepoint putting on 12 
5 cents to $5.95 and City Developments 
warrants up 2.5 S cents to 58.5 s cents. 


Volume continued to decline as New Zealand 
institutions dithered but brokers also said | ^^ garctaysin ex, 1,923.57 
that the huge Guthrie Corp. offer wasalso | 7 | 
tying up funds. Roxy rose 24 M cents to 
M$1.45 on takeover speculation, but 
Multi-Purpose Holdings shed 10 M cents 
to M$1.26 when Hume dropped its bid. 
Volume averaged 19m shares a day, 
valued at M$36.8m (US$13.7m). 


ok Trading jumped as speculators vaulted in 
soso  beforethe mid-year results season. 
NR ~~ Commercial counters and finances were 
strongest, though rises came across the 
board. Average turnover was Baht 952m 
(Us$36.9m), rising to Baht 1.4b or more on 
the final two days, with average volume 
of 11.7m shares. Strongpack surged Baht 
70 to Baht 406 on capital increase rumours. 


The new Philippine National Bank issue New York 


counter at P170, the shares closed at P255 
on 21 June, the day it was listed. It hit 
P301 before settling at 2250. San Miguel 
shares were also heavily traded. Weak 
copper prices meant mining shares 
languished. Turnover averaged 1.2b 
shares worth P317.9m (Us$14.7m). 
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boosted the market. Sold over-the- "Capital Int, World Index, 507.50 





The market endured another dreary 
week, as all sectors declined in falling 
volumes. Securities shares dropped 6.0% 
and insurance fell 4.8%. Samsung Corp. 
dropped 9.2%. Liquidity remained tight, 
and investors were depressed by labour 
problems at Daewoo Shipyard. Volume 
dropped to 8.1m shares a day, worth 
Won 181.7b (U5$275.3m). 


Investigations by the Securities and 
Exchange Commission into the illegaLus 
of surrogate accounts left the mar 
5.53%. The index fell a record 463 po 
on 26 June, but interest in financials 
mitigated further losses. Average daily 
turnover fell 9.4% to NT$89.6b (Us$3.5b). 
Chang Hwa Bank fell 9.8% to NT$635. 
First Bank slid 9.7% to NT$633. 






The problems of Hooker and Bond Corp. 
disturbed a market already unsettled by 
high interest rates and fears of a recession. 
Turnover fell to 406.14m shares worth 
A$794.46m (US$612.1m). Banks led the 
fall, with NAB down 32 A cents to A$5.94 
and ANZ off 24 A cents to A$4.58. Hooker 
fell 26 A cents to 38 A cents and Bond shed 
19 A cents to 93 A cents. 


Dull trading was influenced by 
movements in the currency and Wall 
Street. Pacer Kerridge and Chase both 
announced sales programmes. Fletcher 
Challenge ended the period up 7 Nz 

at NZ$4.84. Brierley Investments w 
down 2 NZ cents at NZ$1.76. Volume was 
41.58m shares worth NZ$69.46m 
(Us$40.8m). 


The market rallied on extended 
institutional buying supported by interest 
from large individual investors. The BSE 
index broke through the 750 barrier to 
close at 768.09. Volume was higher at Rs 
500m (US$30.9m). Tisco gained Rs 100 to 
close at Rs 1,490. Reliance rose Rs 3 to Rs 
127. Colgate was marginally higher at Rs 
327. 


The link between the currency markets 
and the stock and bond markets was 
broken, with bonds rising as the dollar 
fell. The result was that the Dow Jones 
Industrial Average hit a post-crash high, 
and the rally survived profit-taking on 26 
June. Optimism over interest rates 
surfaced. But volumes remained weak, 
averaging only 171.7m shares a day. 
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How Do You See Hyundai? 


You probably picture Hyundai as a maker of affordable, high- 
quality cars. 


That picture's not wrong. Just incomplete. 


Those who work with advanced computers, ships and nuclear 
power plants have a better idea of our scope. 


In fact, you'll find the Hyundai name behind sophisticated 
engineering projects, petrochemicals, robotics, and satellite 
communication systems, among other exciting and diverse 
industries. 


Which is why, in Korea, Hyundai has become a symbol of our 
nation's economic progress. 


So by all means, remember our cars. But don't forget the big 


picture. 


K.P O. Box 92 Seoul, Korea 
TLX: K23111/5 FAX: (02) 743-8963 





CLASSIFIED ADVERTISEMENTS 





Property 





For Sale by 
Written Offer 


A unique opportunity to acquire a technically outstanding aquaculture 
venture. This extraordinarily asset rich company has unbounded 
opportunities for inordinately high returns. 


Locations: Head Office and Hatchery at Mourilyan Harbour, Innisfail Far 
North Queensland and Farm at exotic Conn Creek, Hinchinbrook 
Channel Far North Queensland, Australia. 


Breeding, Growing, and Farming of Australia's most sought gourmet fish, 


BLUEWATER 


Barramundi, along with Mud Crab Programme Development, make this one 
of the most dynamic investments available in Australia today. 


Full descriptive booklet is available on request from David Eaton of Premier 
Marketing Services. Offers to close late July 1989. Inspections by qualified 


appointment only. 


Cnr. Florence & Dath Streets, Teneritfe, Brisbane, Qld. 4005 


SEA HATCHERIES 75:52 


LMI | FD PREMIER MARKETING SERVICES 
Cnr Florence and Dath Sts., Teneriffe. Qld. 4005, 


ARTHUR 
ANDERSEN 
&CO 


(Receiver & Manager Appointed) - Under Instructions of Mr. J. Ebbage of Arthur Andersen & Co. as Receiver & Manager 





GRIFFITH UNIVERSITY 
1990 
JACKSON MEMORIAL FELLOWSHIP 


The Jackson Memorial Fellowship, tenable at Griffith 
University, Brisbane, Australia, is open to senior faculty 
staff of ASAIHL member universities with interests in the 
application of the social sciences to the analysis of 
substantial policy issues at national or regional levels. 


Generous financial assistance is available. For further 
details contact The Registrar, Griffith University, 
Nathan, Queensland, Australia 4111 


Closing Date: 20 October, 1989 


Readers are recommended 


to make appropriate enquiries and take appropriate advice before send- 
ing any money, incurring any expense or entering into a binding commit- 


ment in relation to an advertisement. The Far Eastern Economic Review 
shall not be liable to any person for loss or damage incurred or suffered 
as a result of his/her accepting or offering to accept an invitation con- 
tained in any advertisement published in the Review. 












IMMIGRATION — UK 
English solicitors can assist those re- 
quiring business and domestic migra- 
tion to the United Kingdom. 

We are able to assist by: Confidential 

and complete review of prospects of 

receiving formal approval for immigra- 
tion for both the applicantion and fam- 
ily. 

e Drawing up and submission of im- 
migration and ancillary documen- 
tation. 

e Residents Visas. 

e Openings and introductions to a 
number of business contacts. 

For confidential enquiries please con- 

tact David Paul & Partners, 112 High 

Holbom, London WCIV 6JS, tele- 

phone 01 831 4111, facsimile 01 831 

0003. 



















UK IMMIGRATION 


Get sound advice on UK Immigration 
matters from the Professionals. 


Former officials of the British Immigra- 
tion Service will advise on all aspects, in- 


cluding business investors, work per- 
mits and applications for companies 
wishing to establish a UK base. 

COOPER HARRISON & CO, Suite 316, 
Premier House, 10 Greycoat Place, Lon- 


don SWI1. 





Tel: (01) 222 8866 extn 2320 


if you have something 
tosay...sayit 
in the Classifieds! 















EXPERT 
U.S. REAL ESTATE 
INVESTMENT 


Experienced brokers specializing in NY 
condominium and residential sales to 
Far Eastern Investors. Banking and 
mortgage services in-house. For 
information: 


VIVIE VON WALSTROM 
WENDY SARASOHN 
24 HR TEL: 212-355-3550 
FAX: 212-223-6381 






QUEENSLAND — AUSTRALIA 


Real estate agents/brokers 
welcome — invest in com- 
mercial and residential 
properties from A$100,000 
upwards. For VHS video, 
forward A$30 or write to 
Nationwide Realty, P.O. 
Box 491, Springwood, 
Queensland, Australia 
4127. Tel 61-7-8086238. 


WEALDEN HOUSE 
ee RELOCATION SERVICE 
oio egeris ra We have à 


of properties 
iroughout the .K. Full property man- 


ment services also available. 
te, Wadhurs 
N57EU 
517, Fax: 0892 Biorwe, 
Telex: 9312102325 TWG 


Investment Opportunity 


INVEST IN UK 
A BASE FOR EUROPE 


Specialist Corporate Analysts can re- 
search your proposed merger/acquisi- 
tior/investment targets. + Provide office 
admin services. 

Pentridge Group, 15 Norfolk Place, 
London W2. Fax London 706 1942. 


This space is reserved for 
Classified Advertisements 


Reservations should be 
addressed to: 


Intemational Classified Manager 
Far Eastern Economic Review, 
GPO Box 160, Hongkong 
Tel; 5-8328300 Telex: 62497 REVAD HX 





























ASIAN INSTITUTE OF TECHNOLOGY 


Job Title: Director, Regional Computer Center 

Location: Asian Institute of Technology, Bangkok, Thailand. 

Salary: Approx. US$24,000 — US$39,000 per annum, free of Thai taxes. 
Benefits: Housing Allowance — 20% of base salary. Settlement and Resettlement 
grant (one time each) — 10% of base salary. Transportation allowance from country 
of residence to Bangkok. Insured Savings Fund. 

Contract: Two years with provision for four years renewal. 

Timing: Immediately. 

Th Asian Institute of Technology is an intemational institute of graduate education lo- 
cated on a large campus forty-three kilometers north of Bangkok in Thailand. It has 
served the region since 1959. 

Compter Cera oonan option 5 IZS UN eee 


grams. It includes CAD/CAM facilities, laboratories, a PC Networking 
laboratory, and an IBM system 3083 EX 16. 
Th selected candidate should have broad experience which will have 


n applications. The post requires the 
rch pe oO eg aaa eat 


perisa in the Region; 


— C cares on ho FAPRAP TAAG Curia ter Aui ara Vu Paolo Ùd 
sponsorship of the FAO in Rome; 


- to provide specialized training and technical support services in CAD/CAM 
applications; 

— to provide computer 
munities and to various govemment and intemational 


agencies. 
NI Na ERA i aa Ti 3 to 5 names of referees and recent 


computer networking services to the academic and research com- 


Vice President for Academic Affairs 
Asian Institute of Technology 
P.O. Box 2754, Bangkok 10501, Thailand 


Publication 





REVIEW INDEX 


Review Publishing Company Limited is now publishing a 
quarterly index which details by country, subject and date every- 
thing that has appeared in the Review. 


The index is available on a quarterly basis. Subscribe now and each 
quarterly index will be sent to you automatically as soon as it be- 

comes available. A vital research tool, the Review index will save 
hours of needless searching for information. ORDER YOURS 
TODAY! Only HK$290 (US$37.50) for 4 quarterly issues. Just com- 
plete the coupon below and send with your payment. 


The Circulation Department, 
Review Publishing Company Limited, 
GPO BOX 160, Hongkong. 


Please send my order for the Review Publishing Company 
Limited QUARTERLY INDEX. | enclose HK$290/US$37.50 
(or its equivalent in local currency) in payment. 


(Please print in block letters) 


Name: 
Address: 





——_ 


A vital 
Communications 
tool for China 


traders 
ow you can 
N have the 
China Telex 


and Fax Directory, 
the only directory of 
its kind available in 
the market. 





CHINA 
TELEX & FAX 
DIRECTORY 


1988/89 


China Telex & Fax 
Puna Directory is a vital 
BOON communications tool 


for all China traders. 
Compiled from our 
own database, it 
provides the most 
comprehensive listing of up-to-date and accu- 
rate telex and fax numbers of all the significant 
organizations in China. Indexed in four ways, 
you'll find it easier and more convenient to use: 


For Your Direct Mail Needs in China... 





1. Alphabetical listings of 
companies and organizations. 


2. Geographical listings of names 
and numbers. 


3. Numerical listings of telex numbers. 


4. Alphabetical listings of telex 
answerbacks. 


You can get this extremely useful book by simply completing the 
order form and sending it along with your payment to China 
Phone Book Co., Ltd., GPO Box 11581, Hong Kong 


ee Siu UU reels ee pep 


To: China Phone Book Co., Ltd., GPO Box 11581, 
j Hong Kong. 
J Please rush me copy/copies of the China Telex and Fax 
Directory 1988/89 as indicated: 


I Name: 


Company: 
Address: —— — - 
| = Pr yo oo 
i | China Telex & Fax Directory 1988/89 
Price: Hong Kong — HK$150 + HK$10 for postage & packing 
Elsewhere — US$ 28.50 (including airmail postage & packing) 
No. of copies 
lo ] I enclose in payn ment thereof 
i (cheque payable to The China Phone Book Co. Ltd.) 
C I prefer to charge _ . to my credit card (tick 
one) 

















i Amex. Diners |. MasterCard |. Visa | 


i Card No: — teo p ADD 


Signature: — R0706 CTF 
| um an am am ae m m — m — — — —Á 


The China Phone Book Co. Ltd. is a wholly owned subsidiary of Review Publishing Co. Lad. 


pa bier toe 


IB SEU EE 
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A story whose time has come 


Shuntaro Torigoe, 49, editor of the Sunday 
Mainichi, is at the centre of a controversy 
about Japanese media ethics. It was his 
magazine that first published allegations 
that Japanese Prime Minister Sosuke Uno 
hired the sexual services of a geisha for 
300,000 (US$2,100) a month in 1985. That 
may scoop has done won- 
^ ders for the circulation 
of the hitherto staid 
weekly affiliated to 
Japan's third-ranking 
daily newspaper. 

By printing the 
geisha's story, Torigoe 
flouted a long-stand- 
ing convention that 
politicians’ sex lives 
were Off limits. To- 
rigoe argues that the ban is outdated now 
that women have "caught up" with men in 
Japanese society, and also that the public has 
a right to know about the sexual behaviour 
of people subsidised by the taxpayer. 

A former police reporter who made his 
name covering the Lockheed scandal, To- 
rgoe says the Uno story has given the 
magazine its biggest boost since he became 
editor in April 1988 with a mission to re- 
vitalise its wilting circulation. Sales have 
jumped 50-100,000 in each of the past three 
weeks, though that still leaves the Sunday 
Mainichi well behind its main rival in the 
"serious" weekly market, the Shukan 
[weekly] Asahi. 

Ironically, the geisha offered her story to 
the Asahi at the same time as, or even before, 
the Mainichi. The Asah/s political depart- 
ment apparently told her that the story was 
"outside their field." 





Speaking of the president... 
Manila lawyer Adolfo Sevilla Azcuna, 50, is 
a most unlikely figure to have to cope with 
what is arguably the freest, most competi- 
tive and, some say, wildest press in the re- 
gion. But President Corazon Aquino on 15 
June appointed her former legal counsel to 
the crucial post of presidential press secret- 
ary — her fourth since taking office. 

The mild-mannered law professor was 
not even a pro-Aquino activist during the 
waning years of the Marcos regime. He had 
been a corporate lawyer and was a member 
of both the 1971 and 1986 constitutional con- 
ventions. His only credentials for the job 
would appear to be his linguistic abilities: he 
speaks Tagalog, English, Spanish, German 
and French. 

Journalists covering the presidential beat 
say that Azcuna's only hobby seems to be 
browsing in bookstores. While he is said to 
be adjusting quite well to the job, Azcuna 
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PUBLIC EYE 





still does not have a firm grasp of the sub- 
tleties involved in being the president's 
spokesman. At one press briefing, he re- 
marked: "The president, as usual, referred 
the matter to a study group." When he 
asked his audience why they were laughing 
at his statement, he had to be told that 
Aquino is noted for handing over nearly 
every controversy and decision to a study 
group or a new committee. 


Knightly honour falls early 
With only eight years left before the bestow- 
ing of knighthoods on colonial government 
officials comes to an abrupt end in Hong- 
kong, it is perhaps not surprising that the 
pace of doling out the awards has been 
speeding up. Piers Jacob, 56, was awarded 
his after just three years as financial secret- 
ary. Philip Haddon-Cave, arguably Hong- 
kong's most distinguished financial secret- 
ary in recent times, had to wait nine years 
for his. 

The honour — a loose translation of the 





"P 
„BEEN BENIGHTED | 


disparaging local Chinese term for it would 
be "soft drink cap" — should finally allow 
Jacobs to live down the memory of the catas- 
trophic closure of the stock and futures ex- 
changes in October 1987, to which he agreed 
after a 3 a.m. phone call from then exchange 
chairman Ronald Li Fook-shiu. 

Jacobs is a qualified solicitor but he has 
spent his whole career in the civil service, 
most of it in the dustier reaches of the 
bureaucracy. He rose from being a legal as- 
sistant in the Registrar-General's Depart- 
ment to become head of that department 
and later head of the Economic Services De- 

ent. 

But if Sir Piers did not win his knight- 
hood for toughness or originality, he de- 
serves some recognition for honesty and 
amiability. His demeanour is a pleasant 
change from that of his immediate eces- 
sor, the extremely irascible Sir John Brem- 
bridge, and Haddon-Cave, an Anglo-Tas- 
manian economist turned colonial servant 
who liked delivering learned lectures. 
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A tempting brew 

Indonesia's Bakrie and Brothers has beei 
looking for a smart young manager to run it 
soon-to-be-listed trading and manufactur 
ing group. The company is said to have it 
sights on the country's hottest corporate tal 
ent — Tanri Abeng, 47. To persuade him t 
leave his current position as president arx 
director of the Multi-Bintang Indonesi 
brewing and soft drink company, Bakrie i: 
rumoured to have offered him a huge salary 
and a directorship. 

Born a farmer's son in South Sulawesi 
Tanri likes to boast that his is a classic pribum 
(or native) success story. Armed with ar 
MBA from the state university of New York 
Tanri joined Union Carbide as a mana 
ment trainee. After a spell. as their olli 
manager in Indonesia and marketing a 
tions manager in Singapore, he « 
Heineken brewery's joint venture to pro 
duce Indonesia's popular Bintang Beer. 

Running Multi-Bintang has earned hin 
healthy respect in the local and foreign busi 
ness community, a profile he has cultivatec 
through his outspoken comments on the 
economy and the way it is run. A stickler fo: 
efficiency, Tanri sounds a clarion call for bet 
ter management in all sectors. 


Workaholic’s drive stalls 

Kim Woo Choong, 53, has always beer 
good at taking over bankrupt South Korear 
companies and breathing new life intc 
them. But at the Daewoo group's faltering 
shipyard, he may have met his match. Kim 
has threatened to close down the Okpc 
shipyard, which was near bankruptcy wher 
he took it over a decade ago and is even 
deeper in the red today, unless w--*-rs 
agree to a wage freeze. 

Even in a country of overachievers tne 
ascetic Kim is a noted workaholic. He is a 
teetotaller, known for his habit of drinking 
barley tea at even the most bibulous of Ko- 
rean parties. He failed nsa 
to give up smoking, 
though, and remains a 
heavy coffee drinker. 

Kim boasts that he 
has only taken half a 
day off since he be- 
came chairman, to go 
to his daughter's wed- 
ding. He visits two to 
three cities in a day, 
changing his schedule 
on the spur of the moment, thus keeping 
Daewoo executives as edgy as Kim himself. 

Kim's inability to delegate authority 
threatens to become a weakness for Daewoo 
as the company grows and becomes more 
complex: it needs more management depth, 
and less reliance on its chairman. " 
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Now Ramada 

is the key choice 
in Asia Pacific. 
Theres a new hotel group in the region 


that believes in creating hotels to suit your 
needs as well as their pockets. 

Ramada. 

That's why you ll find the luxury and 
opulence of a Ramada Renaissance. The 
convenience and attention to detail of a 
Ramada Hotel. As well as the superb and 
comprehensive business services of a 
Ramada Inn. 


But all our hotels have one thing in 
common. They all provide a standard 
of service that is attentive and efficient, 
gracious and informed. Service that 
comforts guests in over 800 hotels in 
40 countries. Service that has helped us 
to be the fastest growing hotel group in 
Asia Pacific. 

So open up to a Ramada hotel. You 1l 


find that we have unlocked the secret of 
true hospitality. 





For worldwide reservations at 
any Ramada Hotel call 
our central reservations number 
(Hong Kong) 3-3113666, 
or your travel agent. 
Ramada Renaissance 
Tokyo, Okinawa, Melaka, Colombo, 
Hong Kong, Seoul, Sydney 


Ramada Hotels 
Cairns, Surfers Paradise, 
Singapore, Bangkok, Seoul 
Ramada Inns 
Hong Kong, Kowloon 





Rest assured it's 


RAMADA 





IAPAN « CHINA * KOREA * HONG KONG * THAILAND * MALAYSIA * SINGAPORE * AUSTRALIA * SRI LANKA * INDIA * U.S.A. * CANADA * LATIN AMERICA * EUROPE * MIDDLE EAST 
FOR RESERVATIONS SYDNEY 02-2518888, 008-222431, NEW ZEALAND 0800-441111, HONG KONG 3-3113666, KUALA LUMPUR 03-2414081, BANGKOK 02-2360361, SEOUL 02-5550501 
IAPAN (0260-222332. (4-230830 
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A soaring testament to man 


They stand as a mystery on the landscape. A marvel into an extraordinary flat-screen high-resolution LCD TV that's 
of seeming herculean effort. And a towering tribute to the SO tiny, it fits in the palm of your hand. Or transforming 
spirit and vision of their creators. ourselves into the world's leading printer 








It is with the same willingness to follow a seemingly manufacturer. 
impossible idea that Epson have grown to be a company of Looking back in time or towards the 
innovative products and technologies. Our open curiosity future, we can't help but notice an 
has led us to design the first printer small and fast enough outstanding phenomenon. Give an idea 
to work in a calculator. A desk-top performance computer lots of headroom and r 


compact enough to fit into a briefcase. And a wide selection a solid base and you 
of IBM® PC compatible computers that are as easy to use never know what 


as they are to afford. you might eat 
Of course, such feats are not accomplished solely by come up with. EMT ai gp mem ^ 
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LETTERS 


Indonesia's legal system 

Michael Vatikiotis’ articles on Indonesia's 

pun system [15 June] were interesting but 
inaccuracies. 

pona company law is not part 
of the civil code, as Vatikiotis suggested, 
but of the commercial code. The contention 
that after independence the drafting of laws 
was held up by the increasingly autocratic 
nature of Sukarno’s rule is not wholly cor- 
rect. It was only with the return of Indonesia 
to the 1945 constitution in 1959, that pre- 
sident Sukarno to involve himself 
in the drafting of laws and in all judiciary 
affairs. 

E S mier aec. 
issuing presidential decrees 
Indonesian parliament, though the 1945 
constitution expressly states that all laws 
must be made with the concurrence of par- 
liament. 

Vatikiotis wrote: "The lack of any kind of 
binding system of adhering to precedent 
means that decisions can be revoked easily." 
Indonesia, following the civil law Te 
in theory does not recognise the p E 
that a lower court is bound to fo 
decisions of a higher court. Such a situa- 
tion may have been true in the 1950s. But 
in practice (even during Sukamo's Old 





Order), whatever the Supreme Court de- 
cides is quoted to strengthen legal argu- 
ments by lawyers, prosecutors and judges, 
and followed scru by the courts. 
EITE een Qe M 


M atikiotis said that "the dearth of pub- 
lished court decisions makes it difficult for 
judges to hold the same opinion on a point 
of law." Since 1969, the Supreme Court has 
published annually a collection of its judg- 
ments, including a digest of decisions in civil 
and criminal cases. 

Vatikiotis wrote that "the practice of judi- 
cial review is impossible." Quoting a litiga- 
tion lawyer in Jakarta, he further wrote: “In 
cases of the government vs the community, 
how can a judge make a decision against the 
government?” Vatikiotis continued: “The 
law ing the court system in 1970 did es- 
tablish the rights of the court to determine 
constitutionality, but their inability to strike 
down statutes effectively means they have 
no power over the executive.” 

It has to be pointed out that the law 
unifying the court system in 1970 to which 
Vatikiotis referred did not establish the 
rights of the courts to determine con- 
stitutionality. Only the Supreme Court 
is empowered to void regulations lower 
than acts of parliament if brought up in a 
law suit. Acts of parliament, whatever their 
substance, are not subject to a test of 
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constitutionality by the Supreme Court. 

Here lies one of the weak points of the In- 
donesian legal system for with no such 
check by the Supreme Court, the executive, 
having an overwhelming majority in parlia- 
ment, could promulgate laws restricting 
basic human rights. 

Despite these inaccuracies, | agree with 
Vatikiotis' observation that public respect for 
the legal process and the courts is low. And 
when he quoted a local lawyer as saying that 
"corruption plagues the system and the 
public believes this," he was not far off the 
mark. 


Jakarta S. TASRIF 


Team does not deserve promotion 

The Peter Principle — that we tend to get 
promoted beyond our level of competence 
— has been hard at work on the financial 
side of the Hongkong Government. 

The latest example concems A. W. 
Nicolle, Hongkong's commissioner for 
banking. A month ago he expressed in pub- 
lic the not unreasonable view that banks 
might, when considering lending, pru- 
dently refrain from relying too heavily on 
property valuation, but instead look at the 
intending borrower's ability to repay. 

Now he asks banks to look at cash flow, 
which might be thought to be the same 
thing as ability to repay. However, he adds: 


——————— — 


"The important point to remember with re- 
spect to cash flow-based lending is that in- 
come levels haven't changed and the capa- 
city to repay loans may not have been dam- 
aged by events." 

"Income levels haven't changed"? 
Where has Nicolle been? Not, presumably, 
in the real world. The real world feels that 
Hongkong will see almost immediately a 
slowdown in turnover and a rise in unit 
costs. That combination spells an inevitable 
reduction in income for most people not liv- 
ing in ivory towers. 

Other famous examples from the Fi- 
nance Branch have included the secretary 
for monetary affairs, who a couple of 
months back announced, apropos of no- 
thing at all, it seemed, that there was no 
reason why the Bank of China (BOC) should 
not issue legal tender in Hongkong. Then 
after the mass murder in Peking he appa- 
rently saw no reason to go back on that state- 
ment, but instead (while there was a small 
run on the BOC not long afterwards) 
changed the subject, recommending the 
public to buy stocks and shares. Does he, 
one wonders, have a licence to advice on in- 
vestment under the relevant legisla- 
tion? 

This famous team is led by its captain, the 
financial secretary, who was insufficiently 
alert to say no to a proposed unlawful clo- 
sure of Hongkong’s stock exchange in Oc- 


tober 1987. Just who in the team was respon- 
sible for the fiasco surrounding the rescue of 
Ka Wah Bank is difficult to say. 


Hongkong DAVID PYOTT 


Commitment to covering the region 

The cover story The degree business [6 July] 
is another example of the comprehensive 
coverage of the region which makes the 
REVIEW so outstanding. Not everyone who 
reads the REVIEW is an economist or an 
executive at a multinational. Many of us are 
teachers or otherwise involved in providing 
services. The REVIEW's commitment to re- 
porting about the people who make things 
as they are in the region is what makes me 
such a loyal REVIEW fan. 
Tokyo 


DALE BAY 


Deng and the ‘great conspiracy’ 

It must have really saddened Deng Xiao — ; 
to witness the most meticulous and vicious 
conspiracy ever hatched against the Chinese 
Communist Party. Independent interna- 
tional newsagencies, millions of students 
and workers, hospital authorities, doctors 
and nurses, tourists, diplomats and plain or- 
dinary folk, all party to the Big Lie: that a 
conservatively estimated 3,000 students and 
workers and innocent bystanders were gun- 
ned down in cold blood by the People’s Lib- 
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eration Army in Tiananmen Square on 4 
June. 

Surely, the students, who were only too 
recently acclaimed as patriots by China's 
leaders, could not have been condemned to 
such a fate even if they had overnight turned 
into "counter-revolutionaries"? 

Or could it be that Great Helmsman Mao 
was right, at least as far as China's leader- 
ship is concerned: "Power stems from the 
barrel of a gun." 
Hongkong LIN TUNG-LIANG 
China, the communist giant, and Burma, a 
fascist military dictatorship, have much in 
common. What we have seen in both coun- 
tries recently is a triumph of dictators over 
democracy, senility over youth, lies over 
truth, might over right. The nine months of 
martial law in Burma has been a period of 
terror. The same nightmare is just beginning 
in China. 

berra KIN OUNG 
Following the slaughter in Peking and the 
subsequent mass arrest and executions, ap- 
peals have been made both in Hongkong 
and Britain calling for extra safeguards for 
Hongkong nationals after 1997 when the ter- 
ritory is returned to China. The most valu- 
able safeguard would be the granting of 
right of abode in Britain. But the percentage 
of Hongkong people who would want to 
live in Britain, save the rich and the profes- 
sional, may be small. 

The two leaders of the legislative and 
executive councils who pleaded Hong- 
kong's case in London represent this class. 
Most Hongkong people cannot afford to 
emigrate to Britain. Anyway, their appeals 
will be rejected by the British Government, 
for political and economic reasons. 

An alternative safeguard would be pro- 
vided if the law was changed to allow 

ple who have no criminal record the 

t to own firearms to protect themselves 
should the need arise. This right to bear 
arms should be enacted now, as 1997 is not 
far away. Tyranny may be deterred by 
armed protection, as peace is maintained by 
the balance of power. A good example is 
Taiwan. The communists would have con- 
quered it but for the armed might of Taiwan 
and of the US which protected it. 

If the pro-democracy masses of Peking 
had been armed, the massacre might not 
have happened. There would have been 
dialogue and the students might have even 
been successful in their campaign. The com- 
munist tyrants believe only in Mao Ze- 
dong's "barrel of a gun" rationale. 

Kuala Lumpur S. H. CHUAH 


During the chaotic days of the student 
demonstrations in Tiananmen Square, was 
the US attempting to change the course of 
Chinese politics or even change the Chinese 
Government itself? Is it now invoking the 
"Monroe Doctrine"? Obviously, it was and 
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stillis interfering in China's domestic affairs. 

The US has a poor record of interfering in 
the internal affairs of other nations. Foreign 
interference in Chinese affairs and the Ja- 
panese invasions of China are fresh in the 
minds of many Chinese people. One cannot 
imagine that the new China will allow itself 
to be humiliated by another nation, or to 
have its affairs dictated by another nation, as 
happened in the 19th century (with the Un- 
equal Treaties). 

China put a stop to its internal strife, with 
the most effective means. And it had to do 
so within the shortest time, according to its 
judgment. 

The Chinese tragedy at the Tiananmen 
Square, on 4 June, was the consequence of 
one side overplaying its hand, or possibly of 
outside interference. 

Everyone hopes for a changed China. 
But, the world will have to allow China to 
change itself without outside interference. 
CHENG TIM PIN 


Canada pays a heavy price 

Canada has ceased to be "our home and na- 
tive land." Promises of vast amounts of 
flight capital and entrepreneurial talent from 
Hongkong have sent our federal and pro- 
vincial governments swooning. In our own 
nation, Canadians now rate behind the 
diamond-studded attractiveness of Asian 
investment and immigration. 


Any that dare to question this change in | 


priority are dismissed as naive, jealous, or 
prejudiced. More specifically, those in fear 
of the Peking-precipitated droves from 
Hongkong corrupting local land prices, em- 
ployment, taxation, business practice, and 
political and cultural fabrics are snubbed as 
being merely anachronistic, parochial, 
Sinophobic reactionaries. 

Vancouver DAVID DAWNEWAY, MARY LAVIN 


Indochina in the Asean equation 
Muthiah Alagappa’s “proposed option” of 
functional cooperation between Asean and 
the Indochinese states [THE 5TH COLUMN, 29 
June] has already been a reality, though on 
hold. Cambodia, Laos, and Vietnam joined 
Asean countries in forming the Southeast 
Asian Agency for Regional Transport and 
Communications Development (Seatac) 
and the Southeast Asian Ministers of Educa- 
tion Organisation (Seameo) some two dec- 
ades ago. 

When the government in Phnom Penh is 
allowed representation in Seatac and Sea- 
meo, Laos has indicated that it may resume 
participation. Vietnam, also an inactive 
member of Seatac, withdrew from Seameo 
as well as the Southeast Asian Fisheries De- 
velopment Centre when Asean countries 
seated the Pol Pot clique as "members" in 
1980, an action that is reversible on both 
sides. 
Hawaii (Prof.) MICHAEL HAAS 
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Nearly five months 
after the withdrawal 
of the last Soviet 
troops from 
Afghanistan, 
President 
Najibullah's 
government is 
holding on — 
against the 
—— "edicion oat 
immediate collapse by many foreigners — 
and the mujahideen assault on major cities 
has, for the time being at least, been 
stalemated. From Kabul, the REVIEW's 
regional editor Hamish McDonald reports 
that while Najibullah has benefited from 
mujahideen disarray, he has also managed 
to bind the factionalised ruling party 
together. His forces are learning to parry 
the deadly hi-tech weapons supplied to 
the rebels. And Najibullah is trying to use 
traditionalist and Islamic appeals to his 
countrymen. But in large part, the 
government has kept its grip on Kabul and 
other towns by ceding autonomy to local 
tribal and religious warlords — a transfer 
that may take any government a long time 
to reverse. Ironically, this resort to feudal 
authority has the backing of the Soviets, 
who, as Moscow correspondent Sophie 
Quinn-udge writes, are also seeking an 
odd alliance with Iran in the hope of 
influencing Afghanistan's Shia Muslim 
minority. However, Afghanistan looks set 
for another summer of heavy fighting: 
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Mass Transit Turmoil 

After rejecting the Lavalin group's finance 
package for building Bangkok's Baht 40 
billion (US$1.6 billion) mass transit system, 
the board of the Express and Rapid Transit 
Authority of Thailand (ETA) voted 7-2 on 29 
June to negotiate with second-runner (and 
original favourite) Asia-Euro Consortium 
(AEC) on the long-delayed project. 
However, Korn Dabbaransi, a minister 
attached to the prime minister's office, has 
ordered the ETA not to open talks with AEC, 
leaving the project momentarily in limbo. 
This leaves Korn in conflict with ETA's 
overseer, the Interior Ministry, which 
wants to proceed with talks with AEC. The 
ministry is controlled by Korn's fellow 





Hongkong demonstrators (10). 


Pakistan-based correspondent Ahmed 
Rashid reports from Washington that the 
US is equipping the mujahideen for a new 
offensive and will not contemplate 
compromise until the results of the 
fighting arein. 16 


Cover photograph by Hamish McDonald. 


Regional Affairs 


Hongkong: Nationality 

British Foreign Howe's visit 
gives little comfort to Hongkong on the 
nationality question. Meanwhile, a 


British parliamentary report on the colony 
receives a muted response 10 


Asean : Cambodia 

Asean foreign ministers are worried about 
Cambodia's future after the expected 
pull-out of Vietnamese troops in 
September 11 


Chart Thai party MPs. Meanwhile, Italthai 
Engineering, one of Thailand’s largest 
construction groups, is said to be interested 
in abandoning the third-running Franco- 
Japanese Consortium and joining up with 
AEC in anticipation that it will get the 
project. 


Looking Into Labour 


Thai Government agencies are closely 
monitoring an upsurge in organised 
labour agitation. While the political effects 
of the current unrest at the state-run 
Electricity Generating Authority of 
Thailand over the sacking of its board are 
being analysed, the government is looking 
ahead to a planned mass meeting by 
Thailand's four big labour unions on 27 
July. The main issue then will be demands 
for a comprehensive social security 
system. It is thought that a workers’ mass 
rally on the same theme is being planned 
to follow sometime after the July meeting. 


FAR EASTERN ECONOMIC REVIEW 


China : Politics 

A forlorn hope among emocracy 
demonstrators that the National People’s 
Congress could serve as a conduit between 
their calls for reform and the communist 
party’s aged élite finally died when the 
congress met 12 


Japan: Elections 
The rout of the ruling Liberal Democratic 
Party in Tokyo municipal polls indicates 
major dissatisfaction with Prime Minister 
Uno and his cabinet 13 
pies 26 : Land Reform 

Agrarian Reform Secretary Juico resigns 
following the exposure of a scam whicl 

ts serious flaws in the 


government's key programme 15 


New Zealand: Politics 

Prime Minister Lange narrowly wins a 
leadership challenge but the ruling Labour 
Party remains divided 24 


Australia : Green Power 

The Labor Party's alliance with the Greens 
in Tasmania could set a trend where 
conservationists hold the balance of power 
in national politics 25 

South Korea : Politics 

The covert visit by a South Korean 
opposition politician to the North has 
forced his party on to the defensive 26 
South Korea : Defence 

Tensions and contradictions within the 
US-South Korean defence alliance raise 


Airport Delay 

Faye Moon, a US citizen married to South 
Korean national assembly member Moon 
Dong Hwan, was stopped from leaving 
South Korea by immigration officials on 30 
June. Her husband has been prevented 
from leaving the country until authorities 
question him about possible involvement 
in a trip to North Korea by fellow Party for 
Peace and Democracy legislator So Kyong 
Won. After intervention from the US 
Embassy, it was confirmed there was no 
formal ban on her departure, but by the 
time she was cleared by immigration 
officials her flight had already left. 


Scene of the Crime 

Western intelligence analysts say they are 
increasingly certain that the Chinese 
authorities are "technically" right in saying 
that no student was killed in Tiananmen 
Square when the army moved in on the 
night of 3 June. However, large numbers 
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doubts over its long-term structure and 
even survival 28 


Burma : Politics 

A series of forthcoming emotive 
anniversaries threatens the country's 
already fragile stability 30 


Arts and Society 


China : Propaganda 

History is rewritten as a media barrage 
presents the official version of the 
crackdown on student demonstrators in 
Tiananmen Square 57 


Thailand : Policies 

The battle for control of the country's 
electricity generating authority casts doubt 
on Bangkok's ability to reform the state 
sector 64 


Indonesia : Companies 

Dharmala, the nimble trader turned 
multinational services conglomerate, 
launches an expansion drive 65 


Philippines : Policies 

Big business now dominates economic 
zie indio following the resignation of 
Economic Planning Secretary Solita 
Monsod 68 

South Korea : Industry 


Doctors and pharmacists are locked in a 
bitter battle over drug prescription 69 


of students and ordinary citizens were 
killed — including a group of students 
retreating just south of Tiananmen — at 
Qianmen. There, at least 10 people were 
run over by three tanks, and others shot. 
The Qianmen Opera House, where the 
incident took place, was riddled with 
armour-piercing bullets. 


Brass Polishing 
With 
demecratisation 
increasing in South 
Korea, retiring 

army generals can 

no longer assume 
they will 
automatically get 

top civilian 

executive jobs as 

was the case in the 
past. While the job market in state-run 
corporations is becoming more 


Roh. 
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A political row is brewing over the 
ownership of diversified conglomerate 
First Manila Management Corp. 81 
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A compromise agreement ends the 
takeover battle for Soriano-controlled Atlas 
Consolidated Mining group 82 


competitive, the Foreign Ministry is also 
reluctant to take on any more army 
retirees. To train and prepare its senior 
officers for civilian careers, the Defence 
College is running a four-month 
management course with classes three 
times a week, for about 50 former generals. 
Among them is former Military Academy 
superintendent Min Pyong Don, a retired 
general who was discharged in April after 
openly criticising President Roh Tae Woo's 


. détente policy regarding the North. 


Student Victim 


Burmese students now resident in 
Thailand because of the continuing 
clampdown by the military government in 
Rangoon, have been told of the death of a 
young female student in Rangoon in April. 
According to the report Aye Aye Mun, a 
23-year-old student at Rangoon University, 
was arrested in mid-April and taken to 
Insein jail, just outside the capital. She was 
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reportedly beaten so badly by her jailers 
that she was released in critical condition 
shortly afterwards. She died at her home 
one day later. Her obituary was carried in 
the Working People's Daily, the state-owned 
Rangoon newspaper, without reference to 
the cause of death. 


A Second Opinion 


Public relations consultants from five US 
cities — Washington, New York, Chicago, 
Los Angeles and Honolulu — were invited 
to Japan’s Foreign Ministry late last month 
to exchange views on the country’s image 
problem in the US. They came under the 
so-called “opinion leaders” programme to 
meet Japanese officials and businessmen, 
but the visit took place at a time when US 
hostility towards Japan’s trade practices 
has never been greater. The ministry felt 
the visitors were able to offer a fresh 
perspective on already well-known 
problems. 
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Howe 's visit fails to placate the British territory 





By Emily Lau in Hongkong 


visit by British Foreign Secretary Sir 
Geoffrey Howe has not only failed 
to pacify local anxiety about the fu- 
ture, but has whipped up hostility 
against the British Government. During his 
three-day visit, Howe declined to offer con- 
crete measures to help the colony regain the 
confidence undermined by the 4 June Pe- 
king massacre and subsequent crackdown 
on liberal elements. 

The lack of specific ideas and his unwill- 
ingness at times even to address himself to 
hard questions left many wondering why 
he had come to Hongkong at all. His seven- 
point plan to reassure Hongkong consisted 
mainly of vague phrases about “alerting” 
the international community to rally around 
Hongkong and pressing China to reassure 
the Hongkong people. 

He firmly ruled out giving Hongkong 
people the right of abode in Britain, because 
it “would be an indefinite and open-ended 
commitment . . . far exceeding any previous 

ience.” He maintained that the refusal 
had nothing to do with race, though he had 
said in a June television interview in Britain 
that the influx of 3 million Chinese into Bri- 
tain would double the population of ethnic 
minorities. 

However, he said provisions would be 
made for some people based on their “con- 











Abide with me 


nections with Britain” and the “value of ser- 
vice to Hongkong.” In the event that “things 
did go catastrophically wrong,” Howe said, 
Britain would mobilise the international 
community to help. 

On political reforms for Hongkong, 
Howe only referred vaguely to the need for 
changes to those currently proposed for 
1991 and to consider steps before 1997, 
when the colony would be returned to 
China. On the numerous problems with the 
draft Basic Law, a mini-constitution for 
Hongkong after 1997, he only expressed 
concern over the Chinese Government's 
power to declare a state of emergency in 
Hongkong and the stationing of the 
People's Liberation Army (PLA) in the terri- 
tory. 

While delivering his speech at a lunch 
hosted by Governor Sir David Wilson, 
Howe was heckled by some elected district 
board members. They put up a banner con- 
demning "the shame of the Thatcher gov- 
ernment” and walked out, to a round of 
applause. 

Since the Peking massacre Hongkong 
has been overcome with anger and anguish. 
The local people have looked in vain for 
leadership and direction. One senior police- 
man said there was concern within the force 
about a serious breakdown in law and 
order. Local officials and businessmen have 
told the British Government that Hongkong 


could become "ungovernable" if confidence 
was not restored quickly. 

It was in this context that the Howe visit 
was conceived. The visit was originally bill- 
ed as an attempt to reassure Hongkong by 
offering a package of concrete proposals — 
the message given by Conservative MP Sir 
Peter Blaker who arrived on 11 June as a 
trouble-shooter for London. 

Immediately after the Peking carnage, 
British politicians probably felt that «^me- 
thing needed to be done to pacify e 
kong. But when they discovered that the 
colony was demanding almost with one 
voice the right of abode in Britain, they 
baulked and dismissed the demand as to- 
tally unrealistic. 


ources in London said the British 

Government was trying to devise 

categories of Hongkong people who 

could be eligible for the right of 
abode in Britain. If Howe found such an idea 
was unacceptable here, the cabinet would 
think again. 

These sources said the government 
would stick to the recommendations of 
the House of Commons Foreign Affairs 
Committee (FAC), which called for faster 
progress towards democracy but firmly 
ruled out allowing all Hongkong British sub- 
jects to live in Britain, a right enjoyed by 300 
million Europeans, including residents of 


taken by the Guardian newspaper and the Spectator magazine. 
British political reaction to these 


ents fol- 
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Paper lion 


British reaction to the Affairs Committee report has been 
muted. Although the "quality" newspapers dutifully covered the 
report, they gave more space speculating on Sir Geoffrey Howe's 
reception from the people of Hongkong. The Sun, Britain's 
biggest circulation newspaper, failed to mention the report at all, 
focusing instead on the likelihood that a scheduled trip by the 
Prince and Princess of Wales to the colony later this year would 
be cancelled. 

Those newspapers that did concern themselves with the issue 
of inning Hongkong's population the right of abode generally 
took a strong line on Britain's obligations. The Mail on Sunday 
likened the government's attitude towards China to British ap- 
peasement of Nazi Germany in the 1930s. The newspaper called 
the Chinese regime "one of the most murderous on earth" and 
vigorously attacked those who considered the granting of right 
of abode as "unrealistic." A similarly vigorous line was also 
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lowed the line that those who write editorials do not have to face 
the electorate every four or five years. Most Conservative and La- 
bour politicians remain convinced the British people would not 
tolerate even the remote possibility of mass immigration — and 
they are probably right. In a poll commissioned by the Sun, 65% 
ed rere pen! to SHE eee 
abode to H people. 

The political reality for Britain is that the people of H 
are of a different race, a different culture and live thousands of 
miles away. A feature writer in the Independent newspaper sum- 
med up the British position thus: "If Sir Geoffrey Howe were in a 
candid mood in Hongkong, he would say, 'Sorry folks but there 
are too many racists in Britain and the Prime Minister and I are 
scared stiff of them' ." 

For a week or two, British consciences were tugged by the 
television images of brutality against unarmed people in Peking 
and the effect the killings had on Hongkong. But now those pic- 
tures are gone, and the wave of sympathy has passed. 

u James Bartholomew 
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French and Portuguese overseas territories. 

The FAC report was hurriedly unveiled 
on 30 June to coincide with Howe's visit. 
In it, the FAC acknowledged Britain had 
a particularly important obligation to Hong- 
kong because it was the only British colony 
“whose people cannot exercise the funda- 
mental right of self-determination." How- 
ever, despite the carnage in Peking, 
the FAC felt "Hongkong's future is in- 
extricably linked to that of China," so the 
1984 Sino-British Joint Declaration still 
provided the best and surest base for the 
future. 

On the right of abode issue, the FAC dis- 
missed the "insurance policy" argument 
and said that by acceding to the Hongkong 
request "Britain could be vulnerable to 
large influxes of people." As an alternative, 
the FAC supported faster progress towards 
full democracy by recommending half of 
"--  57-member lawmaking Legislative 

icil (Legco) be directly elected in 1991, 
leading to complete universal suffrage 
in 1995. 

The FAC rejected the views of senior 
Executive Council (Exco, the policymaking 
body) member Dame Lydia Dunn and 
senior Legco member Allen Lee who argued 
in London that only half of Legco should be 
directly elected by 1997 so that "the possible 





unsettling effects of full direct elections 
should be postponed until after the transfer 
of sovereignty." 

On the selection of the first Hongkong 
Special Administrative Region (SAR) chief 
executive, the equivalent of the governor, 
the FAC report said the person should be 
elected by a democratically constituted elec- 
toral college six months before the transfer of 
sovereignty on 1 July 1997. Subsequent chief 
executives should be elected by universal 
suffrage. 

In order to guarantee the SAR's "high de- 
gree of autonomy," the FAC said that when 
there was an "irreconcilable conflict" be- 
tween Legco and the SAR chief executive, the 
latter should resign. The report called for a 
review of existing legislation to ensure they 
do not breach international human-rights 
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covenants and suggested a bill of rights 
should be introduced. 

On the relationship between the SAR and 
Peking, the report opposed stationing of PLA 
troops in Hongkong and called on the 
Chinese National People's Congress (NPC) 
Standing Committee to delegate its power to 
interpret the Basic Law to a joint constitu- 
tional court. 

The report said any proposed amend- 
ments to the Basic Law should have the con- 
sent of the NPC Standing Committee, Legco 
and the chief executive. 

When Howe arrived on 2 July, he was 
met by several thousand noisy protesters at 
the airport. A bigger crowd rallied at a cen- 
tral park and later marched to Government 
House, the governor's resident and office. 
However, the turnout was only a fraction of 
the hundreds of thousands who took to the 
streets in May and June to demonstrate their 
support for the pro-democracy movement 
in China. 

One reason for the much smaller turnout 
was that the issue lacked the sense of poig- 
nancy and urgency which dominated the 
earlier marches in the wake of Peking’s mar- 
tial law and the killings by the PLA. 

Further, many people felt that it was 
futile to demand the right of abode because 
the British Government and the FAC had al- 








ready said no. University students and 
some political activists claimed to be proud 
Chinese and would not ask the colonial 
government for British citizenship. Such 


groups urged the people not to attend the 
rallies 


Unlike the case with the pro-democracy 
demonstrations, radio stations refused to 
give rally organisers air time to publicise the 
gatherings. Some organisers suggested the 
government had put pressure on the sta- 
tions out of concern that the demonstra- 
tions could become anti-British. That the 
government was worried about the possible 
upsurge of anti-British sentiment was indi- 
cated by reports that Exco had advised 
the Prince and Princess of Wales not to 
make a planned visit to the colony in Nov- 
ember. Ei 
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CAMBODIA 


Asean worries about chaos 
after Hanot pulls out 


Fear of the 
future 


By Suhaini Aznam in Bandar - 
Seri Begawan 


aving fought a relentless diplomatic 

battle for a decade to get Vietnam 

out of Cambodia, Asean is now wor- 
ried about what would happen if Hanoi 
does unilaterally withdraw its troops by the 
end of September. Anxieties over Cam- 
bodia’s future in the absence of a com- 
prehensive political solution dominated the 
3-4 July Asean foreign ministers’ meeting. 

“Southeast Asia cannot afford to have an 
Afghanistan-style settlement where the in- 
ternal parties are encouraged to continue 
their conflict after the external intervention 
ends,” said Singapore Foreign Minister 
Wong Kan Seng. “We hope this is not what 
Vietnam is trying to achieve in opposing a 
strong and effective UN presence in Cam- 
bodia. A settlement that left the Vietnamese- 
backed regime in power would make a 
mockery of Asean’s collective efforts and be 
a moral and political tragedy,” he warned in 
his closing, address. 

The joint communiqué at the end of the 
meeting stressed the need to establish “an 
effective international control mechanism to 
supervise and verify the withdrawal” and 
called for an effective UN-supervised inter- 
national peacekeeping force to maintain 
peace and order pending free elections in 
Cambodia. 

Asean's apprehensions also mainly stem 
from its loss of control over the Cambodian 
question, the single unifying issue for the 
group, now that an international conference 
on Cambodia is scheduled during August in 
Paris. Although Thai Foreign Minister Sid- 
dhi Savetsila urged fellow Asean members 
to "sieze the opportunity" and convene the 
Paris talks "as soon as practicable," others in 
Asean fear a Paris compromise which might 
be unacceptable to them. 

Therefore, Asean will insist in Paris that 
the Vietnamese pullout be supervised by the 
UN and that a provisional four-party gov- 
ernment — the three resistance groups and 
the Hanoi-backed Hun Sen regime — 
headed by Prince Sihanouk be set up before 
free elections are held. But if the Paris talks 
fail to break the impasse and Hanoi goes 
ahead with its unilateral withdrawal, plung- 
ing Cambodia in an intensified civil war, 
there is little that Asean can do to end the 
carnage. * 
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CHINA 


The NPC toes the party line 


Chop of approval 


By Robert Delfs in Peking 


ny lingering hope of China's sup- 

posedly supreme legislators counter- 

manding or even questioning the 
communist party old guard's suppression of 
the pro-democracy movement has ended 
with their rubber-stamping of all the party's 
decisions. 

The delayed eighth meeting of the Stand- 
ing Committee of the National People's 
Congress (NPC) was held on 29 June to 
"study and discuss" the decisions of the 
previous week's party Central Committee 
meeting. Chairman Wan Li called the deci- 
sion to suppress pro-democracy demonstra- 
tions "legal, correct and necessary," while 
noting that the "proletarian revolutionaries 
of the older generation represented by com- 
rade Deng Xiaoping had played a significant 
role in this struggle." 

Although it now seems hard to imagine, 
during the last days of the Tiananmen 
demonstrations some student protesters 
and intellectuals had expressed hopes the 
NPC might intervene by holding an 
emergency meeting to nullify martial 
law and impeach of Premier Li Peng 
and President Yang Shangkun. 
Perhaps suprisingly, these were 
shared by some party officials: the 
original martial law decree on 20 May 
confining it to "certain districts of Pe- 
king" was specifically intended to 
exploit a legal loophole, as only the 
NPC's Standing Committee can in- 
voke martial law in an entire pro- 
vince, region or municipality. 

However at the 29 June meeting, 
it was the conservatives who were on 
the attack. Standing Committee 
member Li Qi called for an investiga- 
tion into what he termed "an im- 
portant stratagem of the turmoil 
creators" to hold a meeting of the 
Standing Committee ahead of sche- 
dule so as to dismiss the martial 
law decree and dismiss current government 
leaders. 

Li implicitly accused Standing Commit- 
tee member Hu Jiwei, a former chief editor 
and director of the People's Daily, of complic- 
ity in fomenting the unrest. Hu, a well- 
known advocate of press reform, together 
with other Standing Committee members 
— including some vice-chairmen — had ex- 
pressed sympathy for the goals of student 
demonstrators in May. 

Li said Hu instructed individuals at the 
research institute of Stone Corp., a semi-pri- 
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vate Peking computer company, to contact 
other Standing Committee members. The 
Stone Corp. staff, he said, "acted unscrupu- 
lously and forged signatures" of Standing 
Committee members. Stone Corp. head 
Wang Runnan is thought to be on secret lists 
of intellectuals wanted by security police for 
involvement in the May-June disturbances. 

More than 40 of the 135 Standing Com- 
mittee members signed the motion to hold a 
special meeting, according to the Hongkong 
newspaper Wen Wei Po. A Xinhua news- 
agency report on 29 June, citing a statement 
by committee member Liu Dalian appears to 
confirm that at least some members signed 
the proposal. But other members publicly 
denied writing or signing any letter calling 
for an emergency meeting after their names 
appeared in a list of signatories published in 
Hongkong and Macau. 

But even as arrests continue, China's 
leaders are showing a conciliatory attitude 
towards the outside world. Li Peng reiter- 
ated recent statements by other government 
officials that the government was taking a 
"lenient" approach towards students who 
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Wan and Bush: 'deliberate attack.' 


took part in demonstrations "so long as they 
did not violate criminal law." Most of the 
foreign critics had been "deceived by the for- 
eign mass media." 

Deng himself has reportedly said that the 
number of people executed in connection 
with the rebellion should be limited. "Be- 
cause of mistakes by the [former] general 
secretary [Zhao Ziyang], there are a lot of 
disputes within the party," Deng said, ac- 
cording to Wen Wei Po. "These problems 
should be put aside for two to three years." 

However, other leaders continue to con- 
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demn attempts to impose sanctions on 
China by foreign countries. "Some countries 
pressure us for suppressing the counter- 
revolutionary rebellion," veteran leader Li 
Xiannian told the Chinese People's Political 
Consultative Conference leaders on 28 June. 
One article in a restricted-circulation journal 
said that "a certain foreign power" sup- 
ported the demonstrations to disrupt the 
Sino-Soviet summit and "weaken the inter- 
national impact of normalisation of Sino- 
Soviet relations." The article, whose con- 
tents were summarised in a Shanghai radio 
broadcast, said inflammatory reporting by 
the Voice of America was part of a plan of 
"psychological warfare for subversive pur- 
poses . . . launched painstakingly for 
years." 

The article also claimed that "people in a 
diplomatic compound in Peking fired on 
martial law troops in the street, killing one 
officer and injuring three soldiers . . . '*" o 
can go into a diplomatic compound? y 
did they fire on the troops from a diplomatic 
compound?" 

The US Embassy in Peking has lodged a 
second protest over that incident — in 
which troops poured heavy automatic 
weapon fire into Peking's Jianguomenwai 
diplomatic housing compound — calling it 
"a deliberate and premeditated army attack" 
on apartments of US diplomats and other 
foreigners. 


Susumu Awanohara writes from Washing- 
ton: Amid growing public revulsion 
at the continuing crackdown in 
China, the US Congress has deviated 
from President Bush's so-far mea- 
sured response and called for 
tougher sanctions against Peking. 

The House of Representatives 
voted unanimously for the new sanc- 
tions on 29 June. If passed as part of 
the Foreign Aid Authorisatio + 
the measures would among ....r 
things codify earlier executive sanc- 
tions into law; suspend new US Gov- 
ernment private investment guaran- 
tees; ban the export of police equip- 
ment; bar new US trade develop- 
ment activity and halt the export of 
US space satellites. 

Pleading for congressional re- 
straint, Secretary of State James Baker 
stressed the US Government has eco- 
nomic and geopolitical as well as human- 
rights interests. Bush had stopped US mili- 
tary sales and high-level official visits to 
China immediately after the killings in Pe- 
king during early June. Little is known 
about US electronic listening posts in Xin- 
jiang, which replaced those lost in Iran after 
the shah's fall, but they are believed to be 
vital in monitoring Soviet underground nu- 
clear tests. Indications are that the US-China 
exchange of intelligence, including tapes 
from Xinjiang, has not yet been affected by 
the US sanctions. = 
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JAPAN 


Tokyo municipal poll result bodes ill for ruling party: 


A public rebuff 


By Charles Smith in Tokyo 








apan's voters may not know what they 

want but they are very certain of what 

they do not. This was the message of 

e 2 July Tokyo municipal elections in 

which 9 million voters administered a sting- 

ing rebuff to the ruling Liberal Democratic 
Party (LDP). 

The Lpr’s strength in the 128-seat munici- 
pal assembly was reduced from 63 seats to 
43, as voters punished the party for its intro- 
-ction of a highly unpopular consumption 

and perhaps also took the opportunity to 
express their disgust with Prime Minister 
Sosuke Uno — whose alleged habit of buy- 
ing the "sexual services" of geishas has re- 
duced the standards of political debate in 
Japan to a new low. 

The Japan Socialist Party (JSP), which was 
only the fourth-largest group in the munici- 
pal assembly before the election, scored a 
major triumph, winning 36 seats and in- 
creasing its strength to the highest level 
since the late 1950s. Yet the JSP's success 
seems to have had far more to do with voter 
dislike of the LDP than support for its own 
policies. 

The party's basic policy platform, which 
includes dismantling nuclear power stations 
and scrapping the US-Japan defence agree- 
ment, was barely discussed during the cam- 
paign and has seldom proved much of a 
vote-getter. Instead, jsp candidates were 
able to pick up votes by denouncing the 

's tax policies and the government's fail- 

to uncover all the facts behind the long- 
running Recruit share-peddling scandal. 
Allegations of involvement in the scandal 
brought down the previous cabinet led by 
Noboru Takeshita in May. 

Of the three other opposition parties, 
only the hardline anti-communist Demo- 
cratic Socialist Party (DSP) increased its 
strength, from three to five seats. The 
Buddhist-affiliated Komei party, which has 
been hit by its own wave of corruption scan- 
dals during the past year, lost three seats 
and slipped from second to third in the 
pecking order in the municipal assembly. 

The Japan Communist Party (JCP) won 
only 14 seats, down from 20 in the previous 
election, apparently because voters accepted 
LDP propaganda suggesting that China's 
crackdown on its dissident students might 
be an omen of what could happen in a com- 
munist Japan. The JcP’s defeat may, ironi- 
cally, have backfired against the LDP because 
the poor showing of communist candidates 
reduced the tendency for anti-LDP votes to 
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be split among rival opposition groups. 

The LDP's setback in Tokyo does not 
mean that the party has been "defeated" in 
the technical sense normally applied to 
Western democratic elections. Before the 
poll the LDP held one less than half the 
seats in the 128-seat assembly, but was able 
to rule through a coalition with two of the 
four "progressive" parties. This LDP-Komei- 
DSP bloc still holds a majority in the new 
assembly so, in theory, Tokyo's LDP-su 
ported governor, Shunichi Suzuki, should 
be able to continue to conduct business as 
usual. In practice, however, things may turn 
out to have changed drastically. 

Although the Tokyo election was not 
fought on local issues, Suzuki is expected to 
face great difficulty in pursuing plans for the 
massive redevelopment of Tokyo's bay area 
— à policy which the city government has 
touted as being the answer to the capital's 
problems of overcrowding, but which the 
JSP claims is designed to put money into the 
pockets of Suzuki's supporters in the con- 
struction industry. Suzuki could also face 
mutiny in the form of withdrawal by at least 





one member of the three-party ruling coali- 
tion. 

Finally, Suzuki's own re-election in two 
years' time as Tokyo governor now looks far 
from certain. An anti-LDP coalition headed 
by the JsP could easily win the next gover- 
norship election on the strength of Sun- 
day's vote. The only question seems to be 
whether the three parties could suspend 
their perennial bickering long enough to de- 
cide on a joint candidate. 

The Tokyo election result is also signi- 
ficant at the national level. One striking fea- 
ture of the poll was a much higher participa- 
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tion by women voters than by men, and a 
corresponding increase in the number of 
women candidates who won election. 

The LDP, which ran two women candi- 
dates out of a total of 70, dismally failed to 
foresee this trend whereas the JsP, under its 
charismatic female leader, Takako Doi, 
cashed in fully on the "anger" of female vot- 
ers. Women candidates accounted for a 
third of the JsP’s winners and took top place 
in 10 of the multi-member constituencies 
where they ran against male LDP opponents. 

The second lesson of the Tokyo poll may 
be that it is too late for the LDP to head off de- 
feat in the 23 July national election for half 
the seats in the upper house of parliament. 
Before the Tokyo results were in, LDP offi- 
cials were still talking hopefully of winning 
at least 50 seats in the upper house poll. This 
would not be an overall majority but would 
be enough with the help of independents. 

Post-Tokyo poll forecasts suggest that 
the LDP may win as few as 40 seats in the 
upper house election. This would leave the 
party in a position where it would be unable 
to prevent vetoes by the upper house of 
legislation passed up from the lower house 
(where the LDP still has a big majority). The 
prospects for a ruling party rout in the upper 
house poll are enhanced by the fact that, ina — 
national election, the party will not only 
have to face urban housewives angry about 
tax reform. LDP candidates in rural areas 
could also suffer badly from the defection of 
farmers who are up in arms over the govern- 
ment's food import liberalisation policies. 

The Lpr’s strategy for the 23 July poll 
seems to be to close ranks behind its present 
leadership while hinting that there might be 
a major shake-up in the party hierarchy and 
a "fresh look" at the tax reform issue once 
the election is out of the way. 

Uno took over from Takeshita only after 
a difficult search by the party for an candi- 
date untainted by the Recruit scandal. But 
recent public opinion polls show him scor- 
ing the lowest post-war support ratings for a 
newly installed cabinet — so low that there 
appears to be little to choose between the 
present team and the discredited Takeshita — 
cabinet. Uno himself might have made mat- 
ters worse by hinting in the last week of June 
that he was “ready” to resign before the 23 
July election (though rumours to this effect 
in the media were quickly denied by LDP . 
headquarters). 

Whether or not Uno really wishes to step 
down, the party seems likely to keep him 
in office until after the poll is completed, 
if only because of the procedural difficulties 
in electing a new prime minister while par- _ 
liament is in recess. In that event, the LDP’s 
best hope may be (in the words of one ana- 
lyst) that "even dead cats bounce if they fall 
far enough." Put another way, the party 
could do badly enough in the July poll to 
bring worried conservative voters back into 
the fold before the far more important lower 
house election due by mid-1990. a 
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Mahathir says Sarawak 
bombings aimed at Taib 


> A series of bombings and fires in 
Sarawak over the past two years were the 
work of a group of conspirators trying to 
overthrow Chief Minister Tan Sri Haji Taib 
Mahmud, Malaysian Prime Minister Datuk 
Seri Mahathir Mohamad said in a speech 
delivered to parliament on 5 July. The group 
had formed a suicide squad and acquired 
firearms and explosives, some of which had 
been seized, alleged Mahathir, who said he 
was making the disclosures because the 
detention of several people from Sarawak 
under the Internal Security Act had been 
raised in parliament. 


. Proposal to divide 


Irian Jaya rejected 

> Indonesian Home Affairs Minister 
Rudini has rejected a proposal to divide 
Irian Jaya province into three smaller 
provinces. Irian Jaya, one of 27 provinces in 
Indonesia, has a total land area of 421,981 
km? and is about three-and-half times the 
size of Java, where most of Indonesia's 170 
million population live. Irian Jaya's 
population of 1.5 million is largely ethnic 
Melanesian. The proposal was seriously 
discussed by the Supreme Advisory 
Council in February this year, but Rudini 
said it would involve inefficiencies and 
create the need for additional funds to 
support an expanded bureaucracy. 


Taiwan stakes claim 
to Pratas Island 


> The Taiwan Government staked out part 
of what it considers its southwestern 
boundary with a stone marker on tiny 
Pratas Island, some 240 nautical miles 
southwest of Kaohsiung. Unveiling the 
monument, emblazoned "Shield of the 
Southern Seas," Interior Minister Hsu 
Shui-teh vowed to erect later this year 
similar markers on the Spratly Islands, 
more than 1,000 nautical miles further to the 
southwest, whose sovereignty is hotly 
disputed by such claimants as Malaysia, the 
Philippines and China. 


Singapore exempts Indian 
illegals from caning 

> Nine Indian illegal immigrants, who 
were scheduled to be caned and jailed for 
terms varying between three and eight 
months under Singapore's tough law 
against illegal immigrants effective from 31 
March, have been exempted from caning 
under an amnesty by Singapore's President 
Wee Kim Wee. The jail terms, however, will 
remain unaltered. The Indian Foreign 
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Ministry had stated earlier that should 
Singapore go ahead with the caning, 
bilateral relations will be adversely affected. 
A Thai illegal immigrant, who was 
sentenced to a jail term and caning on 22 
June, has filed an appeal against the 
sentence and it will be heard at a date to 
fixed later. The sentence also has drawn 
criticism from the Thai Government and 
trade unions. 


Papua New Guinea 

minister murdered 

> Following the as-yet-unsolved murder 
of Papua New Guinea's Minister of 
Communications Malipau Balakau by 
gunmen on 30 June, opposition leader Paias 
Wingti, on 4 July temporarily out of respect 
for his followers, withdrew a scheduled 
motion of no confidence in Prime Minister 
Rabbie Namaliu. The murder and 
subsequent riots in the Highlands town of 
Mount Hagen were the latest problem for 
the besieged government. It is already 
facing a virtual breakdown of law and order 
on the island of Bougainville, where rebel 
landowners, who have forced the closure of 
a giant copper mine, continue attacks on 
police and troops. Following the latest 
wounding of six policmen, a group of 

riot police beat up the local provincial 
premier and one of his ministers on 2 

July. 
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Jakarta students may 

face trial over protest 

> Fourteeen students involved in a Jakarta 
protest against higher electricity prices may 
have to stand trial. On 8 June, 80 students 
were arrested when demonstrators from 
several private universities attempted to 
march on the parliament building in central 
Jakarta to protest a sudden 25% rise in 
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electricity tariffs. Although most were 
released within one day and all were freed 
within two weeks, a police spokesman said 
charges of disturbing the peace and 
disrupting traffic would be brought against 
14 of the protesters. The Legal Aid Institute, 
which is representing the students, said 
dossiers on nine of the students have been 
sent to the prosecutors office and that the 
remaining five may be released. The 
decision whether to take the cases to trial is 
expected from the prosecutor's office within 
the month. The maximum penalty for the 
two charges is seven years' imprisonment. 


Taiwanese reporter arrested 
over dissident contacts 


> A Taiwanese 
journalist Huang 
Teh-pei, of the 
Independence Post, was 
arrested in Peking on 
3 July, after meeting 
with wanted student 
leader Wang Dan the 
previous day, a 
colleague said. Wang 
was one of 21 student 
activists wanted in connection with charges 
of inciting counter-revolutionary rebellion 
following the massacre in Peking. On 4 July, 
a Ministry of State Security official told 
Huang's colleague, Hsu Lu, that Huang 
had "seriously violated Chinese law," but 
refused to reveal his whereabouts. 
Meanwhile, two prominent activists who 
escaped from China after the crackdown, 
on 4 July announced the formation of an 
international organisation to fight for 
democracy in their homeland. Wu'er Kaixi 
and Yan Jiaqi, in a videotaped statemen 
believed to have originated in Paris, saic. 
their group would be called the Joint 
Committee of Chinese Student Movement 
and Democracy Movement. 





Wu'er. 


Singapore extends Cheng 
and Teo detentions 


> Church worker Vincent Cheng and 
lawyer Teo Soh Lung had their detentions 
under Singapore's Internal Security Act 
(ISA) extended by another year on 19 June. 
They are the only two of a group of 22 
detained in 1987 still held in custody. Under 
the ISA, persons considered a threat to 
national security can be detained without 
trial indefinitely with periodic renewals. 
Both Cheng and Teo are taking out habeas 
corpus applications against their detentions 
in Singapore's courts. Singapore recently 
passed laws exempting ISA cases from 
substantive judicial review, though the 
courts can still look at technical details 
affecting the orders. 
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PHILIPPINES 


Scam exposes flaws in land reform programme 





By Rigoberto Tiglao in Manila 


he scam which in late June cost agra- 

rian reform secretary Philip Juico his 

job, has confirmed the views of the 
critics who have been arguing that the so- 
called centrepiece of the government's po- 
licy — the year-old land reform programme 
— is badly flawed. 

A fly-by-night firm in mid-1988 pur- 
chased a largely uncultivatable 1,889-ha 
property in Camarines Sur province for 
P? ? million (US$149,500) and attempted to 
- two months later to the government 
for #62.7 million by invoking the provisions 
of the reform programme, in connivance 
with Agrarian Reform Department (ARD) of- 
ficials. Juico — who was alleged to be negli- 
gent not culpable — issued the payment 
order in January and the transaction would 
have gone through if the Land Bank of the 
Philippines, the financial institution for the 
programme, had not discovered the fraud 
and refused to allow the deal. 

Miriam Defensor-Santicigo, who built up 
a reputation for graft-busting as head of the 
corruption-ridden Immigration Commis- 
sion: was named as Juico's replacement on 
30 June. The scam — given unusu- 
ally extensive media coverage in 
Manila as the "Garchitorena scan- 
dal," after the name of the estate — 
was not simply one among the many 
cases of official corruption which Pre- 
sident Corazon Aquino's govern- 
m has largely failed to stop. 

exposed the flaws in the gov- 
ernment's agrarian reform program- 
me: loopholes in the law — and ac- 
cording to some, even in its concep- 
tual framework — are such that they 
not only allow landlords to profit 
from the programme but even create 
the conditions for defrauding the 
government. 

The e's most contro- 
versial feature is that it departed from 
the concept of ousted president Fer- 
dinand Marcos' own land reform scheme, of 
landlord compensation based on a land's 
productive value (two-and-a-half times the 
annual harvest). 

Instead, the Aquino administration had 
adhered to the principle of ^just compensa- 
tion," which both in local and international 
jurisprudence meant "fair market value." 
The influential landlord bloc laid the 
groundwork for such a concept by success- 
fully lobbying for the principle's inclusion in 
the new 1987 Philippine Constitution and — 
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Caught int the act 


through its representation in congress — in 
subsequently drafting the programme. Pay- 
ment of these “fair market values” (25% in 
cash and the rest in government bonds) 
would amount to P80 billion in the pro- 
gramme's 10-year span, much of which is 
expected to be raised from new foreign 
loans 


It certainly bore little similarity to tradi- 
tional land reform programmes elsewhere 
in the world. These have tended to be based 
on a government's confiscatory powers, jus- 
tified within a framework that landlords al- 
ready had been inequitably imposing rents 
on à politically-acquired natural resource for 
decades. 

The reason the Philippine programme 
differed was primarily due to the Aquino re- 
gime which captured power in 1986 being a 
coalition that included the landlord class. 
Marcos had alienated this group, first 
through his own land reform programme 
that bogged down in the mid-1970s and 
later on through securing agricultural 
monopolies for his cronies. 

ARD official Gerardo Bulatao explained 
this as a realistic constraint: "It is only a 
strong government that can enforce a pric- 





Juico: flawed programme. 


ing below market value; a weak govern- 
ment can only price it in such a manner that 
it doesn't invite landlord resistance." 

Yet it was the government's weakness 
that was exploited in the Garchitorena scam. 
Its perpetrators skilfully used the proce- 
dures for the land-pricing system in such a 
way that they even have gone to court to 
prove the price they worked out was within 
the bounds of “just compensation." 

One aspect of the mechanism called for 
estimating the value of the land by compar- 
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ing it to recent land sales in the area; they 
used as comparison carefully selected sales 
of plots in the relatively urbanised towns 
which involved only hundreds of hectares, 
compared to the 1,899 ha that comprised the 
Garchitorena estate in the province's hinter- 
lands. Another aspect involved tax declara- 
tions; they hurriedly paid the taxes which 
had been due on the property since 1985 
and inflated them to reflect the value they of- 
fered for the land. 

The flaws in the pricing procedure were 
virtually an invitation to corruption, given 
that the ARD's bureaucracy has been largely 
unreformed since the Marcos years. Out of 
the department's 150 provincial officers, 
about 100 had been appointed during the 
Marcos years. The department had ex- 
panded from 9,000 to 14,000 since 1986, but 
many of the new personnel were recruited 
by the old officials. Two of the four under- 
secretaries served under Marcos. 

The slow progress of the reform pro- 
gramme in the year since it was launched, 
has been partly due to the structure of the 
ARD, which remains organisationally incapa- 
ble of undertaking a major social program- 
me. Despite a P330 million budget and a 
major expansion in personnel, the depart- 
ment has done little in implementing the 
programme. 

Even some of its statistical releases have 
been misleading. According to its report, 
"cumulative accomplishment as of the end 
of 1988 reached an aggregate of 237,385 
emancipation patents [the ownership docu- 
ment of former tenants], representing 30% 

of the programme's total scope." 
4 However, Land Bank statistics 
à show that only approximately 

150,000 farmers are being amor- 
& tised, or only 6% of the 2.6 million 

tenants to be covered by the entire 
programme. What is not pointed out 
is that the bulk of these were tenants 
who were already acquiring their 
land under Marcos’ land reform 
scheme. 

"Maybe the positive thing out of 
this Garchitorena scandal is that 
there's a crisis situation now — just 
like in [the immediate post-Aquino 
victory] period — which would be a 
window of opportunity to overhaul 
the department," Bulatao said. Land 
Bank president acias Vistan, 
on the other hand, said he felt the 

case sent a serious warning signal: "The 
problem is that we have tended to believe 
that the level of integrity in the bureaucracy 
is very high." 

There is however another interpreta- 
tion. Juico is being seen in Manila as an 
example of the Aquino administration's 
weaknesses. That government, say critics, is 
run by inexperienced, yet arrogantly idealis- 
tic officials whose naivete has allowed their 
staffs to run circles of corruption around 
them. a 
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Nayibullah consolidates power in face of rebel disuruty 








By Hamish McDonald in Kabul 


our months after the withdrawal of 
| [ Soviet troops, the Moscow-backed 








regime in Kabul is not only surviv- 
ing, but clearly beginning to hope 
that its unexpected stay of execution at the 
hands of mujahideen groups can be ex- 
tended into a long-term hold on the central 
elements of the Afghan state. 

When the last Soviet troops crossed the 
Oxus River border on 15 February, Presi- 
dent Najibullah’s People's Democratic Party 
of Afghanistan (PDPA) government seemed 
to face a future as dismal as the unusually 
bitter winter gripping Kabul: shortages of 
food and fuel threatened the city's swollen 
population, mujahideen rockets indicated a 
resistance stranglehold from without, and 
bomb explosions revealed a fifth column al- 
ready within. Led by the US ambassador, 
Western diplomats withdrew, giving the re- 
gime six months as the outside limit. 

The past few weeks have shown a great- 
ly changed picture. Rocket attacks on the 
capital have tapered off to an average of five 








Stay of execution 


or six a day, mostly falling on the city fringes 
or around the airport. Guerilla attacks occur 
outside, at Paghman and Charikar, on sec- 
urity posts and electricity installations. 
Around mid-day, an air-trembling rum- 
ble and distinctive corkscrew condensation 
trail marks the firing of Soviet-supplied Scud 
ballistic missiles — sometimes in salvoes of 
two or four — at mujahideen concentrations 


On other pages 


The big push: 20. Losing their sting: 
20. Splitting the faithful: 21. 


around the besieged southern centres of 
Jalalabad, Khost and Kandahar. New ship- 
ments of Scuds are paraded through the 
centre of Kabul. 

A tight security network pervades Kabul 
and other towns. Virtually no section of 
major streets is unguarded by paramilitary 
troops, the Sarandoi. Agents of the feared 
Ministry of State Security (Wad, but still uni- 


AFGHANISTAN 1 


versally known by its old title Khad) lounge 
in lobbies and markets. Khad teams carry 
out surprise swoops, sealing off neighbour- 
hoods and conducting house-to-house 
searches for weapons and explosives — a 
tactic government officials credit with the re- 
cent lack of bombings in Kabul. 

For the population, the preoccupations 
are getting the staple flat bread from 
bakeries before the day’s rations run out, as 
they do before mid-morning, and hag^'»4 
with farmers and nomads who bring ir 
ited quantities of livestock and vegetapies. 
Since February, Kabuls population has 
dropped sharply, from'over 2 million to less 
than 1.5 million, as people head for better 
supplied areas in northern towns and to vil- 
lages. Although as one long-time resident 
said "Kabul has never been so poor,” this 
has helped ease the supply situation to a 
sustainable, if miserable, level. 

So far, Soviet support has been unstint- 
ing. Throughout the day, huge Ilyushin 
transports of the Soviet airline Aeroflot come 
down in tight spirals over the city, leaving a 
trail of magnesium flares to divert any heat- 


On a three-day drive through the western part of the pro- 


vince, along narrow dirt roads following dry river courses, the Is- 
maili leaders showed a peaceful countryside of wheat and rice 
farmers, and upland grazing communities — guarded by 
militiamen strung out along roads, and artillery posts on moun- 
tain tops. “We tell the opposition groups: we will give you a1 
thing you want, from the government funds, as long, as y 
don't interfere with the trucks," Jaffar said. 

Approaching villages, Mansur's convoy was welcomed tradi- 
tionally with a rivulet of blood across the dust as the menfolk cut 
the throat of a cow or goat. Old and young men would clutch 
their hands over their stomaches and bow reverently, then 
crowd the window of his vehicle in the hope of clasping or kiss- 
ing Mansur's hand. New government services — a hospital, 
metal workshop, repair garage, a veterinary centre — are located 
in and around Mansur's sprawling household at Kayan, where 
the family also keeps its horses for the traditional sport of buz kashi 
(a kind of polo played with a goat carcass), fighting dogs and 
cocks and hunting falcons. 

Although Mansur's authority clearly ends at the boundary 
with Bamyat province — long left to the mujahideen — where 
the convoy made an about face as apparently hostile figures 
gathered on a hillside up ahead, Kabul hopes his healing touch 
can be applied more widely. On 18 June, Mansur flew in air force 
helicopters to the northern town of Kunduz — seized for four 
days last year by mujahideen and then retaken after a heavy 
Soviet bombing — where he was to offer some 2,000 mujahideen 
local control in return for protecting road traffic. 


Back to feudalism 


One of the paradoxes of Afghanistan's politics is that President 
Najibullah's government is reinforcing its political grip by giving 
power away. In the countryside, Kabul is offering full local au- 
tonomy, any weapons up to and including tanks, as well as 
money and titles to local leaders who can guarantee to keep open 
communications between the cities. 

As a result, the country is slipping back towards a pattern of 
authority from ages past — a pattern reformist kings, Western-in- 
fluenced technocrats, Islamist theocrats and communist re- 
volutionaries have tried and failed to shift this century. The state 
controls the capital and a few other towns, with tenuous 
negotiated control over the roads between — with a variable de- 
gree of ability to collect taxes and conscript soldiers, and a 
monopoly of the more drastic instruments of violence. 

An example of devolved power is Baghlan province, astride 
the northern approaches to the Sallang tunnel through the 
Hindu Kush, the key supply route to Kabul from the Soviet bor- 
der. Three years ago, Sayyad Mansur Naderi, a religious leader 
of the minority Ismaili sect of Muslims, accepted a government 
offer of authority. Eight months ago, Najibullah appointed Man- 
sur's son Jaffar, now 25, as governor of Baghlan province and 
made him a full general in the army, in command of 13,000 
troops and militia. 
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seeking missiles fired by mujahideen. Down 
from the Soviet border come truck convoys 
of the Afsotr joint-venture transport com- 
pany. That the Soviet lifeline is gaining 
against demand was shown by the halving 
of petrol prices in early June. 

With Afghanistan’s northeastern gas- 
fields capped when Soviet technicians with- 
drew in February along with the soldiers — 
in order to avoid possibly permanent dam- 
age from sabotage — Moscow has lost its 
main form of payment for helping Kabul, 
the US$300 million a year energy supply to 
neighbouring Central Asian republics. But 
compared to the Rbl 5 billion (US$7.58 bil- 
lion) a year recently put by Premier Nikolai 
Ryzhkov as the cost of the occupation, 
Soviet officials say the present burden is in- 
definitely sustainable. 


hile employees lug their salary, 
in the form of sacks of flour, 
through the front doors of Da 
Y Afghanistan Bank (the central 
bank), the country's financial centre is a 
block away in the Kabul gold market. Offi- 
cials direct visitors to a busy courtyard to 
change their US dollars at seven times the 
official rate. The estimated US$2.5 billion a 
year foreign-exchange black market finances 
the unofficial trade that dwarfs officially 
noted trade. Japanese consumer goods are 
imported via the Soviet Union, and smug- 
gled into Pakistan — along with opium and 
Soviet aid — in return for food and fuel. 
Whatever the strain, the government ap- 
pears to have stabilised its position, a re- 


Scholars such as Olivier Roy say 
there are only 100-200,000 Ismailis in Af- 
ghanistan, and that they are traditionally 
despised by the majority Sunni. How- 
ever, Kabul and the Soviets seems to 
"Old hopes of negotiating a similar 

odus vivendi with the Shia, who form 
about 15% of the population. Among 
the Sunni Pushtun tribes (about 
51% of the population), Western obser- 
vers do not rule out bought truces on a 
widespread scale. "One should never 


underestimate the use of money in this war," one said. One 
according to The Muslim newspaper 
lamabad, has been recruitment of some 400 Pakistani Pushtun 
tribesmen to help the government defend Khost, in return for a 


bizarre sidelight, 


prized AK47 rifle and cash. 


Mansur himself has wide personal respect outside his own 
under the regimes of of the 


community, having been imprisoned 


markable development for a party regime 
regarded by many as a clique of Soviet 
stooges totally alienated from the Afghan 
majority by its record of brutal imposed 
"revolution." Several factors have brought 
this about. 

First, the strategy of the seven-party 
mujahideen alliance based in Peshawar, 
Pakistan, to try and seize a major southern 
town as a seat for their interim government, 
has been a colossal misjudgment. It has en- 
abled the government to concentrate its lim- 
ited military resources in three main 
localities (Jalalabad, Khost and Kandahar), 
bringing heavy fire to bear from prepared 
defences against badly coordinated frontal 
attacks across open ground. 

Government figures have admitted pri- 
vately that had the mujahideen combined 
such assaults with widespread disruption of 
lines of communication and cutting of the 
electricity lines coming from the Soviet 
Union, Kabul would have been hard press- 
ed indeed. What has happened instead is 
that military activity by mujahideen groups 
across the country appears to be winding 
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in Is- 


Mansur on tour in Baghian: enjoying autonomy. | 


to the past, and make it clear they see it as a temporary me: | 

Minister for Tribal Affairs Sulaiman Laeq declares that tribes have _ 

got used to social and economic assistance from the government. 
But the dispersal of powerful 


down, while government forces are more 
cohesive and confident. 

Second, the unforgiving tone of the 
mujahideen alliance towards anyone con- 
nected with the PDPA has stiffened the backs 
of the government forces. The behaviour of 
a small number of Arab volunteers fighting 
with the mujahideen (known commonly as 
Wahabis, after the majority Muslim sect in 
Saudi Arabia) has augmented the perceived 
risks of desertion. In one widely publicised 
incident, Wahabis executed a large group of 
government troops who surrendered dur- 
ing the fighting around Jalalabad. 

The Soviet withdrawal itself has brought 
about a change in the psychology of the situ- 
ation. "The jihad [holy war] is not the same 
without the presence of the Russian 
troops," according to one Afghan, said to be 
a mujahideen fighter visiting a government 
area under a pass. Conversely, the govern- 
ment army has moved out of the shadow of 
its foreign ally and each day of successful de- 
fence adds to its confidence. Government 
officials have even begun to claim that it was 
Najibullah's persuasion and ability that got 
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measure. 


weapons such as artillery and 


tanks among tribal militia also holds the potential for escalation in 


the traditional ski 


power may be the state’s last 


between state and local chiefs. Air 
ly of violence. 


13 JULY 1989 


ex-king = i ir Shah, president — Daoud, and the rul- 
ing People's Democratic Party of Afghanistan's (PDPA) former 
leaders Taraki and Amin. "Both sides have confidence in me," 
Mansur said. "My cooperation does not mean that I am siding 
with the government in crushing the other side." 
Accompanying Soviet and PDPA officials looked on approv- 
ingly and without apparent sense of irony at the unabashed dis- 
play of feudal-style loyalty in Baghlan. However, government 
figures do express unease when asked about the apparent return 


In activating the mechanism of the Loya Jirga (Great Tribal 
Council) and promoting local tribalism 
mujahideen's use of the imported shura (Islamic leadership con- 
ference) — the government may be unleashing forces. 
much less easy to control than it thinks. Should it be combined 
with the return of Zahir Shah, who commands loyalty among his 
fellow Durrani Pushtuns around Kandahar and among many 


to ple elsewhere, 
painful politica cirde. m Hamish McDonald 
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— as a counter to the 


Afghanistan will have come a long and. | 
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the Soviets to withdraw, a line Moscow is 
ready to back up with convenient documen- 
tary “proof.” 

With the much-resented Soviets gone, 
Afghans have turned their attention to the 
two starkly different alternatives facing 
them, given the absence as yet of com- 
promise. One is the prospect of the mujahi- 
deen coming to power — a group unable to 
present a united front even in war, and 
dominated by the radical Islamist party 
Hizbe-Islami under Gulbuddin Hekmatyar. 

Although Hekmatyar is not actually the 
head of the interim government, his highly- 
motivated party has an influence dispro- 
portionate to its numbers, and has been 
favoured as a recipient of hi-tech US 
weapons. Hekmatyar is prominent enough 
to be a propaganda boon for Kabul, which is 
dredging up details of the abortive Hizbe-Is- 
lami uprising with the backing of the Zul- 
fikar Ali Bhutto government in Pakistan in 
1975, acid attacks on unveiled women in 
Kabul around the same time, and repressive 
fundamentalist features of the mujahideen’s 


n 


interim constitution. "Between the two of 
them, Najibullah is more acceptable, for 

le in the cities and those who are used 
to any kind of civilised life," said one Afghan 
sacked from the civil service when the PDPA 
came to power in the April 1978 army coup. 
"If Hekmatyar comes to power, I will leave 

While such antagonism would be 
strongest among the small, secularised 
urban intelligentsia and many educated 
women, some observers also said fun- 
damentalism or Islamist ideas were un- 
likely to appeal to the typical Afghan vil- 
lager, a devout Muslim but one with toler- 
ance of many non-Islamic customs and 
superstitions. 

Divergences between the mujahideen 
party leaders based in Pakistan and the 
mujahideen commanders operating inside 
Afghanistan have also provided Kabul with 
propaganda material. "The government 
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A convoy passes damaged trucks on Sallang Highway. 


talks of the leaders living in luxury in Pakis- 
tan while the commanders are doing all the 
fighting, and it's drawing blood," said one 
foreign source in Kabul. Reports from Pakis- 
tan said the mujahideen offensive against 
Kandahar — the stronghold of loyalty to 
former king Zahir Shah, exiled since 1973 — 
had been half-hearted, even though Hek- 
matyar was rumoured to have offered local 
commanders US$2.5 million to launch the 
attack. When Hekmatyar attempted to 
spend 10 days with the Kandahar resistance 
in mid-June, he was expelled at gunpoint 
after 18 hours. 

In this more equivocal climate, the gov- 
ernment has stepped up efforts to reinforce 
its power by giving power away. Kabul is of- 
fering local commanders, tribal chiefs and 
religious leaders effective autonomy and 
government funding, as long as they assure 
security of government supply and com- 
munication lines through their territory. "In 
a sense, Najibullah is not giving much away, 
because the government's hold is at best 
tenuous, but it must prove attractive to 





some commanders,” said one source in 
Kabul. 

This strategy is also extended to the 
minority Muslim sects in Afghanistan, the 
Shia (many of them of the Hazara ethnic 
group) and the Ismaili. The sudden flourish 
of Soviet-Iranian relations is linked to this, 
with Moscow and Kabul striving also to 
exacerbate poor relations between the seven 
Pakistan-based resistance parties and the 
eight based among refugees in Iran. 

So far, Western observers have been 
shown only two examples where such truce 
arrangements are in place. On the northern 
approaches to the Sallang tunnel, the key 
land route between the Soviet border and 
Kabul through the Hindu Kush range, the 
Ismaili leader Sayyad Mansoor Naderi is 
the effective authority. Combined with a 
new by- road across arid country just 
north of Kabul, this has confined mujahi- 
deen disruption of the Sallang highway to 
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the winding descent from the tunnel on the 
southern side. 

In the western city of Herat, Khair 
Mohammad of the Alyzai tribe has been 
given 20 tanks, 100 four-wheel drive vehi- 
cles and ample weaponry and food stocks, 
in return for keeping 80 villages quiet. Even 
so, the city — scene of a massacre of Soviet 
military advisers in March 1979 and heavy 
Soviet bombing in retaliation — is still a bat- 
tle zone. Government forces exchange artil- 
lery rounds every 15 minutes with mujahi- 
deen forces controlling the city's devastated 
northwestern sector. Visitors brought from 
the outlying airport travel in armoured per- 
sonnel carriers and come under fire. 

The government has not yet produced 
hard evidence of truce agreements with 
major resistance figures, such as the 
Pagwan-based commander Ahmad Shah 
Masud. Even so, the relative quietness of 
the countryside, apart from the sout -~ 
fighting zones, has led to speculatio — : 
many deals. "Why haven't Kabul and 
Jalalabad been cut off?" asked one foreign 
source in Kabul. “Would it be killing the 
goose that lays the golden egg?" But it may 
simply be that commanders are jealous of 
committing their forces to battle until it is 
more clear who among the mujahideen 
leaders will benefit. 

Najibullah has thus gained a lot from the 
mistakes and divisions of "the opposition" 
— as Kabul officials refer to the mujahideen. 
But several observers also credit Najibullah 
with political skills that have at least blunted 
objections to the PDPA regime, even if they 
have not produced great enthusiasm among 
non-party elements. 


he crisis of the Soviet troop pullout 
has brought together the PDPA's 
warring factions — the more 
hardline revolutionaries of the 
Khalq (Flag) faction, which is strong i — ? 
armed forces, and Najibullah's dom t 
Parcham (Masses). This more conciliatory 
group was installed with Babrak Karmal at 
its head by the Soviets in their December 
1979 intervention after 18 months of Khalq 
excesses under presidents Taraki and Amin. 
Karmal in turn was ousted by the Soviets in 
favour of Najibullah in 1986. 

Last August-September the [party] situa- 
tion was desperate," said a Soviet source. 
“The Khalq leaders were openly talking 
about a coup; which Parchami leaders 
would be acceptable, which would be kill- 
ed." Around the October 1988 plenum 
meeting of the PDPA central committee, 
Najibullah arrested about 200 party oppo- 
nents, putting major opponents out of ac- 
tion. 

Since then, the Khad's notorious investi- 
gation chief Abdulghani (known as Zanbor 
— "The Wasp") has been almost as busy 
looking for internal regime opposition as for 
the resistance. "Pul-i-Charki prison [just 
outside Kabul] can hold 10,000 people — it is 
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always full" said one Kabul resident. 
Among the latest targets of suspicion have 
been a Maoist-style communist youth 
group, whose leader Sofi Shana and about 
300 followers are said to have been arrested 
two months ago. 

Najibullah has also given his enemies a 
quiet way out, allowing them a peaceful 
retirement if they choose. He has also 
burgeoned as a would-be populist, shuffling 
his own and the party's socialist origins into 
the past and loudly proclaiming his own Is- 
lamic credentials. "We never had such a 
powerful man with a tongue like Najibul- 
lah," said one Afghan professional. "He can 
speak to the common man, and I don't think 
anyone knows the Koran like him. He can 
quote proverbs for hours on end." 

So far, the approach has not been com- 
pletely convincing. In mid-June, Najibullah 
submitted himself to three evenings of a 
f- ~~ to-face complaints session with Kabul 

emics, whose defection rate to Western 
countries has long worried the regime. Car- 
ried live on television, the event had Kabul 
residents clustered around TV sets. But 
Najibullah's final speech in reply had many 
Afghans shaking their heads and condemn- 
ing it as "empty talk." 

The government's policy of “national re- 
conciliation” has similar credibility prob- 
lems. Najibullah has attempted to recreate 
the institution of the Loya Jirga, the great tri- 
bal council that has been the fountain of 
sovereign authority in the traditional Af- 
ghan state. Yet it has been patently clear 
that neither he nor the PDPA sees them- 
selves submitting to its authority. So far, 
the regime's Loya Jirga, last convened in 
May this year, was been an adjunct to its 
power. 

However, some Western observers see a 
possibility that a new National Reconcilia- 
tion Committee appointed by the latest Loya 
] | could develop as a negotiating channel. 
I... ven members include a former minister 
under Zahir Shah's pre-1973 rule, Azim 
Khan, royal family member Anwar Ziyaie, 
former police commandant Halsim Ka- 
tawazi, law professor Waseli Saraj (an- 
other relative of Zahir Shah), and former at- 
torney-general Arghandewal. “Even if it is 
stacked, it is a mechanism that is not part of 
Najibullah’s government,” one such ob- 
server said. 

The regime’s proposals for a peace pro- 
cess — a ceasefire, followed in sequence by a 
national peace conference, formation of 
either a neutral or a coalition interim govern- 
ment, drafting of a constitution for submis- 
sion to the Loya Jirga, and elections — are 
counter-weighed by a relentless propagan- 
da stress on the government's military 
power and Soviet backing. While Najibullah 
has made offers to stand down to bring 
about peace, with the improvement of 
Kabul's morale he shows less and less inten- 
tion of doing so. 

Attempts to broaden the government 
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have been more token than substantive. The 
Supreme Military Council formed this Feb- 
ruary contains a narrower band of non-party 
representation that the previous cabinet of 
the non-PDPA prime minister, Mohammad 
Hassan Sharq, who is now living under in- 
formal restrictions in Kabul. 


arty figures appear to react with 
surprise at suggestions that the 
PDPA remains communist. Since 
the Parchamis took over in 1979, 
the line has been "national democracy." The 
"mistakes" committed under Taraki and 
Amin were unfortunate, due to excessive 
"idealism," and were now well and truly in 
the past. (Western estimates say 50-100,000 
people might have been slaughtered in sud- 
den land reforms in 1978-79, while a clumsy 
attempt at enforced literacy led to several 
thousand PDPA cadres being killed.) At that 
time, of course, Najibullah was away as am- 
bassador in Teheran and therefore in no 
way responsible. 

Talks with senior provincial-level and 
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central government PDPA officials reveal that 
many remain committed Marxists. The 
party claims 230,000 members. Although a 
much smaller number would be fully indoc- 
trinated, the party appears a much more 
durable, much less demoralised institution 
than many foreign analysts credit. Party 
posters pervade armed forces installations, 
and the Khad is virtually a party organ. 

One non-aligned diplomat said the 
plausibility of US and Pakistani demands for 
the effective dismantling of the party was 
fading. "When [UN special envoy] Diego 
Cordovez was here, representation of 20- 
30% was being talked about for the PDPA," 
he said. "This is conditional on realities on 
the ground. Today they would laugh at 20% 
— though they would concede they cannot 
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have lasting peace unless they share power.” 

Similarly, Soviet officials say they are not 
wedded to Najibullah, and also seek 
“pluralism” as a means of bringing about 
peace. Soviet interests in Afghanistan are 
now put merely at avoiding a hostile Af- 
ghan regime in Kabul that might stir 
trouble in the volatile Central Asian region. 
They would be quite happy with the former 
neutrality of Afghanistan. But while gener- 
ally credited with the leverage to get Najibul- 
lah to resign, Moscow shows little sign that 
it thinks this is due. Ambassador to Kabul 
(and first deputy foreign minister) Yuli Vor- 
ontsov is suggesting a mutual US-Soviet cut- 
off in arms supplies to their respective Af- 
ghan allies, which in the current stand-off 
would save Najibullah. 

On the opposing side, few diplomats see 
the mujahideen as yet prepared to drop 
their steadfast refusal to talk with the PDPA 
— though the US increasingly refers only to 
the removal of Najibullah rather than of the 
party. “The mujahideen lost their chance in 
February," one source said. "I wonder 
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whether they will get an opportunity again. 
It may take time to organise themselves, and 
the international conjuncture does not per- 
mit them to take a long time. They have only 
a few months." 

Given the stalemated siege of Jalalabad 
— the mujahideen cannot advance across 
the fortifications, nor can government 
troops expose themselves outside — some 
pro-Western sources see the mujahideen 
gearing for another attack to seize an interim 
"capital" and thus improve their negotiating 
position. This could possibly be the small 
town of Khost, close to the border, with the 
US supplying new air-defence weapons 
specifically for this purpose. Afghanistan is 
thus set for another test of arms before the 
October snows. * 
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HANISTAN 2 


equips rebels for a new offensive 


The big pu 


By Ahmed Rashid in Washington 


resident Bush's administration has 

stepped up the supply of sophisti- 

cated arms to the Afghan mujahi- 
deen in preparation for a renewed guerilla 
offensive on the Kabul regime later this 
summer. Although there is increasing 
domestic pressure on the administration to 
spell out the terms for a genuine political set- 
tlement of the war, both Islamabad and 
Washington are determined to give the 
mujahideen one more chance for a military 
victory. 

"We are determined to stay the course 
with the mujahideen and hang tough with 
the Soviets," one senior US official told the 
REVIEW. "The mujahideen deserve one 
more fighting season which will decide the 
outcome of the war in their favour." The 
guerillas’ fighting season will come to an 
end by early November, when snow blocks 
supply routes from Pakistan. 

From interviews with US officials, con- 
gressmen and their aides, and military and 
Afghan experts at US think-tanks — all inti- 
mately involved with formulating Afghan 
policy — it is clear that despite recent US 
calls for a political settlement, Washington is 
not prepared to encourage any coalition be- 
tween the mujahideen and the Kabul re- 
gime, at least until the end of the year. 

Informed sources said that the US is sup- 
plying hundreds of portable Lightfoot mine- 
clearing systems to enable guerilla attacks on 
prepared defences around power pylons 
and the like. Hundreds of Stinger missiles 











sh 


have been stockpiled with the Pakistan 
army, ready for release to the guerillas once 
the offensive starts. Additional supplies of 
Spanish-made 120-mm mortars and special 
shells to crater airfield runways, as well as 
lethal cluster shells to destroy army garri- 
sons, are also being sent to the guerillas. 
The sources said the guerillas would 
launch a multi-pronged sk unn three towns 
simultaneously: Jalalabad, Khost and Gar- 
dez — all close to the Pakistan border. The 
guerillas are also being encouraged to attack 
Baghram and Kabul airports in an attempt to 
foil the regime's use of aircraft to defend 
these southern cities. US officials belive that 
a major factor in the failure of the mujahi- 
deen to capture Jalalabad, which has been 
under siege for more than three months, has 


Soviet Scud-B missiles arrive in Kabul. 


titude effectively 


been the regime's effective use of air power 
as well as the mujahideen's inability to 
launch diversionary attacks to divide the re- 
gime's army. 

Washington's decision follows the 
“heaviest Soviet resupply operation to the 
Kabul regime since the war began," accord- 
ing to one official. Moscow had despatched 
120 new tanks and 1,000 new trucks and had 
flown in some 1,200 cargo planes carrying 
hundreds of tonnes of weapons and am- 
munition — with 600 flights in May alone — 
since the Soviets completed their with- 
drawal from Afghanistan in February. US 
officials see this as Moscow's growing confi- 
dence in the regime of President Najibullah. 
"The Soviets are digging in their heels," said 
an official. 

Saudi Arabia is expected to match dollar 
for dollar US military aid for the guerillas, 
which along with some humanitarian aid is 
budgeted at about US$600 million this y ~~~ 
Sources said that the US may be able to 
another US$100 million for the operation if 
needed. The administration has also con- 
vinced the Saudis to channel all aid through 
the Afghan interim government (AIG) and to 





Later the pilots explain their tactics. The low (below 10 m) al- 
prevents the mujahideen's use of British- 


Losing their sting 


In the flight from Mazar-i-Sharif, a gov t stronghold in flat 
dry country close to the Soviet border, the Afghan Air Force 
helicopter hugs the ground lower as it leaves the security of the 
town's outlying defence posts. Soon it is flying at around 150 km 
an hour at no more than seven or eight metres altitude, skim- 
ming over pack-trains of donkeys and camels and herds of goats. 

Asitapproaches a spur of hills running down from the Hindu 
Kush across the flightpath eastwards, the pilot nudges the heavy 
machine Ege down ridges and valleys. Hurtling towards a 
narrow d where mujahideen might be waiting in ambush, 
the helicopter fires rockets: a sharp ripping sound, a smell of gun- 
powder, and a puff of dust in the hillface ahead. Behind, two 
other heli race through the pass, spitting magnesium 
flares to foil any heat-seeking Stinger missiles. 
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supplied Blowpipe missiles. "We fly in groups," said one pilot. 
"Generally we can see the terrain ahead, but if not we take coun- 
termeasures like rockets and flares. If e goes down, it is a 
question of who gets to you first. The other helicopters will try to 
rescue you." 

In the operations room of Mazar-i-Sharif airport, as Sukhoi-22 
fighter-bombers come and go from bombing runs around be- 
sieged Jalalabad, the pilots come in, put their helmets and masks 
in cloth bags against the dust, sip tea and play chess. The Blow- 
pipe was no longer much of a worry, the Stinger was — but tac- 
tics had been evolved to minimise its risk. 

These were not spelled out, but reporters who watched the 
Jalalabad siege with the mujahideen said the Afghan Air Force 
now has a good idea of the Stinger's capabilities and flies around 
them. Aircraft fly in groups of three at just the “lock-on” altitude 
of the Stinger's sensors, confusing it with a multiplicity of targets. 
Then one at a time, the aircraft make quick bombing dives. 
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halt funding of the maverick fundamentalist 
Wahabi guerilla groups who are disliked by 
the main mujahideen parties. 

The US is determined to give the AIG as 
much hardware and political support as will 
enable it to broaden its base inside Afghanis- 
tan sufficiently to emerge as a credible alter- 
native to the Najibullah regime. However, 
at the same time some US officials accept the 
criticism that the AIG has so far proved in- 
competent and unable to demonstrate great- 
er political credibility among the various 
guerilla commanders, tribes and ethnic 
groups inside the country. 


ashington's calculations are based 
W: the realisation that the ruling 

People's Democratic Party of Af- 
ghanistan (PDPA) is much more of an or- 
ganised and effective force in Afghan cities 
and could make a political comeback in the 
f  * if the PDPA military and political 
1 wine is not destroyed. For the first time 
the CIA is also exercising much greater con- 
trol over arms distribution and advice to the 
mujahideen to ensure that the interim gov- 
emment receives the weapons and that no 
one party is favoured by the Pakistani intelli- 
gence service which has promoted the more 
radical Islamist parties in the past. No single 
party would receive more than 17% of the 
total arms supplied by the US. 

However, officials said there was "a fall- 
back position" of moving towards negotia- 
tions after November if the mujahideen of- 
fensive is not successful. "The US does not 
want to have to get on the slippery slope of 
reversing policy decisions too early," one 
source said. "We must be as patient as the 
Soviets." 

For the time being the US has rejected all 
possible scenarios for a settlement which in- 
dude a UN-sponsored international con- 
ference on Afghanistan, an intra-Afghan 
c zue between the mujahideen and 
"^o--À Muslims" in Kabul, “negative sym- 


metry” (a simultaneous cut-off in arms aid 
by both Moscow and Washington), or a 
Loya Jirga (grand tribal council) to decide the 
country’s future. “We do not believe it is 
either appropriate or possible for the UN to 
try and force a settlement at this time,” 
Howard Schaffer, deputy assistant secretary 
of state, told the Congressional Subcommit- 
tee on Asia during hearings on Afghanistan 
in mid-June. 

But there are increasingly powerful 
voices within the US establishment who 
criticise what they see as the folly of present 
US policy. Three senators have asked for a 
major review of US policy while the power- 
ful chairman of the house Committee on In- 
telligence, Anthony Beilenson, shocked the 
administration recently by calling for a 
“mutual cut-off of all military aid to Af- 
ghanistan, to be negotiated with Moscow.” 
This negative symmetry has been backed by 
Soviet President Gorbachov as one step to- 
wards a political settlement, but it has been 
rejected by Washington. The real dilemma 
for Washington's hardliners is that there is 
widespread doubt, even among US officials, 
that the mujahideen can achieve a military 
victory or even significantly improve their 
military position by November, especially 
after their failure to prove their mettle in cap- 
turing Jalalabad. 

Even if the mujahideen showed military 
prowess in coming months, there would 
still be no guarantee that the AIG could bring 
peace to Afghanistan, especially as the mod- 
erate guerilla parties are now rapidly losing 
faith in the AIG's ability and would prefer to 
call a Loya Jirga chaired by ex-king Zahir 
Shah. The growing fear is that when the 
fighting escalates to a new level by the end 
of July, with both sides armed with the most 
lethal weapons ever supplied to two sides in 
a guerilla war, it could lead to horrendous 
civilian casualties and a partitioning of Af- 
ghanistan with the guerillas setting up their 
government in one part ofthe country. m 


AFGHANISTAN 3 


Soviets cultivate 
a wary lran 


Splitting 
the faithful 


By Sophie Quinn-Judge in Moscow 
T he surprisingly warm reception 


given to Iran's acting head-of-state, 

parliamentary speaker Ali Akbar 
Hashemi Rafsanjani, during his four-day 
visit to the Soviet Union last month has 
created an appearance of understanding 
and goodwill between the two countries. 
But despite the warming relationship, there 
is as yet no sign that the Iranians are moving 
closer to the Soviet view on the Afghan con- 
flict. 

In fact, Soviet regional specialists inter- 
viewed recently, said they saw little chance 
for agreement between Iran and the Soviets 
on Afghanistan. They believed that Iran 
would play a waiting game in Afghanistan, 
and perhaps use the bait of an Afghan settle- 
ment to gain greater economic concessions 
from Moscow. Since Ayatollah Khomeini's 
death earlier in June, moreover, they could 
detect no change in Iran’s stance. 

“There isn’t much difference between 
fundamentalism in Iran and Afghanistan — 
they have much in common in the ideologi- 
cal and cultural spheres,” said one specialist. 
And he added that he believed the Iranians 
would be especially happy to see their ver- 
sion of fundamentalism succeed in a Sunni 
Muslim society. 

Afghanistan’s minority Shia population 
might not be enough for them. He and other 
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By use of such tactics, air power has come back as part of the 
Kabul government's military line-up. Although a shortage of 
missiles among the mujahideen may be part of the explanation, 
transport planes have recently been flying with impunity be- 
tween cities, spiralling up and down to safe altitudes while over 
relatively secure areas, using flares to foil Stingers at vulnerable 
mountain crossings. 

The most acute period of the siege of Jalalabad may have pass- 
ed. When foreign reporters were taken into the city on 14 May, 
their transport helicopter was escorted by no less than seven 
Mi24 Hind helicopter gunships, and it flew only a yard or two 
above the ground. Pilots said one in four helicopters sent to the 
city were lost. By mid-June, Kabul's chief of defence staff Gen. 
Osef Delawar claimed the siege was effectively broken, with 
truck convoys able to reach it from Kabul. 

Government leaders now seem to be turning their thoughts to 
more offensive military operations. In the first full-scale reapprai- 
sal since February, President Najibullah convened the Supreme 
Military Council for an all-day session on 22 June. His introduc- 


tory speech, which foreign reporters were allowed to hear, urged 
army chiefs not to neglect training despite the emergency condi- 
tions. 

The four months of fighting on their own since the Soviet 
withdrawal have lifted the morale of government troops. But 
after 11 years of war, Kabul is evidently faced with a struggle to 
keep up military manpower. It claims 140,000 men under arms 
(in the army, the paramilitary Sarandoi and the Khad military 
wing), but the actual number may be less and quality is mixed. 

Avoiding conscription is a preoccupation for many men be- 
tween 18 and 40. Those stopped in the streets and found without 
proper clearances are carried off instantly to army camps. Asa re- 
sult, many Kabul families keep their young men confined to the 
house. Some with money or influence in the ruling party get their 
conscripted menfolk relatively safe sentry duties with the Saran- 
doi. Even so, a sign of the manpower shortage has been the spate 
of press articles about regiments which have “refused to be de- 
mobilised” at the end of their four year’s service. 

m Hamish McDonald 
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Soviets said the Iranians might prefer to see 
the radical Islamist leader Gulbuddin Hek- 
matyar gain greater influence inside Af- 

istan — and that they would like him 
even more if he lost international backing 
from other quarters. 

Official statements of the two sides dur- 
ing their Moscow talks emphasised the 
closeness of their views on a range of inter- 
national questions. They agree on a need to 
strengthen the UN and make it a more effec- 
tive instrument for international security, ac- 
cording to their sweeping but undetailed 
joint declaration signed on 22 June. Their 
final communiqué called for implementa- 
tion of UN Resolution 598, which calls on 
Iraq to withdraw from territories occupied 
during its war with Iran. 

On a bilateral level, a protocol signed in 
February between foreign ministers Eduard 
Shevardnadze and Ali Akbar Velayati, has 
made possible regular consultations be- 
tween them — they have had four meetings 
this year. This time around, however, the 
two foreign ministers had little to say on Af- 
ghanistan that was new. 

At their 21 June meeting, the Soviet 
newsagency Tass said, they declared the 
need “to end the bloodshed in this country 
and to give the Afghan people the chance to 
decide themselves their destiny . . . " For 
several months now the Soviets have used 
this as a formula for covering up differences 
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on the thorny question of which forces 
should be included in negotiations for a coal- 
ition or transitional government. 

In the wording of the final communiqué 
a concession seems to have been made to 
[ran: here the right of the Afghan people to 
"preserve their historic Islamic existence" 
was upheld, as was support for an "inde- 
pendent, non-aligned Islamic Afghanistan, 
which [would] maintain friendly relations 
with all its neighbours." The Soviets have 
not found it necessary to include the word 
“Islamic” in such statements previously. 


tion on the Iranian position by saying 

that "Iran does not have the right to 
interfere in Afghanistan's internal affairs." 
But he added that Iran maintained good re- 
lations with the Afghan mujahideen, as they 
were "heroic resistance fighters defending 
Islam." 

Besides the group of eight mujahideen 
groups based in Iran, Teheran had cooper- 
ated with other groups and now his country 
has reached an understanding with the 
Peshawar-based alliance of seven. This 
loose interpretation of non-interference may 
be an example of what some Soviets have 
criticised as Iran's "two-armed" policy. It ob- 
viously prevents Moscow from accepting 
with total confidence lran's renewed 
friendship. 


R afsanjani answered a reporter's ques- 


All the same, throughout Rafsanjani’s 
visit, his hosts tried extremely hard to 
please, even taking the bold step of allowing 
him to address his fellow Shia Muslims in 
the Azerbaijan Republic capital Baku. They 
also put in writing their willingness to coop- 
erate with Iran in strengthening its defence 
capabilities, though no signed agreements 
in this sphere were acknowledged. The 
whole exercise seems to have been aimed at 
giving Iran an incentive to maintain good 
state-to-state relations, while decreasing any 
temptation to develop unofficial contacts 
with the Soviet Muslim community. And as 
one Soviet specialist put it: “If we don’t meet 
Iran half-way, they could become anti- 
Soviet.” 

Whether the Soviets have received in ex- 
change any assurances of Iranian accommo- 
dation on a negotiated settlement for Af- 
ghanistan remains in doubt, though. Im- 
mediately following Rafsanjani's depa* > 
on 23 June Afghan Foreign Minister A 1 
Wakil was received by Shevardnadze. The 
two called for a conference of the Soviet 
Union, Pakistan, Iran and possibly other 
countries as a first step towards a com- 
prehensive Afghan settlement. But Soviet 
specialists said privately the only way to 
solve the problem was direct talks be- 
tween Washington and Moscow, which it 
has been agreed will recommence in late 
July. E 
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Law and leadership in China 


ne of the most pervasive, yet least 

perceived, costs of the recent 

slaughter and repression in China 

has been the enormous harm 
done to the legal system that the People's 
Republic had been laboriously constructing 
since the death of Chairman Mao and the ar- 
rest of the "Gang of Four" ended the Cul- 
tural Revolution. 

Ironically, it was Deng Xiaoping's ascen- 
dancy to power in late 1978 that began to 
translate popular revulsion against the law- 

ness of earlier eras into legislation that 

nised not only the suppression of crime 
but also the protection of individuals against 
arbitrary official actions. It was also Deng 
who recognised law's contribution to 
China's economic development and to the 
foreign business cooperation that is indis- 
pensable to the nation's modernisation. 
And he saw the need for government and 
communist party constitutions that would 
inspire confidence, both at home and 
abroad, in the rationality, predictability and 
legitimacy of the leaders' exercise of political 
power. 

There followed a remarkable decade of 
progress towards creating a credible rule of 
law. In addition to constitutional and 
organisational reforms, a flood of criminal, 
commercial and administrative laws ema- 
nated from a National People's Congress 
(NPC) that showed signs of abandoning its 
role as the party's rubber stamp. Courts and 
arbitration institutions, judges, procurators, 
` rers and notaries, as well as legislative 

tsmen, legal administrators and enter- 
prise counsel, tentatively groped towards 
professional autonomy, nourished by re- 
cently revived legal education and scholar- 
ship. 

dicia review of the legality of adminis- 
trators' decisions — a truly revolutionary 
concept in Chinese society — was an idea 
whose time had come. Even the feared pub- 
lic security agency could be taken to court, 
and this was hesitantly beginning to hap- 
pen. The NPC was even on the verge of 
abolishing the amorphous offence of 
“counter-revolution.” 

To be sure, there were occasional set- 
backs. For example, the NPC Standing Com- 
mittee enacted special rules to restrict the 
protections of the accused enshrined in the 
new codes of criminal law and procedure. 
Moreover, it reaffirmed the power of the po- 
lice to ignore the judicial process and confine 
people for years for vaguely defined “non- 
criminal” offences. Some blatantly political 
trials occurred, and the manner in which 
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By Jerome Alan Cohen 


party general secretary Hu Yaobang was 
forced to resign from office in 1987 raised 
doubts about whether the party constitution 
had been respected. Nevertheless, the over- 
all direction was positive. 

The events surrounding the Tiananmen 
tragedy have gravely damaged this nascent 
legal system, demonstrating the current 
leaders’ low regard for law even while they 
profess to observe it. When their own politi- 
cal power was at stake, they respected the 


es 


The events surrounding the 
Tiananmen tragedy have 
gravely damaged this nascent 
legal system, demonstrating the 
current leaders' low regard for 
law even while they profess to 
observe it. 
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rules of neither the party nor the state. In- 
deed, it appears that, in recent years, the 
has secretly operated on an illegitimate 
basis. Perhaps the purged party chief Zhao 
Ziyang’s gravest offense was his revelation 
to Gorbachov and the world that, contrary 
on the party constitution, Deng enjoys veto 
power over the party's major decisions. 
Further irregularities of party rule soon 
surfaced as Deng moved to overcome the 
political paralysis induced by the popular 





Soldiers policing Peking station. 
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demonstrations. It was apparently his ad 
hoc group of largely retired party elders — 
not the badly divided but ostensibly all- 
powerful Politburo Standing Committee — 
that finally decided that martial law had to 
be declared. 

In securing the necessary government 
declaration of martial law, the Deng group, 
despite a pretence of respecting formalities, 
show little more concern for the govern- 
ment's rules of procedure than the party's. 
Under the state constitution a decision of the 
NPC Standing Committee is required to place 
all of Peking under martial law. Although 
there was time to convene a meeting of the 
NPC Standing Committee, the Deng group 
could not be certain of the outcome. So it de- 
cided to invoke martial law in only parts of 
Peking, an action that, under the constitu- 
tion, could be taken by the State Council, 
China's highest exective agency, which is 
more shielded from public view than the 
NPC. 

Actually, however, the martial law de- 
cree that was issued covered all of urban Pe- 
king as well as four of its six suburban dis- 
tricts but not its rural counties, complying 
with the letter of the constitution but not its 
spirit. Moreover, it is seriously open to ques- 
tion whether the decree signed by Premier 
Li Peng in the name of the State Council was 
approved as required by law. As far as out- 
side observers can determine, neither the 
entire State Council nor its Executive Com- 
mittee, consisting of the Premier, the Dep- 
uty Premiers, all of the State Councillors and 
the Secretary General of the State Council, 
seems to have voted on the decree, again be- 
cause of the difficulty of winning agreement 
from a properly constitued body. 

The NPC Standing Committee has the 
legal power to override the questionable 
State Council decree, and many in China 
hoped it would. Yet, despite NPC Chairman 
Wan Li's dramatic return to China on 25 
May from his visit to the US, the NPC Stand- 
ing Committee was not allowed to convene 
until 29 June because the party Central Com- 
mittee had not yet played its part in the 
drama. The Central Committee itself had 
not been allowed to meet until its reluctant 
members had been "persuaded" to endorse 
Deng's decisions, including the ouster of 
Zhao Ziyang. By the time the Central Com- 
mittee acted, the NPC Standing Committee 
was prepared to do Deng’s bidding and 
did. 

The process of persuading reluctant 
members of the Central Committee and the 
NPC Standing Committee was facilitated by 
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their awareness that general secretary 
Zhao himself had been detained, that a 
reign of terror had already begun to punish 
dissenters including party members and 
that Zhao supporters within the élite, like 
Zhao himself, might well be branded 
“counter-revolutionaries.” 

The reign of terror has already demons- 
trated how little the guarantees embodied in 
the 1979 codes of criminal law and proce- 
dure and China's adherence to the UN con- 
vention against torture can mean for those 
accused of “counter-revolution.” Deng, 
Peng Zhen and other leaders, who in the 
1950s had mastered the techniques of cloak- 
ing political repression in forms of law lack- 
ing in substance, have reverted to familiar 
techniques. No protection against beating, 
torture and public humiliation while in po- 
lice custody. Insufficient time to prepare a 
defence or appeal against "facts" presented 


by a regime that claims no students died at 
Tiananmen. Trial in a coercive environment 
presided over by courts that once again 
trumpet their role as instruments of the 
state. 

After all, if the constitution guarantees a 
public trial, what could be more public than 
parading an accused before 10,000 people in 
a stadium? If "justice delayed is justice 
denied," who can complain if only four days 
elapse between arrest and a death sentence? 
Certainly not the executed defendant. 
Moreover, many persons have been sum- 
marily gunned down on the street by a re- 
gime that has yet to enact legislation defin- 
ing the contents of martial law. 

The implications of these sad action are 
profound. By so belatedly and inadequately 
seeking to rationalise their exercise of raw 
power, China's current leaders have under- 
mined their right to rule. By intimidating in- 





NEW ZEALAND 


Lange survives another leadership challenge 


F actional f furore 


By Colin James in Wellington 


he Labour government of David 

Lange remains seriously split after he 

survived another challenge to his 
prime ministership on 29 June. Attention 
now focuses on whether former finance 
minister Roger Douglas will regain a cabinet 
place in a reshuffle promised by Lange 
by October — and, if so, what role he will 
have. 

Lange split with Douglas in late 1987 
when Douglas attempted to extend his de- 
regulatory economic reforms into social po- 
licy and proposed a single-rate income tax of 
24%. After a year of wrangling between the 
two, Lange sacked a close Douglas as- 
sociate, state-owned enterprises minister 
Richard Prebble, on 5 November 1988 and, 
when the finance minister declared on 14 
December that he would not serve in a 
cabinet under Lange's leadership, sacked 
Douglas, then beat him in a leadership con- 
test a week later. 

Douglas then carried out an avowed six- 
month campaign to unseat him. That came 
to a head at a meeting of Labour MPs on 29 
June after two months of fruitless reconcilia- 
tion talks between Lange and Douglas, with 
Deputy Prime Minister Geoffrey Palmer as 
an intermediary. 

At that meeting Douglas’ supporters 
moved a vote of no confidence in Lange. If 
that vote had been won, the Douglas camp 
planned to support Palmer in a vote for the 
prime ministership. Although Palmer had 
not agreed in advance to accept nomination 


and continually protested his loyalty to 
Lange, he had indicated he would accept a 
draft by MPs if the office was vacant. 

Lange supporters were alerted to the 
plan when Minister of Tourism Jonathan 
Hunt, absent overseas, telephoned other 
ministers after a request by Douglas-sup- 
porting Internal Affairs Minister Michael 
Bassett to return. A scramble ensued as both 
camps tried to get sympathetic MPs back for 
the vote. Parliament was in recess and nine 
MPs were overseas. 

Lange won — but narrowly. The 
voting figures have not been released, 
with the Douglas camp claiming the re- 
sult was 27-25 and Lange putting his 
margin at between eight and 12. But even 
Lange’s glossiest version put his support 
at well below the 38-15 vote in December. 

Lange said on television 
that Douglas’ reforms had 
“subverted” Labour Party 
policy and said there would 
be no more such subversion. 

But Lange was weakened 
by the narrow vote and alle- 
gations, so far not denied, 
that present Finance Minis- 
ter David Caygill spoke and 
voted against Lange. Lange 
also felt constrained to repeat 
an undertaking, given in 
April, that when he reshuf- 





tellectuals and officials, they have denied 
their country the ideas and innovations of its 
most talented people and exacerbated al- 
ready widespread feelings of injustice, 
hopelessness and cynicism. 

By blatantly distorting facts and mani- 
pulating law and legal institutions, they 
have devalued the currency of not only their 
country’s domestic legislation but also its in- 
ternational agreements and made mockery 
of the “basic law” being drafted to assure 
Hongkong’s autonomy after 1997. And, in 
the eyes of foreign individuals, companies 
and governments, all these actions make 
China a riskier place, a less trustworthy part- 
ner. * 


Jerome Alan Cohen, an international 
lawyer, was formerly Associate Dean, Director of 
East Asian Legal Studies and Professor at the 
Harvard Law School. 


reshuffle, but put it to a vote of Labour 
MPs. 

On present indications, that vote would 
return Douglas to the cabinet. But Lange is 
under heavy pressure from the hierarchy of 
the Labour Party outside parliament and 
unions affiliated to the party not to give 
Douglas a portfolio "near public money." It 
seems unlikely that Douglas would accept 
appointment on those terms. 

The scene is therefore set for more 
wrangling between the two. Lange has 
promised the reshuffle in October but, 
sources close to him told the REVIEW, might 
bring it forward to end the uncertainty. 

However, there is no indication there 
will be any significant change in economic 
policy. Caygill has prepared a tough budget 
for 27 July, which has held spending tight 
and already forced some state hospital 
closures and cuts in police numbers. He 
has forged ahead with a bill giving ` 
Reserve Bank more independence f 
politicians to hold down inflation. State 
asset sales, plagued with troubles over the 
past year, will be continued to reduce debt. 
Changes in publicly funded superannuation 


to be foreshadowed in the budget for 


greater individual responsi- 
bility. 

Despite its internal trou- 
bles, therefore, the govern- 
ment has stayed on the track 
of economic restructuring in- 
itiated by Douglas when La- 
bour came to power in 1984. 
The differences with the 
former finance minister are 
over how far down that track 
it will go. The Lange govern- 
ment will not, as Douglas 
wanted, deregulate the la- 
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fles the cabinet, he will not Q bour market, allow greater 
exercise his prerogative to fill | privatisation of social ser- 
the "two to five" vacancies j > vices or further reduce per- 
expected to be created by the Lange: challenge. sonal taxation. EI 
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AUSTRALIA 


Conservationists gain a pivotal role in politics 


Greens set (he pace 





By Michael Malik in Sydney - 


or the first time in Australian history, 
F elected representatives from the 

Green conservation movement are to 
play an active role in governing a state — a 
development seen by many as introducing a 
new and possibly pivotal influence on na- 
tional politics. 

It took six weeks of tough negotiation 
and then a bitter all-night sitting of the state 
parliament on 28 June — played out in the 

dow of criminal charges of attempted 

ery to try to change the outcome — be- 
tore the Tasmanian Labor Party, with the 
support of five independent Greens, forced 
Liberal Party state premier Robin Gray to 
surrender power. 

Labor's tradition of not forming actual co- 
alitions meant that the Greens were not of- 
fered positions in the state government — 
and they never appeared particularly anxi- 
ous to claim any. 

But to transform its 13 seats in the 35-seat 








assembly into an 18-17 majority, Labor 
signed a formal written accord with the 
Greens on policy objectives largely dictated 
by the conservationists. 

The most controversial part of the pro- 
gramme commits the state government to a 
total ban on logging in National Estate 
forests, imposes a limit on the export of 
woodchips and bans the introduction of 
new forest-product ventures — policies op- 
posed by Labor's traditional trade union 
supporters, who claim the moves could 
threaten 600 jobs. 

The dedaration of new state parks and 
the protection of more wilderness under the 
World Heritage label are other commit- 
ments Labor leader Michael Field has made 
in order to become state premier after seven 
years of Liberal rule, and again these are 
commitments far from popular with the 
unions or with the Tasmanian business 
community. 

The whole list of Green objectives — 
added to other Labor commitments to 


Aboriginal land rights, price controls and in- 
creased spending on education — are un- 
costed, while no indication has been made 
as to how the new administration will secure 
additional investment and create jobs in a 
state where unemployment is above the na- 
tional average. 

It was Gray's support for a massive Aus- 
tralian-Canadian joint-venture paper mill 
which would have produced several 
hundred new jobs which fired up support 
for the Greens in the 13 May state election. 
As part of its own courtship of the Green 
vote, the federal Labor government vetoed 
the mill on environmental grounds (REVIEW, 
30 Mar.). 

The commitments were the price Field 
had to pay for office. Significantly, Labor's 
13 seats were the worst result they had ever 
had in a Tasmanian election. The pact may 
also well foreshadow the direction Labor 
will be forced to go nationally if it is to tap the 
growing conservationist feeling among vot- 
ers. 
While Tasmania's proportional represen- 
tation system is unique among Australian 
state and federal lower houses, the federal 
upper house, the senate, is elected on a simi- 
lar system. 

If the Greens were to hold the balance of 
power in the federal senate, they could dic- 
tate conditions to a future government of 
any political colour by refusing to cooperate 
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on approving legislation not to their liking. 

The other strength that the conser- 
vationists and other increasingly influential 
"third force" groups have is in distributing 
their second preferences in the complex 
Australian voting system, where such pre- 
ferences can determine the eventual out- 
come of elections. 

During the past two years in state elec- 
tions and by-elections, voter disenchant- 
ment with Labor — in power nationally for 
the past six years — and with the majoroppo- 


sition Liberal and National parties has been 
marked, with voters obviously attracted to 
other causes. 

In Western Australia, a massive swing of 
more than 10% against the Labor state gov- 
ernment failed to unseat it when most of the 
defections went to "Greypower," a pension- 
ers' group. But without doubt, the environ- 
mentis the political flavour of the year, espe- 
cially for a whole new generation of young 
and not-so-young idealists. 

While mention of the recent bribery case 





SOUTH KOREA 


Legislator's covert journey north hardens Roh’s stance 


Tripping a switch 


By Shim Jae Hoon in Seoul 


year after calling North Korea a “part- 
Awe ' in the march towards peace, 

South Korean President Roh Tae 
Woo is hardening his attitude towards 
Pyongyang. At a news conference on 28 
June, Roh criticised North Korean President 
Kim Il Sung for resorting to what he de- 
scribed as "unfair blackmarket deals" by re- 
fusing to talk peace with his government 
while seeking covert contacts with dissi- 
dents and students trying to overthrow his 

e. 

“I believe Kim Il Sung is exactly what he 
is," he commented sarcastically at a news 
conference for foreign correspondents. 
"You have to judge him by his record of rule 
in North Korea for the past 40 years." 

These statements mark a big leap back- 
wards from the euphoria of 1988, when Roh 
went to New York to address the UN and 
called on the North to end decades of con- 
frontation and start the process of détente 
across the 155-mile demilitarised zone. 
Today in Seoul the government's mood is so 
tense that it almost seems like a throwback 
to the times of the late Park Chung Hee, 
when even a mild suggestion of friendly 
dialogue with Pyongyang would land 
people in jail. 

The jailing has resumed: the Rev. Moon 
Ik Hwan's arrest in March for making an un- 
authorised trip to Pyongyang and discus- 
sing reunification with Kim has been fol- 
lowed by the detention of So Kyong Won, a 
national assembly member from the opposi- 
tion Party for Peace and Democracy (PPD) on 
the same charges. 

So, 52, is accused of secretly going to 
Pyongyang last August and meeting Kim Il 
Sung and Ho Dam, chairman of the North 
Korea Committee for Reunification of the 
Fatherland. 

So's trip to North Korea became public 
on 28 June when the PPD itself contacted 


the Agency for National Security Planning 
(NSP), formerly known as KCIA. It was a vol- 
untary move aimed at lessening the gov- 
ernement's use of the incident for propagan- 
da against the opposition group. 

In a further effort to limit the damage to 
its image, the PPD took the unprecedented 
step of expelling So from the party: it is also 
expected that he will resign his parliamen- 
tary seat. 

So, a militant nationalist who gained 
prominence for opposing US proposals that 





Moon; So: parleying with Pyongyang. 


South Korea open its market to agricultural 
imports, is seen as something of an eccen- 
tric. He appears in the national assembly 
wearing traditional Korean dress and has 
proposed a North-South exchange of rice 
seedlings and breeding cattle. 

What really bothers the authorities, how- 
ever, was the fact that he concealed his trip 
for the past eight months, even from his 
own party leaders. The government also 
wants to find out if So was accompanied by 
others, or if more opposition legislators have 
made clandestine visits to the North. 
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was banned by law, the final debate which 
saw Gray's defeat was overshadowed in the 
public mind by the shock of the arrests of a 
leading Tasmanian businessman and a Mel- 
bourne radio executive on charges of trying 
to bribe a new Labor member to cross the 
floor and vote with the government. 

The case against the former estate agent 
and chairman of a Tasmanian media group, 
Edmund Rouse, and radio executive Tony 
Aloi will be heard in Melbourne in Sep- 
tember. s 


The North's apparent success in drawing 
anti-government figures to Pyongyang — 
dissident author Hwang Sok Yong is writing 
about his trip from the safe haven of West 
Germany — undercuts Roh's negotiating 
power and erodes the base of his authority. 

However, the major impact of the affair 
has fallen on the PPD. Dogged by suspic 
of being pro-communist, Kim Dae Junj 
fighting hard to shore up the party's image 
by issuing a statement of "regret" over So's 
secret trip. 

As security agencies investigate whether 
the legislator received North Korean funds 
for his frequent overseas trips, Kim Dae 
Jung's efforts to create a moderate, centrist 
image have received a serious blow. Now all 
PPD members are under the shadow of being 
seen as a subversive group working hand- 
in-glove with North Korea. 

In addition, there is little consolation for 


the government to be had from the prp’s 
predicament. For the second time in three 
months, the country's intelligence agencies 
have failed to monitor the secret visits to 
Pyongyang by prominent dissidents such as 
Moon and So. 

As is customary in such cases, Roh de- 
cines to say whether or not the government 
knew about the trips in advance. But the 
consensus is that it did not, provoking fresh 
speculations as to how long Park Seh Jik, 
South Korea's intelligence chief, will hold 
onto his job. E 
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LANKA 


Battles in the north and subversion in the south 





By Manik de Silva in Colombo 


gnoring Colombo's increasingly strident 
demand that the 45,000-strong Indian 
Peace-Keeping Force (IPKF) pull out of 
the country's northern and eastern regions, 
New Delhi has begun flying in reinforce- 
ments to intensify its drive against the Liber- 
ation Tigers of Tamil Eelam (LTTE), the do- 
minant Tamil separatist group now working 
out an accommodation with the Sri Lankan 
Govemment of President Ranasinghe Pre- 
dasa. 

While Sri Lanka's military establishment 
insists that the Indians are inducting more 
troops into the battle against the Tamil Ti- 
gers, the Indian High Commission in Col- 
ombo says that it is no more than a turn- 
around of troops, both by sea and air. A Sri 
Lankan cabinet minister who was in the 
eastern city of Trincomalee on 30 June told 
the REVIEW: "They flew in 750 men and 
equipment on three flights that day." 

Reports reaching Colombo from the 
northern and eastern areas said that the IPKF 
had intensified its operations against the Ti- 
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Gandhi: clarification. 


gers despite Premadasa’s request to Indian 
Prime Minister Rajiv Gandhi that he order 
his troops to cease all hostilities against the 
LTTE. 
Premadasa made this request soon after 
the LTTE extended its ceasefire with Sri Lan- 
kan troops, effective since peace talks began 
in April into a complete cessation of hos- 
tilities. Gandhi responded by seeking Pre- 
madasa's clarification on whether the cessa- 
tion of hostilities meant that the LTTE had 
agreed to lay down arms, renounced vio- 
lence against the various ethnic com- 
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Caught in the middle 


munities, and committed itself to the unity 
and integrity of the island. 

The LTTE itself claimed that the Indian 
Government had ordered its troops to 
launch an “all out military assault” on their 
guerilla formations “using maximum air 
power.” In an announcement made from 
London, the LTTE said that the planned mili- 


tary operation in north and east Sri Lanka | 


was due to begin from 2 July. The LTTE al- 
leged that new battalions of jungle-trained 
commando units had been landed in Trin- 
comalee with equipment including tanks 
and artillery. The statement also claimed 
that curfews were being enforced in some 


areas to suppress news of civilian casualties | 
as the IPKF went for the LTTE in search and | 


destroy missions. 


The Indian High Commission in Col- | 


ombo admitted an intensified military 
campaign had begun on 1 July and said that 


more than 100 Tiger suspects had been | 


arrested over the 1-2 July weekend when 
five rebels had been killed and two 
wounded. An LTTE spokesman said 
hundreds of troops had poured out of IPKF 
camps in the northern Vavuniya, Mullaitivu 
and Kilinochchi districts and, backed by 
helicopters, fired barrages of rockets and 
mortars at their positions. 

While it became increasingly clear that 
India will not pull out of Sri Lanka by 29 July, 
the second anniversary of the IPKF's arrival, 
as requested by Premadasa, there were indi- 
cations from high-ranking Sri Lankan mili- 
tary sources that the Indians could with- 
draw by about October. But with relations 
between the two countries deteriorating 
rapidly, diplomats wondered whether the 
already slim chances of compromise had 
been lost. Sri Lanka has boycotted the early 
July meeting in Islamabad of the foreign 
ministers of the South Asian Association for 
Regional Cooperation on the grounds that 
India was using its "size and prominence” 
against small neighbours. 

Foreign Minister Ranjan Wijeratne, 
who is also deputy minister of defence, 
put it bluntly in a recent interview with an 
Indian newspaper: "Will Mr Rajiv Gandhi 
send his troops to America tomorrow to 
solve their problems? Go and tell him to stop 
poking his nose in Sri Lanka and take his 
army back to solve problems in India . . . 
Our stand is clear. The Indian army should 
get out." 

Adding more fuel to the flames was a 
declaration of the Indian-backed Eelam 
People’s Revolutionary Liberation Front 


(EPRLF) which runs the provincial adminis- | 
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tration of the temporarily merged Northern 
and Eastern provinces. The EPRLF, together 
with its ally, the Eelam National Democratic 
Liberation Front, threatened a unilateral 
declaration of independence (UDI) for the 
Tamil areas. The two groups said that after 
UDI, they would attack Sri Lankan army and 
police posts in the northeast. 

Despite the growing rift in Indo-Sri Lan- 
kan relations, diplomats and political ana- 
lysts in Colombo agreed that the bigger 
problem on Premadasa's hands was the un- 
rest in the predominantly Sinhalese south. 
A transport strike since mid-June has crip- 
pled vital sectors of the economy. Even the 
reinstatement of country-wide emergency 
rule, which lifted five months ago, has not 
broken the back of the strike which has been 
supported by Sinhalese extremists. 

In addition to the state-owned bus 
service, most private buses and trucks 
have suspended operations and the rail- 
way has been unable to provide more 
than a skeleton service. The Colombo port 
has come to a standstill with import and ex- 
port cargo piling up as a climate of fear has 
been created by armed subversive groups 
who have repeatedly demonstrated that 
their death threats are much more than 
words. 


hile the transport strike gripped 

the country for the third week, 

Premadasa was presiding over 
gam udawa (a "village re-awakening celebra- 
tion") held between 28 June and 3 July in 
central Sri Lanka. Fears that this festival 
might be disrupted by Sinhalese extremists 
appeared misplaced until the early hours of 
2 July when three grenades were flung onto 
the exhibition ground killing two people 
and injuring at least 30. But the attacks did 
not stop the crowds who continued flocking 
to the fair, and sources close to the president 
wondered whether the Janatha Vimukthi 
Peramuna (JVP) or its military wing had real- 
ly been responsible for those attacks. 

Elsewhere the subversives were able to 
make several thousand non-governmental 
employees take part in a token strike on 3 
July in support of the bus workers. People 
reporting for work — even in the absence of 
any public transport — found notices on 
their factory walls requiring them not to 
work that day. In many places the 
frightened workers did not go into the fac- 
tories at all. In others where they did, sub- 
versives on motorcycles delivered letters de- 
manding that they walk out. Dozens of fac- 
tories and other work places closed without 
a whimper of protest. 

"Its a fear psychosis,” said a senior 
policeman. "We saw it during the period of 
the presidential election last December and 
later to some degree during the February 
parliamentary election. These are people 
who have no compunctions about killing 
and there aren't many who are willing to 
defy their demands." ia 


DEFENCE 


Growing calls for US withdrawal alarms Seoul 


Welcome wears thin 


By Mark Clifford and Shim Jae Hoon 
in Seoul 
he US and South Korean defence 
ministers will hold their 21st annual 
joint security consultations on 21-22 
July amid calls for a change in the alliance. 
The South Korean Government, however, 
is digging in its heels to growing calls in 
Washington and Seoul for a partial with- 
drawal of US troops and a restructuring of 
the US-South Korean military relationship. 

South Korea’s ruling Democratic Justice 
Party and the country’s powerful military 
are worried that any change could lead to a 
diminished US commitment to defend the 
peninsula against an attack from the North. 
But resistance to change may boomerang, as 
opposition political parties in South Korea 
and an increasingly cost-conscious US Con- 
gress scrutinise the US military's role and 
mission in South Korea. Moreover, there is 
“a bad mood in Washington,” said an ana- 
lyst who follows bilateral military relations, 
with mounting anger at “the sassiness the 
[South] Koreans have shown [and] their di- 
minishing sense of gratitude.” 

Against this backdrop, a number of is- 
sues — ranging from questions of sovere- 
ignty to allocation of television channels 
— are proving fertile ground for further- 
ing divisions between the US and South 
Koreans. They include changing the com- 
mand structure which currently gives a US 
general nominal control over most of the 
South Korean military, moving a major US 
base out of central Seoul and reassigning the 
US armed forces’ television station (AFKN) 
from its prime spot on the airwaves. 

The US response to the altered relation- 
ship was emphasised when Donald 
US ambassador-designate to South Korea, 
stated at his confirmation hearings in June 
that it was time to start considering troop 
withdrawals. Moreover, a US congressional 
resolution in support of troop reductions 
has just been introduced. 

Last month US Sen. Carl Levin proposed 
a gradual reduction of US forces from the 
current 43,000 to perhaps 10,000 over the 
next few years. Levin, a Michigan Democrat 
who sits on the Senate Armed Forces com- 
mittee, noted that South Korea’s economy is 
already three times the size of North Korea's 
and is growing three times as fast. “North 
Korea fields a modestly larger military estab- 
lishment, but South Korea has a qualitative 
edge,” Levin said. 

Levin's is a two-track approach, which 
envisions an accelerated withdrawal if the 
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North Koreans respond with confidence- 
building measures intended to reduce the 
chance of a surprise attack. South Korean of- 
ficials, however, want North Korea to make 
the first move, insisting any US withdrawal 
should wait until either their own military 
capabilities have been strengthened or the 
North takes measures to cut its assault units. 

The South Korean Government brushed 
aside Levin's proposal. “Contrary to what 
[some people in US political and media cir- 
cles} say, I think it is the most economic in- 
vestment strategically to make this forw  ' 
deployment of forces," South Korean Pr 
dent Roh Tae Woo told foreign reporters on 
28 June in response to a question about US 
troop drawdowns. 

The South Korean position, which Roh 
underlined, is that North Korea has not 
moved in the direction of political or eco- 
nomic liberalisation, unlike many other 
communist countries. He alleged South Ko- 
rean "radicals who clamour for a reduction 
in US presence receive their propaganda 
from North Korea and their number is quite 
limited." Roh summed up with a US phrase: 
“If it ain't broke, don't fix it.” 

In fact, those calling for changes are no 
longer, as Roh and other senior South Ko- 
rean officials claim, limited to a few fringe 
radicals. And while the military alliance 
might not be "broke," it is showing signs of 
age and badly needs an overhaul. 

South Korea's opposition groups are be- 
coming bolder in their calls for change. Kim 
Dae Jung, leader of the largest opposit 
party, the Party for Peace and Democr | 
(PPD), explicitly endorsed Levin's proposal 
on 4 and 16 June. In Kim's view the South 
Korean economy and industrial base can 
now sustain an independent defence post- 
ure. Moreover, Kim said national pride can 
no longer accept a US general in charge of 
South Korean troops under the Combined 
Forces Command (CFC), and that continued 
US troop presence is a stumbling block to 
inter-Korean dialogue. 

It is this last contention, that a US with- 
drawal can encourage the North to adopt a 
policy of détente, which particularly angers 
the military and conservative politicians. 
The government thinks Kim's attempts to 
lure the North into a dialogue by cutting US 
troop levels — as well as his proposal for a 
North-South confederation — is danger- 
ously naive. But Kim has set his sights on 
widening his appeal among young voters, 
as well as maintaining the support of dissi- 
dents who control campus activists. 

Kim Young Sam's Reunification Demo- 
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cratic Party, the country's other major op- 
postion party, has taken a more centrist ap- 
proach while also calling for change. At a re- 
cent meeting with North Korean officials in 
Moscow, Kim Young Sam rejected their call 
that Moscow's withdrawal from Afghanis- 
tan should be matched by a US pullout from 
Korea, and he makes it clear he continues to 
regard US troops as an essential deterrent to 
a North Korean attack. But he has offered 
support for the idea of reforming the com- 
mand structure to give South Koreans more 
operational control over their own forces. 
Kim is playing to a more conservative audi- 
ence, including many in the middle class 
who distrust the North but are unwilling to 
spend more on defence. 

It is a measure of how the mood has al- 
tered in South Korea that calls for change are 
rising even among such traditional support- 
ers of conservative policies as farmers. In re- 
-—t months there have been a series of pro- 

s, some of them violent, by rural villagers 
against the US Air Force using the Koon-ni 
bombing range in South Korea. The recent 
jailing of PPD legislator So Kyong Won, 
former president of the Catholic Farmers 
Association, on charges that he illegally vis- 
ited North Korea last year, is another sign 
the rural sector is no longer in the govern- 
ment's pocket. 

Cost will be a major issue as the US pulls 
out of South Korea. According to the Minis- 
try of National Defence, it would be neces- 
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hinder the country's democratic evolution. 
When the military feels threatened, the 
country's leaders — who since 1961 have all 
been former generals — have cracked down 
on dissent. Both Kims will certainly recall 
that former president Park Chung Hee tight- 
ened authoritarian control following Jimmy 
Carter's proposed troop withdrawal in 1976. 

While troop drawdowns generate the 
most controversy, there are a number of po- 
tent symbolic issues which could be resol- 
ved relatively quickly and would go a long 
way towards defusing South Korean resent- 
ment over the US presence. But the US com- 


plains that foot-dragging by the South Ko- | 


reans is delaying their resolution of issues 
such as the AFKN television network, the 
Yongsan military base and the CFC arrange- 
ment. 

It galls many South Koreans that the US 
has nominal control of most of their armed 
forces, even in peacetime. There are pro- 
posals to place a South Korean general in 
charge of the ground forces, which would 
insulate the US from responsibility in the 
case of a coup or a domestic incident. The 
US is blamed by many South Koreans for 
failing to stop the 12 December 1979 coup, 
when Roh pulled troops back from the 
front line to support Chun Doo Hwan's 
putsch, and of allowing units to be released 
for supressing the subsequent Kwangju up- 
rising in May 1980. 


US officials counter by saying they have | 
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US troops: ‘a bad mood A Washington.’ 


sary to increase defence expenditure from 
the current rate of just over 5% to 8% of GNP 
to replace the US forces. Moreover, the 
ministry says it will have to extend mandat- 
ory military service from the current 30 
months to 50 months. 

The report, which was presented to the 
national assembly in response to Levin's 
proposal, concludes that "it must be em- 
phasised the basic position of the Ministry of 
National Defence is to oppose any change in 
the US military presence in [South] Korea at 
this time.” 

South Korea’s opposition must move 
cautiously so changes in the military do not 
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little actual control over the South Korean 
military, and that they would like to change 
the current command structure. It is a situa- 
tion, complain US officials, in which the US 
has responsibility but no authority. How- 
ever, a US proposal to give South Koreans 
command of the country’s ground forces 
has stalled because of “local political prob- 
lems,” says Levin's report. “The ROK [Re- 
public of Korea] general selected for this 
command would become the most impor- 
tant political figure in the ROK military. To 
date the ROK has been unable to decide who 
they are willing to elevate through such a 
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BURMA 


Tense weeks ahead as emotive annwersaries fall due 


Haunting memories 


By Rodney Tasker in Bangkok 


ith a string of potentially inflam- 

matory anniversaries imminent in 

Rangoon, the Burmese military 
government is warning opposition politi- 
cians and students not to exacerbate the pre- 
sent level of tension. Opposition leader 
Aung San Suu Kyi, whose popularity is evi- 
dently soaring, has been singled out for par- 
ticularly stern treatment. 

Reminders that martial law is in force — 
as it has been since the military junta as- 
sumed power in September 1988 — have 
been broadcast over the radio and by mili- 
tary officials travelling around Rangoon 
with loud-hailers for more than a week. The 
state-run Working People’s Daily, the only 
newspaper allowed in Rangoon, published 
a special edition on 27 June laying down re- 
strictions on speech, movement and assem- 
bly under martial law. 

While the student leaders who 
spearheaded the three-month anti-govern- 
ment confrontation in 1988 are reported to 
be, at least temporarily, hesitant in again 
challenging the military on the streets — at 
least three were arrested recently — Suu Kyi 
is cranking up her campaign in open de- 
fiance of the authorities. She is not only 
drawing increasingly large crowds to hear 
her message calling for a return to demo- 
cracy, but she is also telling people they 
need not obey martial-law “commands” 
which are unjust and unlawful. 

This obviously angers the military gov- 
ernment headed by Gen. Saw Maung, but 
whose most publicly visible leader is the 
tough military intelligence chief Brig.-Gen. 
Khin Nyunt, secretary of the State Law and 
Order Restoration Council (Slorc). The gov- 
ernment accuses Suu Kyi of, among other 
things, trying to split the armed forces. 

At a 22 June news conference for local 
journalists given by the Slorc information 
committee, Suu Kyi and the National 
League for Democracy (NLD) party which 
she leads were given an ominous warning. 
“If they [the NLD] constantly commit such 
acts as instigations against the government 
and the Tatmadaw [armed forces], causing 
divisions within the Tatmadaw, and making 
instigations leading to disturbances, there 
may be such a situation that control and 
supervision works are to be continued," a 
spokesman said. 

The implication of this veiled threat is 
that Suu Kyi may be arrested. Aung Lwin, 
an NLD founder and a member of its execu- 
tive committee, was arrested on 28 June, 





while another committee member was re- 
ported to have been subsequently picked up 
— ostensibly in connection with a criminal 
case involving an illegal abortion. However, 
some diplomats in Rangoon think it unlikely 
that the government will want to martyr 
Suu Kyi by either detaining her or subjecting 
her to violence. 

The Slorc news conference, which was 
reported over four pages of the Working 
People's Daily, also warned that the NLD's 
"programme of establishing 'red power 
must be prevented by the use of ‘power’.” 
This is a reference to a current government 
propaganda campaign to equate Suu Kyi's 
tactics with those of the outlawed Com- 
munist Party of Burma. Suu Kyi has denied 
she is a communist. 

In a more insidious campaign against the 
44-year-old daughter of the revered Bur- 
mese independence hero Aung San, the mi- 
litary authorities have dwelt on her marriage 
to a foreigner. Suu Kyi's husband, Michael 
Aris, a professor at Oxford University, is 
British. The intention appears to spark 
latent xenophobia, particular as it involves 
a Burmese woman married to a foreigner. 
Diplomatic sources also say the author- 
ities are encouraging a rumour that her 
husband has Indian blood — the Burmese 
have less affection for Indians than most 
other races. 

Another line of attack on Suu Kyi is 
based on a statement she made in December 
1988 that Buddha was an ordinary man. 
While Burma is a predominantly Buddhist 
country, the religion does not deify Buddha 
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Demonstrators in July last year: government warnings. 
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— though this has not stopped the govern- 
ment from accusing Suu Kyi of sacrilege. 
She has responded by saying Buddhism 
teaches devotees to be good people and not 
to lie — a taunt against the military. 

Under normal circumstances, these ex- 
changes between Suu Kyi and the military 
junta 10 months ahead of a promised gen- 
eral election might not necessarily lead to 
violence. But a series of emotionally charged 
anniversaries over the next four weeks may 
test the patience of the military, which has 
shown it will open fire if it feels protests are 
getting out of hand. 

On 7]uly, students — whose universities 
and colleges have still not re-opened since 
last year's bloody street battles — were 
expected to mark the 1962 destruction of 
the Rangoon University students’ union 
building by strongman Ne Win’s troops. 
Martyr's Day on 19 July commemorates the 
1947 assassination of Suu Kyi's father A**^^ 
San, which she and her followers can be 
pected to mark, while 8 August is the nrst 
anniversary of the student-led challenge to 
the previous authoritarian government that 
led to the killing of hundreds of dem- 
onstrators. 

Burmese student sources now in exile in 
Bangkok say because of the number of ar- 
rests in Rangoon over the past few months, 
student leaders there may be wary of 
exploiting these events to show their oppo- 
sition to the government. Some 3,000 stu- 
dents are still on the Thai-Burmese border 
about 2,000 are with ethnic insurgents inside 
Burma with the remainder in Thailand. 

The students straddling the border are 
encouraged by current moves in the US 
Congress to have US$2 million in humanita- 
rian aid channelled to them. This will not 
only ease their immediate hardships, but 
may also send a message to colleagues in 
Rangoon that at least one foreign govern- 
ment is aware of their plight and is willir 
do something about it. 
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"or us, flying is precision work. 
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No matter what. There are 
certain things where we 
aren't prepared to budge an 
inch from our basic prin- 
ciples. For instance, when 
it comes to technical relia- 
bility. 

Regularly, our aircraft are 
subjected to a whole range 
of visual, status, function 
and detail checks. This is 


something which you can 
expect of every airline. 

For us, however, it's not 
enough. Our technicians 
and engineers work with a 
degree of precision only 
rarely achieved elsewhere. 
Using highly sensitive 
testing equipment, they 
inspect every aircraft down 
to the last rivet. 





Because they think it's 
impossible to be too 
thorough. That's just the 
way we Germans are. For 
us, everything has to be 
exactly right. There are 
simply some things where 
we never try to cut corners. 
And this pays in the long 
run. Precision is our maxim. 
And we won't budge an inch 
from this. 
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DAVIES 


Travellers Tales 


he Review does not publish 

reviews of books it publishes itself. 

I must admit that this was a “house 

rule” I hurriedly instituted after 
one of the books we published received 
such a stinking review from the man we 
commissioned to write it for us that I had to 
choose between the principle of “Publish 
and be damned” (and face the indignant 
anger of the author) or take the easier way 
out — which I did. However, I am not going 
to let our excellent recent publication of Ber- 
til Lintner's account of last year's anti-Ne 
"^ mots, Outrage: Burma's Struggle for 

ocracy pass without due mention. 


Last year's riots in Burma (by the way, we 
intend to carry on referring to the country as 
Burma — just as we went on calling "Kam- 
puchea" Cambodia until reason recently as- 
serted itself — and we will have nothing to 
do with the current regime's decision to re- 
name it Myanmar) were a tragic rehearsal 
for last month's outrage in Peking’s Tianan- 
men Square. In both countries, students and 
other well-wishers from every level of so- 
ciety looked as if they were on the point of 
winning some liberalisation of tyrannical re- 
gimes, and in both those hopes were 
crushed when the politicians called in the ar- 
mies and ordered them to do their bloody 
business, so that they could hang on to 
power. 


Burma's Defence Services Intelligence 
(DSI), an organisation headed by Col Khin 

nt, did not distinguish itself during the 
..... — neither for its defence, its services 
nor its intelligence. I possess copies of a 
couple of reports submitted by its agents. 
One records the arrest, at 4 a.m. on 26 Au- 
gust 1988, of a couple of people who were 
"in pursuit of destructive purposes" (the DSI 
reports refer to all those suspected or ar- 
rested as "destructionists"). The trouble is 
that those arrested — Cpl San Lwin and Pte 
Soe Naing — both belonged to Army Intelli- 
gence. 

In another incident, at 11 p.m. on 25 Au- 
gust 1988, Security Guards (that is, self-ap- 
pointed vigilantes who did the authorities’ 
work for them even after the collapse of the 
regime — much as informers and "patriotic 
enemies of counter-revolution" did so in Pe- 
king) arrested a group of nine people who 
were spreading their "destruction" by dis- 
tributing pamphlets. Among the nine ar- 
rested, seven were members of the DSI, one 
being a captain, while one of the cars used 
by the group belonged to the Defence Minis- 
try. 
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I sincerely hope that Col Khin Nyunt, a 
slightly ridiculous xenophobic Burman 
poseur, has been able to provide his bosses 
with satisfactory explanations of these inci- 
dents. 


The DSI distributed its own pamphlets 
which reflected its boss’ xenophobia. One 
took the form of a rough sketch of a Kyat 100 
note which purported to have been issued 
by the Union of Burma Chapati Bank. Two 
faces on the so-called note were captioned 
obscenely, and they were accompanied 
with a traditionally anti-Indian message: 
“Our country is going to be impoverished. 
The present currencies will no longer be 
legal tender.” 

Bertil explains that the reference to 
chapati, and other xenophobic denuncia- 
tions of “camels” and “Kalazote” are meant 
to blame Burma’s troubles on foreigners (the 
word kala means Indian or foreigner, mak- 
ing no distinction as to colour or origin). 
Many of the insults were meant to discredit 
Mrs Aung San Suu Kyi, whose husband is a 
British Tibetologist from Oxford. 


As in China, many Burmese listened to for- 
eign radio news programmes, particularly 
the VOA and the BBC, to keep track of events 
in their own country. The DS's propaganda 
was particularly virulent against the BBC, its 
pamphlets depicting its correspondents as 
haughty, long-nosed colonials in pith hel- 
mets and khaki safari suits who not only 
broadcast but also farted their news. 

I suppose it is not surprising that tyrants 
of all political colours dislike the foreign 
press, or dislike it when it reports on the 
countries they rule. "The most popular 
[radio service] undoubtedly is the BBC," Ber- 
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til Lintner wrote for the REVIEW in one of its 
surveys of the regional press (REVIEW, 28 
Mar. '85). He continued: "When the British 
Government in recent years decided to cut 
back on expenditure and the Burmese ser- 
vice was among the ones that it planned to 
scrap, many Burmese listeners pleaded with 
London to continue. Rumour has it that 
even strongman Ne Win privately sent a 
message to the BBC and requested it to re- 
verse its decision, which in fact happened." 
Doubtless Ne Win is now instructing the BBC 
not to interfere in its internal affairs. 


As the pathetic British Foreign Secretary, 
Sir Geoffrey Howe, flew into Hongkong to 
cries of “Shame!” and even boos from the 
journalists gathered for his airport state- 
ment, I thought it worth preserving a pic- 
ture taken by a Chinese photographer, Chu, 
of the Goddess of Democracy waiting to 
greet Howe in a Hongkong park, after 
which the nervous Hongkong authorities 
will dismantle it. It is a replica of that 
smashed by the tanks in Tiananmen Square: 
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REVIEW 1946 


“The present position and potentialities of 
this region justify optimism.” 


“Given the potential economic and 
political development of Asia we anticipate a 
growing demand for reliable, concise and 
above all objective assessments of events.” 


“. ..we discern a remarkable thirst for 
more and better education, information and 
knowledge, and intellectual satisfaction.” 


“At any time and in every case, unbiased 
and dispassionate, factual and balanced 


reporting will be our aim and policy.” 


The Editor 
Far Eastern Economic Review 
First Issue 1946 
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Forty 


years 
On + 2. 


In the middle of a decade which had 
seen the greatest upheaval the world had 
ever known, a group of men with faith 
and foresight set their eyes on Asia. 

They recognized the need to chronicle 
the restructuring of Asia from the ashes of 
war. A region that they felt would rise and 
grow at an astonishing rate, perhaps faster 
than any other. A region that they felt the 
world would need to watch carefully. 

In October of 1946, a publication 
dedicated to balanced, objective coverage 
of Asian affairs was born. Its name: The 
Far Eastern Economic Review. 

In the decades that followed, the 
phenomenal growth of Asia astounded the 
world. The prophecy of those visionaries 
echoed strongly; leading the Review to 
consistently serve as an important channel 
of information on Asia. This dedication 
and foresight has not changed. 

Today, 42 years later, the Far Eastern 
Economic Review is the world’s premier 
publication on Asian affairs. Unmatched 
by any other. 

Today, more than ever, when the Review 
speaks, Asia listens. 
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Your Machine 
Has Already Arrived 
In Hong Kong. 














Your machine has arrived on schedule in 
the port. It was loaded aboard a modern 
Hapag-Lloyd container ship. Now it has 
arrived in perfect condition due to our 
first class service. In addition to contain- 
ers, we Can transport uncontainerisable 
cargo of any dimension. We are, there- 
fore, able to meet the transportation 
requirements which no other mode of 
transport can provide. Naturally, we 
have at your disposal any special con- 
tainer you may require. Our experts are 
available to advise you personally on 
your transportation needs. 


Overseas transport with Hapag-Lloyd 
means a wealth of experience. We serve 
140 ports with 17 services offering you 
direct, punctual and reliable sailings 
according to schedule. We offer you 17 
different container types — for every kind 
of cargo. We deliver your container wher- 
ever you require it — virtually worldwide. 
With over 500 freight offices, agents and 
sales offices you will be able to contact a 
Hapag-Lloyd office locally, and when 
necessary we are available for you 24 
hours a day. You can therefore enjoy 
worldwide business success. 
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Partners in proaress 


ax welling West German trade with the Far East lifted Ham- 
burg into second place two years ago in the pecking order 
of European container ports. Hamburg is now billing itself 
as Europe's leading port for East Asian commerce. 

More than 40% of Hamburg’s total container handling vol- 
ume last year was generated by the exchange of goods with East 
Asia. Hamburg's 1988 container traffic from East Asia rose 
14.9% to 674,683 TEUs (20-ft equivalent units) from 587,166 
TEUs. Add in container traffic with Australia and New Zealand, 
which the port books separately, and the 1988 volume from the 
Asian Pacific region comes to 758,880 TEUs. 

The dynamism oí Asian traffic growth can be seen in relation 
to Hamburq's overall container turnover, which was up 11.7% 
last year to 1.62 million TEUs from 1.45 million TEUs in 1987. 

Container traffic with other European destinations expanded 
by a robust 19% last year, but remains with 370,865 TEUs in 
1988 only half as great as the Asian turnover. Two-thirds of this 
business is with Scandinavia. 

Container volume with American ports slipped slightly to 
245,883 TEUs in 1988, while business with Africa increased 
moderately to 160,813 TEUs. Middle Eastern and Indian Ocean 
ports accounted for the rest. 

In terms of total cargo handled, Hamburg was able to im- 
prove its position among the world's leading harbours by raising 
its tonnage by 3.6% in 1988 to 58.74 million tonnes from 56.73 
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million in 1987. Nearly 40 capital ships a day, or around 14,000 
a year, enter the harbour, located on the Elbe River estuary that 
is linked to the North Sea. 

Hamburg turned over around 6.7 million tonnes of goods in- 
volved in Far Eastern trade, including 3.1 million tonnes in im- 
ports and 3.6 million tonnes of German exports to the region. A 
couple of dozen shipping companies with frequent direct de- 
partures to the Far East do business in Hamburg. The most po- 
pular Asian ports include Tokyo/Yokohama, Hongkong and 
Singapore. 

Other important destinations include the Japanese ports of 
Kobe, Nagoya, Osaka and Shimizu along with Shanghai, 
Keelung, Kaohsiung, Bangkok, Port Kelang and Penang. At 
least four lines of the ACE Group, several members of the Trio 
Group as well as Yangming, Toho Line, Maersk and Evergreen 
run into Hamburg. 

The city of Hamburg, celebrating its 800th birthday this year, 
has a long seafaring and trading tradition stretching back to the 
Hanseatic League. As West Germany's largest city and No. 1 in- 
ternational trading centre, it is the home of 2,500 export-import 
trading companies. 

With the East German frontier less than 100 km away, Ham- 
burg has excellent links by road, rail and inland shipping up the 
Elbe River into the East bloc. The city's location on a North Sea 
estuary gives it a pivotal position between Scandinavia and the 
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Hamburg harbour: Germany's largest. 


t ~y Countries as well as between the British Isles and the West 
man market. Europe's three great economic blocs are all 
within easy striking distance. 

Japanese trading interests are represented through the 
Japan External Trade Organisation headquarters in the city. 
Thailand is building a Thai Trade Centre in Hambury. The Ko- 
rean Trade Centre, China United Trading Corp., Hongkong 
Trade Development Council, Taiwan's Far East Trade Service 
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and the Indonesian Trade Promotion Centre are all located in 
Hamburg to promote foreign trade with the Orient. 

In the harbour, 340 different shipping services offer 7,000 
scheduled sea departures a year to 1,100 ports around the 
world. Some 1,800 of those departures are bound for Australia 
and Asia. A free port zone offers duty-free storage for goods in 
transit. As Germany's largest port, Hamburg has 60 million ton- 
nes of loading capacity for goods of all types. 

The harbour handled 34.35 million tonnes of bulk cargo last 
year along with 24.39 million tonnes of manufactured and 
packaged goods. Overall tumover in bulk cargo was up 3.796 
on the year. The upswing in the steel industry together with a 
rise in ore imports and the resumption of refining operations in 
Hamburg at the end of 1987 propelled this growth. 

The 3.3% growth in sacked and packaged goods was linked 


| to the success of container operations, which accounted for 
. 16.05 million tonnes, or two-thirds of the total. The degree of 


containerisation last year climbed 5.1% to 65.8%. 

Modern facilities reduced turnaround time with fast, efficient 
and cost-effective handling. Specialised firms offer cargo insur- 
ance, packing and distribution services. There are also 34 tug 
companies and 100 ship outfitting firms and 18 floating docks 
operating at the port. 

The harbour's centralised data system, organised around 
Nixdorf and IBM mainframe computers seven years ago at a 
cost of US$2 million, has speeded up cargo handling with cost 
savings for shippers. + 





Shadows over 
China trade 


Ti massacre of student demonstrators in Peking has over- 
shadowed prospects for Sino-West German business rela- 
tions in a year that opened auspiciously with an explosive ex- 
pansion in trade. 

West German television news reports prominently showed 
film of the violence, and newspapers and broadcast documen- 

examined the possible implications for bilateral relations. 

re is little doubt that the political upheaval will have a nega- 
tive effect on trade, particularly China’s growing exports to West 
Germany. 

West Germany’s Chancellor Helmut Kohl publicly deplored 
the slaughter of unarmed civilians by troops on the streets of the 
Chinese capital, but imposed no sanctions. A few West German 
companies recalled their employees as a safety precaution and 
West German tour groups caught the next available flights out 
of China. 

Otto Wolff von Amerongen, a prominent West German in- 
dustry spokesman, said in a televised interview there would be 
no return to business as usual, but that Kohl was right to take a 
wait-and-see stance. Unlike the Americans, who embargoed 
arms shipments, West Germany sells no weapons to China, he 
pointed out. 

“There have always been setbacks in the China trade,” Wolff 
said. Trade sanctions were out of place, he added, because the 
proper response was a policy that promoted political liberalisa- 
tion. 

After Japan, the US and Hongkong, West Germany is the 
country with the biggest stake in China’s economic future. In the 
past six years, two-way trade between China and Germany has 
about doubled to US$4.76 billion in 1988. 
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And in the first two months of 1989 this trade was expanding 
at a sizzling 38.7%. Underlying this development was a 48% 
rate of growth in Chinese exports for which mid-sized German 
companies have apparently developed a taste. 

Hongkong, which is to return to Chinese control in 1997, did 
around US$12 billion worth of trade with China last year. The 
volume of Sino-Japanese trade approached US$11 billion and 
US-China trade exceeded US$6 billion. 

The dramatic expansion in Sino-German trade in the past 
couple of years has come mostly from swelling Chinese exports 
rather than West German deliveries to China. West German ex- 
ports of US$2.51 billion last year were well under the US$3.28 
billion in the boom year 1985. 

The Chinese buy from West Germany machinery, electri- 
cal equipment, vehicles and steel pipes. But the heyday for 
big-ticket infrastructure projects seems to be over. Chinese 
trade delegations continue to criss-cross West Germany in pur- 





German computer, China: trade problems. 
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suit of technical expertise and business contacts. 

Prominent German politicians have been frequent guests in 
China in recent years and such visits have, until now, played 
well with the public and the business community at home. 
Lothar Spaeth, premier of Baden-Wurttemberg, recently made 
such a pilgrimage with an eye toward promoting his state’s large 
machinery and automotive industry. 

Dozens of West German companies do business in and with 
China. But their direct investment there is relatively small, 
amounting to perhaps US$102.5 million. A handful of big com- 
panies like Volkswagen and Lufthansa are directly exposed in 
China. 

VW has been producing its Santana cars at Shanghai in a 
promising 4-year-old joint venture with Chinese industry and 
Lufthansa has been pushing ahead with its plans for a showcase 
business, hotel and trade exhibition complex in Peking. 

Daimler-Benz has been planning to build heavy trucks in 
Inner Mongolia, and the affiliated Messerschmitt-Bolkow- 
Blohm was to help the Chinese develop a new medium-range 
passenger aircraft. 

The Wella cosmetics company manufactures hair grooming 
products in Sichuan with Chinese staff. Other West German 
companies, concentrated in the construction, plant engineer- 
ing, machinery and electrical equipment branches, have impor- 
tant projects in China. 

But revenues from the China trade are rarely a significant 
share of the global sales of large West German companies, 
which concentrate their foreign business overwhelmingly on 
Europe and North America. 

West Germany this year agreed to contribute some US$235 
million over a 10-year period to the construction of a Shanghai 
subway system. Bonn also made available last year more than 
US$39 million for technological cooperation and US$113 mil- 
lion in financial assistance. 

The West German Government's export reinsurer has issues 


guarantees for China amounting to US$2. 15 billion. China’s fu- 
ture creditworthiness, which has never been in doubt in recent 
years, will hinge on its ability to generate hard currency rev- 
enues with its growing exports. 

The internal political upheaval could very well help to cool 
the economy’s overheated expansion — a goal China’s eco- 
nomic planners obviously hoped to achieve. But lower produc- 
tivity and labour problems associated with political turmoil 
could also aggravate imbalances in the economy. 

Yao Yilin, chief of the Central Planning Commission, expects 
to rein in inflation to 13-15% this year from 18.5% in 1988 and 
bring down industrial output growth to 8% from 21%. 

The Chinese leadership this year also wants to cut its budget 
deficits, raise agricultural production and subsidies, slow the 
domestic economy’s expansion, dampen private consumption 
and obtain more private credit. 

China is currently running a foreign currency debt estimated 
at the equivalent of US$35 billion, a record. The country obvi- 
ously has problems managing this debt and these were causing 
China's trading partners to worry, even before the current c:+~- 

Some Western economists believe the foreign direct in 
ment and capital infusions that are helping to sustain the coun- 
try's modernisation and development will be crimped by the 
turmoil in June. The leadership may also decide to retrench 
from its economic liberalisation programme by returning to the 
central planning tools of strict price controls and subsidies. 

A subtle retreat from the reform policy of 1987 seemed to be 
in progress before the political troubles, aggravated by rising in- 
flation, broke out in the streets of the capital. There is now even 
less reason to believe the government will keep the promise it 
made last year to drop all price controls by 1993. 

The Chinese Government's success in managing the econ- 
omy while sorting out the internal political disarray will depend 
to some extent on how its major trading partners, like West Ger- 
many, respond to the carnage in Peking. € 
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Tokyo money dealer: strong competition. 





40 FAR EASTERN ECONOMIC REVIEW 


Competition for 
currency role 


Tq rise of the Deutschemark and the Japanese yen as global 
reserve currencies reflects just how much global finance has 
changed in the 15 years since the collapse of the postwar Bret- 
ton Woods system that was built around the US dollar. 

The dollar still cracks the whip in financial markets, but a spi- 
rited rivalry is under way between the West German and Japan- 
ese currencies as alternatives. This development pays tribute to 
the extraordinary success of two very different economies, one 
European and one Asian. 

In 1987, the yen emerged as the second most popular issu- 
ing currency for Eurobonds with a market share of 16.196 
against 10.7% for the mark. The tables turned last year when 
the mark moved into second place with a Eurobond issuing 
share of 13.4% by volume and the yen slipped to fourth behind 
sterling with 8.9%. 

Behind this development lie some surprising similarities be- 
tween the economic performance and financial structure of 
West Germany and Japan. In West Germany in the 1970s and in 
Japan in the 1980s, business was forced to adjust to the sharp 
upward revaluation of the national currencies against the dollar 
on the foreign exchange market. 

Both countries produce more than they consume and are 
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Steam generators with Circofluid combustors can be 
used for industrial and public power supply up to 
some 300 MW. 


In the Circofluid system combustion of solid fuels takes 
place in the fluidized bed. 


Plants of this type are already under construction. 
Special features of this firing equipment: 
e Low-pollution exploitation of different kinds of fuel. 


€ Low nitrogen oxide formation due to low combustion 
temperature and combustion air staging. 


e Notable suppression of sulfur dioxide formation by 
lime injection into the fluidized bed. 


€ Short startup and shutdown times as well as flexible 
operating mode by membrane-welded tube walls. 
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vulnerable through their export trade. Their hard currencies are 
underpinned by credit and monetary policies that place high 
priority on currency and price stability so that citizens tend to 
save a relatively large share of their expendable income. 

The Japanese savings ratio is reputed to be the world's high- 
est and the traditional beneficiaries of this have been deposit- 
taking banks. This is partly because restrictions prevented pri- 
vate savings from flowing into higher yielding foreign securities 
until the system began to be liberalised starting around 1980. 
The savings ratio of West Germany, for other reasons, is not far 
behind Japan's. 

Steps to liberalise cross-border transactions led to a capital 
exodus from Japan, which prompted in turn recent new mea- 
sures to free domestic interest rates and to blur the enforced di- 
vision of the banking system that was starting to favour invest- 
ment houses over commercial banks. As a result of this and in- 
creasing securitisation of debt, the Japanese capital market de- 
veloped into the world's largest. 

Both Germany and Japan run huge current account 
surpluses, much of which are exported to finance the deficits of 
their trading partners. Thanks to the high liquidity of the domes- 
tic market, Japan banks and investment houses have managed 
to do this on a truly grand scale. Japanese investors now take 
the lion's share of US Government borrowing. 

Compared with West German banks, the Japanese banks 
are huge. One international pecking order of banks compiled 
by Euromoney on the basis of total assets last year awarded the 
top seven places in the world to the Japanese, while West Ger- 
many's market-leading Deutsche Bank ranks no higher than 
10th on most lists. 

But despite their size, the Japanese banks are not as profita- 
ble as their foreign competitors. And because of their large ex- 
posure in problem foreign currency lending to developing 
countries, some fear they may someday be overextended. 
Bayerische Hypotheken-und Wechsel-Bank (Hypo Bank) 
examined the strengths and risks of Japanese banking in a re- 
cent bond market survey. 

The German bank said that the aggressive expansion of in- 
ternational credit volume by Japanese banks with questionable 
loans still on their books makes them *more susceptible to tur- 
bulence in the international financial sphere." This is because a 
serious market upheaval would deplete deposits, forcing all 
banks to call loans and credits, even in the interbank market. 

Hypo Bank, citing figures from the Bank for International 
Settlements, pegged the debt of Japanese banks to other banks 
of the leading industrial countries at US$544 billion against the 
borrowing position of US banks. So Japanese banks are net 
debtors to the industrial countries even though they are net cre- 
ditors to developing countries. The German bank estimated that 
some US$70 billion in lending by the Japanese banks must con- 
tain problem loans. 

In the event of an international crisis, this could prove 
dangerous because the debt of Japanese banks is largely short- 
term while their lending, including risky credits, was extended 
for the long term. In the worst case, even the entire foreign cur- 
rency reserves of Bank of Japan of about US$80 billion could 
not fill the gap, Hypo Bank said. The alternative would be dollar 
purchases that would sharply depreciate the yen and fuel infla- 
tion in Japan. 

Hypo Bank said the biggest problem with Japan's bank loans 
to the Third World is a lack of adequate risk reserves. These 
have been estimated at only 1096. The ratio of equity to assets 
for Japan's banks, excluding hidden reserves, averages only 
around 3% against 5% for European and US banks. 

In response to guidelines from the Bank for International 
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Settlements, Japan's Ministry of Finance has adopted new capi- 
tal adequacy rules requiring banks to raise their equity-assets 
ratio to at least 4% by March 1991 and, for banks with foreign 
branches, to 8% by March 1993. This will require large-scale 
securitisation of loans to corporate borrowers that will have a 
profound effect on the bond market. 

The West German banks appear downright cautious by com- 
parison. They have stockpiled huge risk reserves and their bor- 
rowing from banks reporting to the Bank for International Set- 
tlements is only US$141 billion against lending exposure of 
US$75 billion. Only a third is in foreign currencies. 

With their volume lending strategy, it is only natural that the 
Japanese financial institutions in the EC have gravitated toward 
London and Luxembourg. But almost all of the big banks are 
also represented in Frankfurt, where some have tried their hand 
in the West German capital market since it was liberalised. Bank 
of Tokyo, which has been doing business in West Germany 
since 1954, ran up business volume with its German units last 
year of US$4.92 billion, up from US$3.9 billion in 1987. While 
many of the Japanese banks have specialised in merc*--t 
banking for Japanese firms clustered around Dusseldorf, in 
ment banking in the Frankfurt financial centre is now on the 
agenda. 

Just as West German investors have discovered Japanese 
stocks and bonds and a growing number of big West German 
companies are listing their shares on the Tokyo Stock Ex- 
change, Japanese investors are beginning to take an interest in 
mark-denominated investments. Newcomers to the Frankfurt 
investment banking scene include such heavies as Fuji Bank, 
Mitsubishi Bank and Sumitomo Bank. € 


Tax boost to 
car market 


M cssc Ministry of Finance this year appears to have best- 
owed an unexpected dual blessing on style-conscious, 
affluent Japanese motorists and German car manufacturers. 

With the demand for imported cars now experiencing dou- 
ble-digit percentage growth, the government enacted X 
change that the Japanese Automobile Importers’ Associ n 
said would promote sales of larger imported cars. With the start 
of the new fiscal year on 1 April, the 2396 tax on new cars with 
engines of over 2,000 cc was replaced with a straight 696 con- 
sumption tax. 

At first look, the task of selling foreign cars in Japan might 
look as rewarding as delivering coals to Newcastle. But the tax 
revision could very well be a bonanza for the big three German 
car makers, who have already comered the tiny but fast-grow- 
ing Japanese market for imported cars. 

Japan's foreign car imports, though still insignificant in terms 
of the total domestic market, have been booming for the past 
three years. Last year these imports jumped by 35.5% to a re- 
cord 138,583 cars. This year, the importers association expects 
to market around 155,000 cars. 

The initial response to the tax revision suggests even this 
growth estimate could be understated. Sales of imported cars 
increased in April, the first month without the big car tax, by 
47.7% to 15,969 vehicles. And April's record 77.7% growth in 
all sales of large passenger cars compared with a rise of only 
18.7% in all small car purchases showed clearly the trend was 
moving upscale for both imports and domestic cars. 

The most popular imports were those manufactured by 
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With the pace of global market integration accelerating by 
the day, the times call for banks with a global perspective. 























Bayerische Landesbank is such a bank.One of Europe's lead- 
ing wholesale financial institutions. headquartered in Munich, West 
Germany, with consolidated total assets of DM 142 billion, we pro- 
vide a broad scope of international banking and finance services. 
These include: 


















Head Office: Brenner Str. 20 
S000 München 2, Tel.- (89) 
2171-01. Telex: 5286270 
Telefax: (89) 2171-4579 
Branches London lel 
23470056: New York, Tel 

30-9800; Subsidiary: Bave 

rsche Landesbank Inter 

national S.A. Luxembourg 

lèl.: 47 59 11-1. Representative 

Offices: Tokvo, Tel: 287-0145 

Toronto, Tel 862-8840 

Vienna Tel 545 43141 

Johannesburg, Tel: 8 48 7168 

Singapore Branch: P.O. 

Box 2111, Singapore 9041, 

Telephone: 222 69 25, 

Telex: RS 21445 baysin. 


e Trade finance 
e Euromarket operations in all major currencies 

e International syndications 

e Management of bond issues 

e Placement and trading in securities 

e Issuing business on a large scale (our own bonds are rated AAA 
and Aaa) 

e Presence in key international financial markets such as Tokyo, 
London, Singapore and New York (including our IBF and Grand 
Cayman Branch) as well as a wholly-owned Eurobanking subsi- 
diary in Luxembourg 






For a banking partner with a global perspective, talk to 
Bayerische Landesbank — rated AAA. 


Bayerische Landesbank 


Advanced Banking — Bavarian Style 








Bayerische Motoren Werke (BMW), Volks- 
wagenwerk (VW) and Daimler-Benz — 
the three top German manufacturers. Un- 
like most of their competitors, the luxuri- 
ous Daimler-Benz Mercedes models as 
well as the BMWs and VW's Audis are 
specifically crafted for the upscale market. 
The export strategy of the German 
manufacturers is obviously well in tune 
with the changing tastes of Japan's in- 
creasing status-conscious consumers. The 
selection of a foreign car is becoming for 
many Japanese a symbol of material suc- 
cess as well as an expression of individual- 
ity. 
The German manufacturers have care- 
fully cultivated their international image 
for luxury, high quality, superb engineer- 
ing and exclusivity that appeals to the most 
discriminating motorists. The well-heeled 
Japanese who selects an imported car ob- 
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Export Mercedes: sales surge. 
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are playing a larger role in marketing their 
own products — a function once contract- 
ed out to Japanese trading companies. 

Car exports to Japan are still only a tiny 
fraction of the German automotive indus- 
try’s total vehicle exports, which ap- 
proached 2.7 million last year from a total 
vehicle production of more than 4.6 mil- 
lion, including more than 4 million cars. 
The biggest export market for West Ger- 
man cars, trucks, buses and commercial 
vehicles remains Western Europe, fol- 
lowed by North America. 

BMW Chairman Eberhar von Kuenheim 
said at his company's annual news confer- 
ence in Munich at the end of May that the 
competition from Japan in third markets 
was increasing because Japanese makers 
were starting to produce in the US and Bri- 
tain. But he said the German makers co 
match the competition in terms of ho 


viously places a premium on just those qualities associated with | worker productivity, though the German work week is shorter. 


the "made in Germany" label. 

In May, BMW sales in Japan rose by 43.4% and Mercedes 
sales were up 44.4% from the year-earlier month compared 
with a 35.876 increase for all imported cars. Despite the high 
growth, however, the Japanese market for imported cars still 
amounts to less than 5% of overall car sales. 

Competition among the foreign cars in Japan is increasing 
just as fast as the market is expanding. The major dealers are 
now offering low-interest car loans and insurance policies and 








... have, for generations regarded ourselves as a bridge be- 


tween world markets and the German market. As a centre for 


the international trading of commodities of coffee, tobacco, 


cotton, timber, machinery and many other products, Bremen 


plays a part of major importance in international commerce. 
And as Bremen's longest established bank, our task is to 
make sure that business abroad has easy access to West 
Germany's internal markets, establishing contacts between 
potential business partners, financing projects of every size 


and description and handling all aspects of payment from one 


country to another. Our worldwide connections with about 


600 banks in more than 50 countries and the experience of our 
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He said his company achieved its greatest export growth last 
year in the British market, with an increase of 33% in deliveries 
to 18,889 vehicles. Sales also rose in France by 1596 and the 
company expects to maintain its deliveries this year to the slow- 
ing US market at about 1988's level of 73,400 vehicles. 

The smallest but probably the most aggressive of the Ger- 
man big three, BMW alone was able to expand sales by a mod- 
est 2% in the US during the difficult first quarter of 1989. Mer- 
cedes sales during the period were down 17%, Audi sales drop- 
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specialist staff together provide the basis for our international 
services. Contact Sparkasse in Bremen and you will soon 

be convinced that you've chosen the right people to help you 
achieve business success here in Germany. 


Die Sparkasse in Bremen 


Foreign Trade Bank since 1924 
S.W.LF.T.-Address: SBRE DE 22 - Telex 174212010 
Tel. (421) 1792187 - Fax (421) 1792196 
P.O. Box 107880 - Am Brill 1-3 - 2800 Bremen 1, F.R. of Germany 


Raise your sights for Frankfurt when you 
take aim for Europe and you won't fall 
short of your objectives. You don't have 
to look too far to see just exactly where 
Frankfurt lies. At the heart of Europe and 
at the pulse of central Europe's highway 
network. FRA is host to more than 90 
international scheduled airlines and also 
boasts 230 flights daily to every other 
corner of the continent. Little wonder 
that with great connections, fast, effi- 





Europe via FRA. 
And you're right on target. 





FRA is host to up to 95 international scheduled airlines. 
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Frankfurt Main AG 


cient handling on the ground and 
through Tradeport Frankfurt, which of- 
fers duty-free and tax-free storage for up 
to five years. Frankfurt is Europe's No. 1 
airfreight hub. Take the FRA way to 
Europe and you've hit the bull's-eye. 
Please contact Flughafen Frankfurt/Main 
AG, D-6000 Frankfurt/Main 75, Telex 
414 959. Or our representative in Hong- 
kong: Mr. Paul Eidens, c/o ITSG, Telefax 
5-721926, Telex 8 3737. 
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ped 22% and Porsche sales plunged by 56%. The US makers 
were also hit hard by the downturn in their home market, while 
the Japanese seemed to benefit from their price advantage over 
both the Americans and the European luxury car manufactur- 
ers. 
BMW said it expects this year to produce more than 500,000 
cars after 484,000 last year and 461,000 in 1987. BMW export 
sales to Japan in the first four months of the current year were up 
around 13% to 8,871 cars. Japanese sales for the full year are 
projected to be around 30,000, up from 27,000 last year. But 
this could understate the impact of the tax change which seems 
to have revitalised the Japanese upscale market in April. 
Japanese manufacturers have had to struggle wtih stagnat- 
ing or shrinking market share in Europe in recent years and this 
was also true for West Germany in 1988. Compared with the re- 
cord levels of 1987, German sales for nearly all domestic and 
foreign cars were down last year with the notable exceptions of 
BMW, Mazda and Honda. 
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In terms of new registrations, BMW was up by 2196 in 1988 
to 188,000 cars, Mazda gained 1% to about 92,000 and Honda 
improved 5% to 43,000 cars. The number of new Mitsubishis 
and Toyotas on German roads declined 995 to 62,000 and 
85,000 respectively, while the figure for Nissan dropped 395 to 
82,000. Fiat, the leading import, fell 8% to 117,000 cars, Re- 
nault registrations were off 1496 to around 75,000 cars and 
Peugeot slipped 12% to 71,000. 

The German car market remains firmly in the hands of 
domestic producers. Volkswagen registration led all others with 
about 623,00 last year, followed by General Motors-owned 
Opel with 430,000, German Ford with 282,000 and Audi with 
187,000. 

The German Automobile Industry Association projected 
domestic car output and new car registrations would decline 
around 3-4% in 1989. Imported cars, collectively led by the five 
leading Japanese cars, should once again capture nearly a quar- 
ter ofthe market. + 





Japanese prepare 
for EC changes 


A; giants in the electrical branch, Siemens and Matsushita 
Electrical Industrial Co. never seemed to have much in 
common except for an occasional competitive clash in a foreign 
market. 

This June, the two surprised the industry by deciding to get 
together in a joint venture in the field of passive electrical com- 
ponents like inductors, capacitors and ceramic elements, a 
minor activity for Siemens. But Matsushita’s motives for team- 
ing up with the German company were clear. 

The underlying fear of being frozen out of the world’s biggest 
market when European Community (EC) integration takes 
shape in 1992 has prompted a long list of Japanese companies 
to establish beachheads in the EC. Acquisitions, joint ventures, 
cooperation deals and plans for EC production are now top 
priority for these companies. 

Matsushita, for example, had already struck a deal with Phil- 
lips this year on a joint venture to make high resolution picture 
tubes for the EC market. And MB Video, a joint venture of Mat- 
sushita and Robert Bosch, is producing a new VHS recorder 
camera in West Germany. 

Although the Japanese company does almost nine times as 
much business in passive components as Siemens, the German 
company will initially take the controlling 74.9% stake in the 
new Munich-based Siemens-Matsushita Components, which 
will open for business on 1 October. Matsushita has an option to 
raise its stake to parity. 

Not so long ago, it was the big European and US companies 
that set off to conquer new markets in developing Asia. Now 
Oriental businessmen are looking with hungrily at Western 
Europe. 

North America, as Japan's most important foreign market, 
still gets more than half of all Japanese direct business invest- 
ment, but the EC share has risen lately to 1896. Cumulative di- 
rect Japanese investment in the EC is now estimated at around 
US$13.5 billion. 

Japanese industry's direct investment in the EC was esti- 
mated at about US$6.6 billion in 1987. West Germany was the 
beneficiary of around US$867 million, topped in the EC only by 
Britain with US$1.4 billion that year. 
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Japanese worker: big business in Germany. 


Around 350 Japanese companies are already doing busi 
in West Germany and new ones are flocking in. A Japanese 
community of around 7,000, Europe’s largest, has grown up in 
Dusseldorf, which is home to numerous Japanese firms trading 
in machinery and steel. 

All kinds of new arrangements are in the making. Kao of 
Tokyo, Japan’s market leader in soap, shampoo and deter- 
gents, for example, bought up 75% of West Germany’s 
Goldwell cosmetics company this spring. Fearing discrimina- 
tion based on the EC’s local content rules, the Japanese are 
gearing up to produce in Europe, which is their second biggest 
export market. 

Sensitive to the EC’s demands for reciprocity, Japan is also 
levelling some barriers to European industry in the home mar- 
ket. Hans Peter Stihl, president of the West German Federation 
of Chambers of Industry and Commerce, told a Japanese coun- 
terpart at a gathering in Bonn last winter that a global mar- 
ketplace can function only if both Japan and the EC remain 
open to international trade. 

Stihl said Japan needed to do more to open its market. In 
particular, he said, foreign vendors needed access to the Japan- 
ese distribution system and price advantages from imported 
goods must be passed on to Japanese consumers. He com- 
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From the right vantage point, your vistas extend 
to even distant markets. Let's look them over together. 


The deeper your insights into a country 
and its economy, the better your prospects 
n international business. Take intelligence 
3n optimum modes of payment and methods 
of financing, for instance. To support your 
foreign commitment successfully, your 
bank partner must be able to provide such 
information firsthand. 
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expanded its international network of 
branches and subsidiaries in major finan- 
cial centres. In addition, we maintain corre- 
spondent relations with some 3,000 banks 
worldwide. As a member of the UNICO 
Banking Group, DG BANK cooperates 
closely with six large West European banks. 


To its international presence, DB BANK 
adds a universal range of services: from 
foreign exchange cover to Euroloans, from 
export financing to bond issues, from 
investment counselling to assistance in 
entering new markets. Whatever your 
needs, our fast-action policy ensures that 
you rapidly get together with the right 
people and lose no time in analyzing all the 
risks and opportunities. 

Our presence in the Far East: 
DG BANK Hong Kong Branch, Hong Kong; 
DG CAPITAL Company Ltd, Hong Kong; 
DG BANK Singapore Branch, Singapore; 
DG BANK — GZB (Asia) Ltd, Singapore; 
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Tokyo; DG BANK Tokyo Representativt 
Office, Tokyo; European-Asian Trade Ser 
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Angeles, Atlanta, Rio de Janeiro, Londor 
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Monte Carlo, Moscow, Budapest, Buchares 

Head Office: DG BANK, P.O. Box 1006 5 
Am Platz der Republik, D-6000 Frankfui 
am Main 1, Federal Republic of Germany 
Telephone: (69) 7447-01, Telex: 41229 
Telefax: (69) 74 47-16 85/16 88. 
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plained of barriers to foreign service and financial firms and a 
lack of support for mid-sized Japanese companies seeking 
cooperation with European partners. 

The German Chamber of Commerce in Japan, together with 
the Japan Chamber of Industry and Commerce, subsequently 
worked out a programme to foster business contacts between 
mid-sized companies in Germany and Japan. The programme 
includes the creation of a technology centre to help smaller Ja- 
panese companies break out of their traditional supplier role in 
domestic industry by acquiring expertise from West German 
partners. 

Also on the agenda are greater support for foreign com- 
panies in industrial fairs, logistical assistance for West German 
firms seeking initial access to the Japanese market and joint 
marketing consulting services by experts from both trade or- 
ganisations. 

Stihl said the development of business links between Ger- 
man and Japanese companies has been very encouraging in 
the past few years. But this breakthrough had been largely the 
achievement of large multinationals. Last year, for example, 
Siemens scored a coup in Japan when Toshiba, a competitor, 
agreed to market Siemens advanced diagnostic X-ray 
machines. 


T he West German company said it boosted its Japanese sales 
of medical equipment by two-thirds last year. Further ex- 
pansion is seen through a joint venture with Asahi Chemical In- 
dustry Co. in the field of nuclear resonance tomographs. Japan, 
after the US, is the world’s biggest market for sophisticated 
medical equipment of which Siemens is the leading manufac- 
turer. 

The Japanese and West Germans are also getting together to 
penetrate third markets. Bosch joined forces with Mitsubishi 
Electric Corp. and the Hyundai Group to enter the new South 
Korean market for fuel injection parts for car engines, and it is 
working with Japan Electric Control Systems Co. in the US to 
supply electrical equipment to a Japanese car maker there. 

Japan has been a notoriously difficult market for the West 
Germans to crack, but 237 West German companies have 
made the effort and some are flourishing there. 

The BASF chemical group employs more than 1,000 people 
in Japan, where it turned over nearly US$1 billion last year in 
unconsolidated sales of BASF Japan Ltd. and its 13 sub- 
sidiaries. The Japanese operation manufactures chemicals, 
plastics, dyes and pigments, and licenses technology to chemi- 
cal companies such as Sumitomo, Mitsubishi Petrochemical 
and Mitsui Toatsu. 

Bayer AG, another of West Germany's major chemical com- 
panies, said it tuned over US$1.29 billion with its 13 Japanese 
subsidiaries last year, up 7.1%. One group member, Bayer 
Yakuhin, managed to double its profit with a 22.5% sales in- 
crease derived from the introduction of new pharmaceutical 
products in the Japanese market. 

NSR Nippon Slewing Ring Co. Ltd. and Nippon Roballo C. 
Ltd., two partial subsidiaries of the Hoesch steel group of 
Dortmund, are assembling and marketing equipment for large 
rolling mills in Japan. 

. Thyssen, West Germany's leading steelmaker, said its 5.5% 
real growth rate in Japan last year topped that of all its other 
major markets: West Germany, the rest of the EC and the US. 
Thyssen Nippon Co. is active mainly in the trading and service 
sector of the steel and machinery industry. 

Krupp Industrietechnik of Duisburg this year expects to com- 
plete and put in service a modern copper wire plant with a capa- 
city of 25 tonnes an hour for Hitachi Cable Ltd. in Japan. + 
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Baoshan steelworks: German assistance. 


German aid for 
Chinese steel 


A 30 km north of Shanghai on the banks of the Yangtze 
River, China’s largest steel making complex is expanding 
rapidly with the help of West German engineering and machin- 
ery. 

The Baoshan steelworks and industrial complex will be able 
to produce around 7 million tonnes of steel a year when the cur- 
rent phase of expansion is completed. The steel will be proc 


| ed in downstream rolling mills under China's ambitious plai 


raise its annual output to over 90 million tonnes by the turn of 
the century. 
SMS Schloemann-Siemag, a plant engineering and 


, machinery unit of West Germany's huge MAN machinery 


group, is playing a leading role in two Baoshan engineering 
and supply contracts worth a total of US$1.38 billion. SMS 
is supplying a cold rolling plant and a hot strip mill along with 
related facilities. 

SMS retums to China with excellent credentials. In the 
1960s, the company delivered a stainless steel cold mill for 
Taiyuan. In 1974, it builta cold rolling mill and a continuous slab 
casting plant for Wuhan Steel Combine. And as SMS high- 
speed wire rod mill was commissioned two years ago at Maan- 
shan. 

West German industry, as the world's premier producer of 
capital goods, is heavily engaged throughout Southeast Asia in 
the development of the region's industry and infrastructure. In 
China and other developing countries nowadays, local pro- 
curement and techology transfer are playing an ever larger role 
in major projects done with foreign help. 

The Krupp steel and machinery group is especially active in 
South Korea and India. Krupp Industrietechnik was commis- 
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introduced? Primarily it's the 
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But behind the users there is the 
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tomorrow for PTTs all over the 
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tions, satellite payloads and digital 
microwave links. We are also 
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broadband optical fibre communi- 
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Thin-film circuits: the heart of ANT trans- 
mission systems. 
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DRINKTEC-INTERBRAU Aug./Sep. 
World Fair for Beverage Technol 25 — 1 
ISPO-Autumn * 

31st International Trade Fair for Sports Equi t and Fashion 12 - 15 
INHORGENTA-Autumn MÜNCHEN * September 
International Trade Fair for Watches, Jewellery, 23 - 25 
Precious Stones and Silverware 

60th MODE-WOCHE-MÜNCHEN* October 
International Fashion Fair 1-4 
SYSTEMS October 
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and Colour Application 
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Instrumental Analysis, with International Conference 
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sioned this year by Kangwon Industries of 
Seoul to supply some US$25.6 million 
worth of equipment for the Pohang stain- 
less steel works. The same company also 
built the world's biggest automated park- 
ing garage for the summer Olympic 
Games in Seoul. 

Three big South Korean tyre makers 
recently ordered 24 tyre fabrication 
machines worth US$25 million from 
Krupp Maschinentechnik of Hamburg. 
Polysius S. A., Krupp's French engineer- 
ing unit, this year, won a contract to de- 
liver a US$38.5 ‘million production line 
for Seoul’s Tong Yang Cement Corp. 
Other Krupp units are working on the ex- 
pansion of the Mandsur cement works of 
Bombay’s Birla Group and the factory of 
India Cement Ltd. 

Pashtriya Ispat Nigam Ltd. of Visak- 
hapatnam selected Krupp Koppers 
Essen to engineer a modern hydratiws: 
set-up for its benzol coking plant, which 
will use Koppers also entered a joint ven- 
ture late last year with the China Anshan 
Coking and Refractory Engineering Con- 
sulting Corp. to cooperate on projects in 
China and abroad. 


Tt Carbide Tool Factory last year 
began operating a metal hardening 
factory modernised and expanded by 
Krupp Widia of Essen. “The new plant is a 
decisive step toward supplying a key 
market of the future with hardened metal 
products with the renounde Widia qual- 
ity,” commented Widia Chairman Fried- 
rich W. Frohlich. 

Two more Krupp companies supplied 
the machinery for plastic bottle manufac- 
turing in China, and Krupp is also playing 
a large role in Hongkong’s land reclam- 
tion project on Tsing Yi Island. 

A unit of Thyssen is equipping South 
Korea’s Posco Steel Works with a 500- 
tonne converter to produce 430,000 ton- 
nes of stainless steel a year. The company 
is also delivering components for the 
Baoshan cold rolling mill and giant steam 
pressure vessels for an electric power sta- 
tion at Harbin. 

This West German steel and machin- 
ery group won recent contracts to pro- 
vided cable for a suspension bridge in 
Bangkok, escalators for a shopping 
centre in Sydney, steel structures for a 
hydroelectric dam in Nepal and major 
technical equipment for a Taiwanese 
coking plant. 

The first pulse of current was to 
flow this summer from the Gezhouba 
hydropower station on the Yangtze- 
Quang to Nan Qiao, 1,000 km away 
near Shanghai, with the help of high- 
voltage electrical equipment supplied 
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Strong Performance 





In 1988, Bayerische Hypotheken- und Wechsel- 
Bank again posted excellent results. Group 
assets advanced by 7% to DM 135.2 billion. Net 
earnings, which rose satisfactorily, were the 
third highest in Hypo-Bank’s long history. 
These gains followed the Group's particularly 
strong performance in 1987 despite unfavorable 
developments that year in the securities and 
currency markets. 


Hypo-Bank's branches in London, New York, 
and Hong Kong, its international subsidiaries, 
and its representative offices once again made a 
notable contribution to the Group$ achieve- 
ments for the year. 


Germany s oldest publicly-quoted bank, Hypo- 
Bank will maintain its 25% dividend to share- 
holders. 


In line with its long-term strategy to broaden its 
financial services capabilities at hotne and 
abroad, Hypo-Bank substantially boosted its 
stake in Heimstatt Bausparkasse, a prominent 
German building finance group, to 75%. 
Moreover, it concluded a promising joint 
venture agreement with Richard Ellis, the UK 
property group. 


cim 
HYPO SBANK 


Again in 1988 


With Southern Germany? largest branch net- 
work and presence in key world markets, Hypo- 
Bank provides quality banking and finance 
services around the globe. 


For your copy of our 1988 Annual Report, 
please contact our International Department, 
Theatinerstrasse 11, D-8000 Munich 2, 
Telephone: (89)23 66-1, Telex: 5 286 535, 
S. W.LF.T.: HYPO DE MM. 





Highlights of our consolidated 
Balance Sheet for 1988 


in million DM 











Total assets 135.173 
(Total assets parent company) 91,243 
Total loans 107,697 
General banking 33.361 

Mortgage banking 14.336 

Total deposits 

and long-term liabilities 128,674 
General banking 57,534 

Mortgage banking 71,140 
Shareholders’ equity 3.910 





Bayerische Hypotheken- und Wechsel-Bank 
Aktiengesellschaft 


Modern Banking in the finest Royal Tradition 
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by Siemens, which is also active through the region in tele- 
communications and electronics projects. 

Asian companies are also starting to make inroads in the 
machinery and engineering field. The German Machinery and 
Plant Engineering Association conceded at its March press con- 
ference this year that it was surprised at the growth in machinery 
imported from the four Asian tigers — South Korea, Taiwan, 
Hongkong and Singapore. 

Together, these four countries lifted their West German 
machinery sales by 38%, landing them collectively in eighth 
place among foreign suppliers in this branch. 

Since 1982, machinery imports from the four tigers have 
risen tenfold. Their share of the West German machinery import 
market has grown in the same timeframe to 5.2% from 0.995. 

The small tigers deliver principally products for the office and 
for communications technology, and are also starting to offer 
machine tools, motors, sewing machines and equipment for 
making clothing and manufacturing textiles. 

Traders concede that the competition in this field is growing 
and the Asian competitors have an advantage with their lower 
costs and prices. "In the future, we will have to confront them 
not only in the Far East but increasingly in all the export mar- 
kets," warned Frank Paetzold, the West German trade associa- 
tion president. 

But the West German machinery industry can hardly com- 
plain about its performance last year. 
Although nominal import growth 
kept pace with the 8% export expan- 
sion, the result still added up to a 
lopsided West German trade surplus 
with the rest of the world. In fact, 
the year turned out so much better 
than expected that Paetzold was 
forced to apologise for his pessi- 
mistic forecast of a 2% decline in pro- 
duction. 

West German machinery exports 
swelled by nearly 8% to around 
US$52.3 billion, with a sizzling 996 
increase in demand from the rest 
of Western Europe blazing the trail. 
This stacked up well against machin- 
ery imports worth US$22 billion in 
1988. Domestic business investment 
also came on strong in the second 
half of the year to augment export 
sales so that the branch's total turn- 
over for 1988 rose 7% to US$92.3 
billion. 

Even more encouraging was the fact that demand for West 
German machinery far outstripped the branch's 3% increase in 
production, leaving a comfortable order backlog. Capacity use 
climbed to 88.7% by the year's end from 83.8% a year earlier. 
Deliveries to Spain, for example, grew by 20%, to Portugal by 
19% and to Britain by 16%. Asian markets bought 9% more 
West German machinery. 

Bursting order books and growing domestic business invest- 
ment in plant and equipment will ensure that 1989 is also a ban- 
ner year for the branch, Paetzold said. The industry also expects 
a small increase in foreign orders. 

West German manufacturers are also bolstering their global 
leadership through research and development. The branch 
plows back 3.5% of its turnover — US$3.07 billion in 1988 
alone — into this vital aspect of competitiveness, while the cor- 
responding ratio for the US and Japan is 2%. € 
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Exports work for 
services, too 


I f you have a smashing success in the home market, it may well 
be time to try exporting. That simple logic helped make West 
Germany the world's leading exporter of goods, and Messe 
Frankfurt, the trade fair company, is now proving it works for 
services too. 

The innovative exhibition impresario staged its first Interstoff 
Asia, an offshoot of the highly successful Frankfurt Interstoff tex- 
tile and clothing fair, in Hongkong in 1987. The third edition of 
Interstoff Asia is booked into the new Hongkong Convention 
and Exhibition Centre for 15-17 November. 

This year's exhibition, which aims to be the leading trade fair 
for the Asian garment industry, will spread out over four times as 
much space as the first show, which drew rave reviews in the 
centre of the Asian-Pacific textile and clothing market. 

Encouraged by its Hongkong coup and the response to 
International Public Design Fair NAGOYA '88, which was spun 
off the Frankfurt public design show, Messe Frankfurt is again 
preparing to go where the market is. 

This time the venue will be the International Trade Centre in 


German stand, Hongkong fair: leading showcase. 


Harumi, Tokyo and the show is HEIMTEXTIL ASIA. It will be 
held from 1-4 February, parallel to the 9th JAPAN TEX, the Ja- 
panese home textiles fair. 

“These new trade fairs are designed to bring together 
exhibitors from the Frankfurt events and buyers from the Asia- 
Pacific region who normally may not be able to come to the par- 
ent event in Frankfurt,” said Eike Markau, managing board 
chairman of Messe Frankfurt. 

“The economic and political climate is favourable for build- 
ing up business contacts to the industrial giants of the Far East,” 
he said. “Only direct contacts in this region, however, will en- 
able trade to be put on a long-term footing.” 

The fairs cater to trade buyers, presenting the life styles of 
East and West that remain distinct but are interacting as never 
before in this age of international communications. 

Interstoff Asia Presents a broad array of top-quality, high 
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Material handling 


components 

Electric motors, control 
systems, hoists and travel units, 
control pendants, busbar lines 


Metallurgical plant 


and equipment 
integrated works, BOF and EAF 
steel mills, secondary metallurgy, 
CCP's, electromet facilities, dust 
collecting and recovery systems 


Construction 
equipment 
Hydraulic excavators, cable- 


operated hydraulic excavators, 
pavers, side finishers 


Machinery, 
Plant, 
and Systems 


Cranes and handling 


equipment 

Cranes, load handling attach- 
ments, storage and retrieval 
machines, handling systems, 
controls 


Tube and pipe- 
making facilities 


Plant and machinery for the 

production of seamless and 

welded tubes and pipes, and 
hydraulic presses 


Mobile cranes 


Lattice-boom and telescopic 
cranes, pneumatic tyre or 


crawler-mounted; mobile harbour 


cranes, industrial yard cranes, 
railway cranes 








Systems engineering 
Storage, order picking, 
transport systems, planning and 
implementation of integrated 
handling installation 


Rolling mill 


engineering 

Rolling mills for sections, 
beams, rod, strip, plate and 
sheet, and strip processing 
lines 


Pneumatic equipment 


Compressors and equipment 
and components for the con- 
struction and manufacturing 
industries 
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Equipment for the most ex- 
acting demands. Worldwide. 
A challenge and commit- 
ment we accept. Innovation 
is our answer. Our position: 
at the top end of the tech- 
nology market. This makes 
us partners with all those 
who are investing today to 
ensure that they will still 
have the competitive edge 
tomorrow. 


mannesmann technology nu 


Plastics machinery 


Machines and integrated 
injection moulding systems 


Compressor equipment 
Dynamic or positive-displacement 
machines for air or industrial gas 
compression, rotary vane com- 
pressors and vacuum pumps, 
vacuum distillation systems 





Mannesmann Demag AG 
Postfach 1015 07, 
Wolfgang-Reuter-Platz 
D-4100 Duisburg 1 
Phone (203) 605-1 

Fax (203) 61061 
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fashion garment textiles, yarns and accessories, along with in- 
formation about the latest trends. Two of the fair's regular fea- 
tures are the Asia Styling fashion shows and the trend forum on 
fabrics, colours and styles for the coming season. 

Jean Moriarity, director of the International Wool Secretariat 
for Southeast Asia in Hongkong, said: "This presents a unique 
opportunity for trade visitors of the Pacific region to get a com- 
plete overview of market trends and products." 

Interstoff Asia became a focal point for business contacts in 
1987 and 1988 by attracting company decision-makers from 
dozens of countries. The high quality of goods and Messe 
Frankfurt's skills in organisation, marketing and publicity saw to 
this. 

Each previous show attracted more than 5,000 visitors from 
40 countries to the satisfaction of 150 exhibitors from 21 coun- 
tries. This November, exhibitors from Italy, West Germany, 


France, Switzerland and Australia will participate along with 
companies from Japan, India, Korea, Taiwan and other Asian 
Pacific countries. The Secretariat will represent an International 
Wool Arena and the Hongkong Trade Development Council is 
actively backing the fair. 

HEIMTEXTIL ASIA will show buyers the latest in everything 
from bedspreads to curtains and upholstery fabrics. An East- 
West lifestyle show is planned as a showcase of home textile 
trends. Japan's Ministry of International Trade and Industry, the 
Japan Interior Fabrics Association and the Japan External Trade 
Organisation are all supporting the 1990 exhibition. 

"We have our bases in different countries and we usually 
communicate in different languages, but | am sure that we will 
make a successful fair by working in good faith with each other," 
said Japan Interior Fabrics Association president Takeo 
Miyagawa. € 





New cars keep 
harbour busy 


N early 700,000 new cars were shipped last year through the 
port of Bremerhaven, making it Europe's busiest harbour 
for vehicle imports and exports. 

The number of car shipments through Bremerhaven has in- 
creased fivefold in the past decade and was up 12% from 1986, 
thanks to the recent boom in global car sales. About half the 
vehicle terminal's volume comes from German exports headed 
for the US, Britain and the Near and Far East. 

The Mercedes assembly plant in nearby Bremen exports a 
large part of its production through Bremerhaven. New BMWs, 
Audis and German Fords also pass through the export terminal 
on their way to overseas markets. 

Bremerhaven's import terminal has also grown rapidly in re- 
cent years because some Japanese vehicle manufacturers now 
use the port almost exclusively for their car shipments to West 
Germany and neighbouring countries. 

As many as 50,000 new cars can be temporarily parked at 
the Bremerhaven vehicle 
terminal and 16,000 of 
these parking places are 
protected by roofing. A 
five-level garage at the im- 
port terminal offers protec- 
tion for around 7,000 for- 
eign cars awaiting trans- 
shipment, and around 
5,000 German-made vehi- 
cles can be kept out of 
the rain at a similar faci- 
lity for the export termin- 
al 


To facilitate quick, effi- 
cient and cheap shipment, 
the German exporters and 
the port installed a com- 
puterised dispatching sys- 
tem called CAR in 1982. 
A central computer makes 
complete data from manu- 
facturers available to ship- 
pers and overseas dealers 
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Bremenhaven harbour: busy with new cars. 


and tracks the status of every car from the assembly line to the 
foreign market. 

Floating garage ships, some able to handle more than 6, 
cars, call at Bremerhaven, which is part of the city-state of Lic- 
men. The harbour is also a major container port and claims to 
have the largest concentrated container trans-shipment facility 
in Europe. 

Container Terminal Bremerhaven stretches 3 km along the 
Stromkaje pier at the port where the Weser River estuary 
widens out to join the North Sea. Bremerhaven became the first 
European port to handle container ships in 1966 and now 
boasts 18 container bridges, 60 portal loaders and a huge area 
of container handling space. 

The city-state of Bremen has spent around US$512.8 mil- 
lion, half of it in the past 10 years, to expand and improve the 
main Bremerhaven container complex. Around 30,000 con- 
tainers can be stacked two-high at the facility. The container 
ports of Bremerhaven and Bremen together last year handled 
over 1.1 million containers weighing 10.3 million tonnes. 

More than 60% of the total non-bulk cargo handled by 
the two ports came from container operations. Banana im- 
ports, at nearly 540,000 tonnes, were Bremerhaven’s third 
biggest business after containers and cars. 

Upstream at the por’ -“ 
§ Bremen, the emphasi 
g on conventional cargo, 
particularly imports of cot- 
ton, wool, coffee, tobacco, 
lumber and citrus fruits for 
the markets of West Ger- 
many and the rest of 
Europe. Bremen also 
handles a large amount of 
German steel and chemical 
exports. 

Last year, Bremen 
handled 5.2 million tonnes 
of conventional cargo, in- 
cluding 1.6 million tonnes 
in containers, along with 
1.1 million tonnes of bulk 
feeds and grains. Bre- 
merhaven handled 10.7 
million tonnes of conven- 
tional cargo, of which 8.7 
million tonnes was con- 
tainerised. € 
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Degussa is active worldwide in the fields of 
Chemicals, Metals and Pharmaceuticals — 

a unique combination. Equally unusual are 
the number and variety of our products and 
processes. We are A engaged in such 
future-oriented : fields as Bio- 
chemistry and High-Vacuum 
Technology. Our substan- 
tial invest- ment in 











products and pro- 
cesses assures 
future mum growth. 
Precious metals 


remain of special importance to Degussa since 
that’s where we started in 1875. The recovery 
of precious metals and the manufacture of 
precious metal-based products requires pre- 
cision and dependability Both are good criteria 
for producing reliable products for an ever- 


changing world. 





Degussa <> 


Metals. Chemicals. Pharmaceuticals. 


PO. Box 110533 
D-6000 Frankfurt 11 
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CHINA 


Chinese propaganda turns black into white 


Seeing is not believing 


By Edward A. Gargan in Peking 


t 1 p.m. on 4 June, just hours after 

Chinese troops supported by tanks 

and armoured nnel carriers 

reclaimed Tiananmen Square from 
unarmed student protesters, an anonymous 
announcer came on Radio Peking’s English 
service. 

“Remember fourth June 1989,” he said. 
most tragic event happened in the 
wese capital, Peking. Thousands of 

people, most of them innocent civilians, 
were killed by fully armed soldiers when 
they forced their way into the city . . . the sol- 
diers were riding armoured vehicles and 
used machine guns against thousands of 
local residents and students who tried to 
block their way. When the army convoys 
made a breakthrough, soldiers continued to 
spray their bullets indiscriminately at 
crowds in the street . . . " The voice of this 
announcer has not been heard again. In his 
place, on radio, on television, in China's 
hundreds of newspapers, a new version of 
reality has appeared, a reality that never 
happened, but one that has, in the innards 
of China's propaganda machine, become 
the "truth." 

Propaganda, xuanchuan, has a hallowed 
place in Chinese communist history. As 
Mao Zedong solidified his grip on the party 
apparatus in the 1930s, he championed as 

a storehouse of stock ideas, slogans, 
-..L.anations of both contemporary and re- 
cent history. It was a structure of thinking, of 
analysis, simple enough for ill-educated 
party cadres to absorb and sufficiently facile 
to explain complex and often contradictory 
events in clearly understandable ways. 

Edgar Snow, in his biographical treat- 
ment of Mao, offered the following ex- 
change from a "social education centre" in 
the countryside, a catechism that encapsu- 
lated the style and purpose of education. 

“What is this?" 

"This is the Red Flag." 

“What is this?" 


“What is the Red Flag?” 

“The Red Flag is the flag of the Red 
Army.” 

“What is the Red Army?” 

“The Red Army is the army of the poor 
men!” 

As the peasants learned to read these 
words, they learned, as Snow observed 
acutely, “who had taught them and why.” 


13 JULY 1989 


Education, as Mao's guerillas practised it, in- 
formed and instructed. It was a lesson that 
embedded itself in the core of the com- 
munist party. 

There was a brief week in mid-May 
when China's newspapers and television 
actually reported the events of Tiananmen, 
the sit-ins, the hunger strikes, the marches, 
with such openness, such gritty realism, 
that some foreign reporters in Peking 
thought they were seeing a fundamental 
transformation of Chinese journalism. 
Perhaps it was the euphoria of the moment, 
the time when China experts from the US 
and Europe talked confidently about Li 
Peng being forced to resign under the 
onslaught of democracy, that deceived so 
many. Forgotten in the emotional buoyancy 
of that time were the routinised pronounce- 
ments of last year, the year before that, and 
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Lethal but lovable. 


the one before that, declarations that 
China's press existed to serve socialism and 
the party. 

Even Hu Yaobang, the disgraced party 
leader whose death triggered the first stu- 
dent protests in April, was adamant about 
the function of journalism in Chinese so- 
ciety: "It is the party's mouthpiece . . . it is 
also the mouthpiece of the people's govern- 
ment under the leadership of the party as 
well as the mouthpiece of the people." 

Just hours after the massacre on Peking's 
streets, China's propaganda machine, those 
outlets that only the month before had been 
paragons of the new journalism, began re- 
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creating the events of 3 and 4 June, rewriting 
the face of tragedy. 

From the outset, it was not the people of 
Peking, high school and university students 
and workers, the bus drivers and bird sell- 
ers, the dumpling ladies and the shopkeep- - 
ers who were slaughtered. Rather, it was the 
heroic soldiers of the People’s Liberation 
Army who were the victims. Endlessly, the 
television showed film clips of civilians ston- 
ing armoured personnel carriers, torching 
troop trucks, smashing the windows of 
jeeps, clips played almost entirely in silence 
so that the sound of gunshots would not be 
audible. 

Even more important, as the official ver- 
sion of events went, the army moved not 
against protesters for democracy, for human 
rights. Instead, the army fought to suppress 

counter-revolutionary rebellion.” Any ac- 
tion by the army, any number of deaths, any 
level of destruction, any degree of repres- 
sion is justified to put down “counter-revo- 
lution.” In recent days, as the press lashes 
out at foreign condemnation of the Chinese 
Government, the People’s Daily made pre- 
cisely this point. Did not, the newspaper 
asked, the US Government suppress 
demonstrations in the 1960s and 1970s with 
armed force? That was peaceful protest, the 
newspaper observed. What happened in 
Peking was the just suppression of counter- 
revolution. 

Day after day Chinese television flic- 
kered with the images of this new version 
of reality. The charred corpses of soldiers, 
some gruesomely disembowelled, were re- 
played again and again. The citizens who 
occupied the streets of Peking were not 
people, eri were baotu, thugs, and daitu, 
evildoers; they were “jishaoshu, jishaoshu," 
the very, very few. 

These scenes of devastation were inter- 
mingled with prolonged reports of party of- 
ficials, school teachers writers, journalists 
and other important personages, including 
Aisin Giorro Pu Jie, the brother of the last 
emperor, declaring their support for the ac- 
tion of the army. Through each scene, both 
the stance and vocabulary of correctness 
were established, the position one must take 
to avoid retribution and the language to be 
used to describe events were reiterated end- 
lessly. In each mise en scené, the acting is the 
same, the words the same, the purpose the 
same: people must "unify their thinking" so 
that good is distinguished from bad. 

In the village of Tailing, near one of the 
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Ming tombs north of the capital, peasants 
were divided on the government's prop- 
aganda onslaught, but their doubts were 
being eroded by the relentlessness of the 
propaganda campaign. “The television told 
us that thugs committed the attacks,” an old 
farmer said. “That is all I want to know.” 
Another, younger, farmer shook his head. 
“Just because they say people are thugs, 
doesn’t mean they are.” He acknowledged, 
though, that he did not believe everything 
he heard on the Voice of America which, 
along with the BBC, was widely listened to 
by Chinese. “There are lies on Voice of 
America, just as there are lies on Chinese 
Central Television,” he said. “We don't real- 
ly know what happened." 

From victims to heroes, the image of 
China's army is bolstered nightly. Soldiers 
are shown harvesting wheat for farmers, de- 
livering grain for Peking’s shops, giving 
haircuts to small boys, taking the blood pres- 
sure of citizens in a hurriedly announced 
health campaign. Soldiers do not roar 
through the streets of the capital on the back 
of trucks firing their AK47 rifles any longer. 
Instead, they stand stiffly at attention clutch- 
ing their weapons in white gloved hands. 
They help little old ladies cross the street. 
They are, in the words of the news reader on 


national television, "the lovable People's 
Liberation Army." 

There were funerals too, not for the 
people of Peking but for the troops who died 
in the assault on the city. Wreaths for them 
were placed with solemn ceremony on 
bridges, at roadsides where they died. 

As then pers and television efface 
the reality of the slaughter daily, they hasten 
to proclaim the retum to normalcy to the 
capital and China. Street dividers were 
reinstalled, burned buses removed, ruined 
armoured personnel carriers were hoisted 
onto trailer trucks and, as the television 
news reported, sent to be recycled as 
scrap. 


ore than the physical facade of 
normalcy, however, is the por- 
trait of foreigners, tourists and 
business people, which is being 
drawn on television. A representative of Fiat 
arrived at a long-sought meeting with a vice- 
minister to the lights of television cameras 
and banks of smiles by Chinese officials. 
Chinese viewers, those who did not learn of 
the evacuation of tens of thousands of for- 
eigners from China, were led to believe that 
the business dimate was proceeding apace. 
Similarly, laughing groups of tourists with 
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Project to contrast landscapes and cultures 


Shades of meaning 


By Mark Thompson in Los Angeles 


ince last summer, the iconoclastic ar- 

tist Christo has explored every nook 

and cranny of a 12-mile-long stretch of 
valley north of Tokyo. If all goes according to 
plan, in the autumn of 1991, a large crew di- 
rected by Christo will hoist 1,700 big blue 
umbrellas in clumps along the valley. At the 
same time, across the Pacific, 1,300 yellow 
umbrellas, 20 ft high and 28 ft in diameter 
like their Japanese counterparts, will be in- 
stalled along a 16-mile course through a val- 
ley north of Los Angeles. 

"The Umbrellas," which will stay in place 
for three weeks, is the latest in a series of 
monumental "installations" by Christo. In 
1976, he strung an 18-ft-high curtain of 
fabric, called "Running Fence," for 25 miles 
across northern California. Then in 1983, he 
surrounded 11 islands in Florida's Biscayne 
Bay with 6.5 million ft? of shocking pink 
polypropylene. Two years later, Christo 
wrapped the Pont Neuf bridge in Paris 
with nearly half a million ft? of "golden 
sandstone" coloured fabric. 

Christo, who was born in Bulgaria in 
1935 and wrapped his first building in Paris 
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How valley in Japan will look. 

in 1961, has described his art as "a poetical 
scream — a scream of freedom." But his cri- 
tics have objected to the fact that his art form 
takes up so much public space. Typically, 
Christo has had to spend three or four years 
obtaining permits for his projects, which 
stay in place for just two or three weeks. 

In the case of "The Umbrellas," the pur- 
pose of the project is to compare two inland 
valleys on opposite sides of the Pacific, 
Christo explained recently in a telephone in- 
terview from his studio in New York. Al- 
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helmeted soldiers, those rare specimens in 
China today, have been photographed on 
the Great Wall. Tourism too, the propagan- 
da says, is flourishing. 

Andrew Nathan, a professor of politics at 
Columbia University, has suggested that 
there are three responses to propaganda in 
China: those who believe, those who are 
sceptics and those who decipher. It is the lat- 
ter group, those people who read between 
the lines, who understand what the televi- 
sion is really saying, who are now in hiding, 
who are cowed by the fist of repression. But 
they watch, they know what has really hap- 

ed 


As one Chinese intellectual put it so 
bluntly: “If they say it didn’t happen, it did. 
If they say it did, it didn’t. When they say a 
very, very small group of people, it was 
everybody.” 

In that sense, the propaganda, the crude 
rewriting of history and the re-creation « 
ality reflect more the mentality of a Chi 
leadership which has given birth to it. This 
leadership, these men who sent tanks 
against their people, speak through their 
propaganda of a China of the mute, a China 
of automatons. That is not the China the 
world saw on Tiananmen Square for six 
weeks. a 


though the installation of the umbrellas is 
still more than two years off, the project is al- 
ready revealing differences in the two val- 
leys of California and Japan. 

To begin with, Christo found 42 different 
landowners along the route the project will 
follow in California. In Japan, 430 people 
share the valley to be occupied by the um- 
brellas. While the names of the landowners 
in California were available in public records 
at the tax assessor's office, “in Japan, it is se- 
cret information. So we were obliged to hire 
elderly farmers who walked with us 
told us who owned the land,” Christo s...... 

Christo enlisted his lawyer to draft the 
contracts signed by the California landow- 
ners. In Japan, the agreements were drawn 
up by representatives from the government 
of Ibaraki Prefecture, where most of the um- 
brellas will go up. 

Besides bringing to light these "invisible 
features of the landscape" concerning pat- 
terns of land ownership and methods of reg- 
ulating land use, the umbrellas themselves 
will do the same for the visual features of the 
two valleys. Yellow umbrellas will highlight 
the brown colour of the hills at the end of the 
dry Southern California summer. In Japan, 
the umbrellas will be blue, emphasising the 
lush landscape left by a wet summer. 

Initially advancing his project by selling 
his sketches of the project, Christo is now 
busily raising the US$8-10 million that he 
will need to bring it to fruition. So far, all 
of the pieces are falling into place for a 
three-week run in October and November 
of 1991. * 
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Misuse of pre-natal tests for sex selection 


Boys are best 


By Arthur R. Kroeber in New Delhi 


n a busy street in the middle-class 
() New Delhi neighbourhood of Patel 

Nagar, the Loomba Clinical Lab and 
Genetic Centre entices potential clients with 
a sign reading "Healthy Boy or Girl." Inside, 
two or three nervous couples wait for K. K. 
Loomba to tell them the sex of the child they 
are expecting. If it is a girl, the chances are 
that they will abort it. 

Clinics such as Loomba's have created a 

^ mma for Indian policymakers: is the 
t of a female to be born more important 
than family planning in a country of 800 mil- 
lion? Because of fears that Indian women are 
systematically aborting female foetuses, one 
state has banned the use of amniocentesis 
and other pre-natal diagnostic tests for sex 
determination, and parliament will consider 
a national bill to the same effect. 

Amniocentesis was intended as a test for 
detecting genetic disorders such as Down's 
Syndrome. But because it can also deter- 
mine foetal sex, Indian parents overwhelm- 
ingly sought the test for this purpose 
alone. 

Some hospitals have stopped offering 
sex-detection tests, but private clinics have 
sprung up in many cities to meet the increas- 
ing demand. By early 1988 nearly 300 sex- 
test clinics were operating in Bombay alone. 

Some of these clinics, like Loomba's, are 
run by technicians, but more usually 
gynaecologists give the tests and offer abor- 

3 on demand afterwards. A survey of 42 

testing gynaecologists in Bombay, con- 
ducted in 1987 for the Maharashtra state 
government, found that 90% of the doctors 
performed abortions on request after the 
test. The study found no instance of parents 
requesting the abortion of a male foetus. 
The cost of amniocentesis ranges from 
Rs 70 (US$4.67) to more than Rs 1,000. 
The same study found that a majority of 
people seeking the tests were middle-class 
women with two or more daughters and no 
sons. 

In private, doctors deplore this social 
pressure to have a son at all costs, but they 
defend selective abortion as an essential 
family-planning measure in an over- 
crowded country. “Suppose a family has 
two daughters,” Loomba said. “If they want 
a son, what objection can you have? Would 
you rather that they went on producing 
three or four daughters?" 

From birth, feminists say, girls are short- 
changed in nutrition and health care, with 
the result that India has only 933 females for 
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every thousand males, one of the lowest 
ratios in the world. India is also one of only 
five nations where male li ex- 
ceeds the female (the others are Bhutan, 
Bangladesh, Nepal and Iran). 

The dilemma for policymakers is that 
abortion has been tacitly accepted as a tool of 
family planning since its legalisation in 1971. 
If abortion in general can be used this way, 
sex-test proponents argue, what is so bad 
about selective abortion? Moreover, given 
the strong social and economic forces that 
promote sex testing, can legislation stop it? 
Many suspect that it cannot. 

Opponents of legislation argue that a ban 
will only make amniocentesis more expen- 
sive and less safe, not less common. The sol- 
ution, they say, is not to put one more unen- 
forceable law on the books but to try to elimi- 
nate prejudice against women through edu- 
cation. 

Despite such opposition, the Mahara- 





A society that puts a premium on sons. 


shtra Legislative Assembly unanimously 
passed a law banning the use of amniocen- 
tesis and similar pre-natal tests for sex detec- 
tion. Only licensed clinics may perform the 
tests, and only women older than 35 or with 
a history of miscarriages or abnormal babies 
may undergo them. Doctors who violate the 
law will be fined Rs 5,000. 

Rapid advances in reproductive technol- 
ogy make any law, however good, seem like 
shutting the barn door after the horse has 
bolted. The man riding the horse is Ronald J. 
Ericsson, an American biologist who has 
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patented a technique that allows parents to 
choose the sex of their baby before concep- 


tion. Ericsson is one of the several resear- 
chers who have separated male sperm on 
the basis of the sex chromosomes they carry. 
A woman artificially inseminated with con- 
centrated Y-chromosome-bearing sperm 
has a better chance of bearing a boy; a com- 
bination of insemination with X-bearing 
sperm and several doses of the fertility drug 
Clomid improves the chances of a girl. 

Ericsson's privately held Gametrics firm 
licenses clinics or gynaecologists to use its 
“sex-selection kits.” There are 56 Gametrics 
franchises in the US and eight abroad, of 
which seven are in the developing world 
(Ericsson foresees immense demand for his 
kits in traditional societies that put a pre- 
mium on sons). Gametrics franchise-hold- 
ers pay Ericsson a US$11,000 fee (US$15,000 
outside the US). They also contract to pur- 
chase a certain number of sex-selection kits 
at US$75 apiece and pay a 17% royalty on 
their profits. The technology, though, is far 
from perfect and relatively expensive. 

The City Clinic in Bombay was a Gamet- 
rics franchise from 1986 to 1988, during 
which time 45 couples used the service, at a 
cost of about US$300 per insemination. 
Deven Mehta, head of the clinic’s sex-selec- 
tion programme, said all his clients wanted 
male children. But he denied that his service 
was sexist. “Ninety-nine per cent of the 
people who are coming here for sex selec- 
tion have two daughters, three daughters, 
even four or five daughters already,” Mehta 
said, “so the question of discrimination does 
not arise.” 

The was not as high as 
Mehta expected, and he lost his franchise 
for failing to buy enough kits from Gamet- 
rics (a new Gametrics franchise opened in 
Bombay in 1988; its head, Dr Geeta Pandya, 
said she would only accept clients who 
already had one or more children of one sex 
and wanted a child of the other). But Mehta 
is still optimistic about the future of sex selec- 
tion in India: “Particularly now with the ban 
on amniocentesis the demand is bound to 

up.” 

T uie sex tests was relatively easy, in 

because selective abortion could easily 

be linked to female infanticide. Sex selection 

makes the moral issue more abstract and 

less frightening. Many doctors who felt un- 

easy about amniocentesis find sex selection 
acceptable. 

“I am extremely happy that the bill 
against amniocentesis was passed," said 
Dr Nurgesh Motashaw, a Bombay gyna- 
ecologist with an upscale clientele. "It 
amounted to female infanticide and nothing 
else." But from 1986-88 she offered her pa- 
tients sex selection at a cost of Rs 1,500 per 
insemination. She stopped not because of 
moral qualms but because the success rate 
was not high enough. "Sex selection only 
applies to a very few people,” she said, “and 
I think it's a legitimate choice." a 
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Living up to legend 


Neighbourhood Tokyo by Theodore C. 
Bestor. Stanford University Press, Stanford. 
LIS$35. 


Columbia University professor Theodore 
Bestor writes that luck is often "the unsung 
heroine of anthropological field work." He 
admits that he was lucky to be living with a 
Japanese family whose father had grown up 
in a certain Tokyo neighbourhood that fit to 
a T his image of a not too old or new, not too 
famous or notorious Tokyo neighbourhood. 

What was more, the father's father, a 
well-known retired local politician, still lived 
there. And the family introduced Bestor to a 
real estate agent who not only found Bestor 
a vacant apartment above a shop on the 
main shopping street, but also happened to 
be the vice-president of the neighbourhood 
association. Better still, the realtor loved to 
talk. So Bestor plugged himself into the 
local network, and started taking notes. 

Bestor calls his neighbourhood Miya- 
moto-cho, and the anthropologist within 
him wants to know what keeps it going as 
the worlds outside and within it change. He 
shows — because he set out to show — that 








Tokyo's urban neighbourhoods are not 
mere vestiges of villages; are not just politi- 
cal or administrative units; and are not stable 
because the old middle class of small-scale 
self-employed merchants, factory owners 
and craftsmen constituting the core of such 
neighbourhoods, is isolated from the out- 
side world. 

Bestor portrays the everyday life in 
Miyamoto-cho through the social relation- 
ships in the neighbourhood. This means 
mainly the social life of the old middle class 
— self-employed entrepreneurs and family 
members working in non-agricultural small- 
scale enterprises — which accounts for 
about 20% of Japan’s private-sector labour 
force, contrary to those stereotypes of cor- 
porate workers riding seniority escalators 
leading to retirement benefits. 

Miyamoto-cho is stable because its 2,000 
residents respond to outside influences and 
adapt to them in dynamic ways that main- 
tain their communal integrity. They do this 
through “traditionalism,” a common Japan- 
ese “cultural device,” Bestor says, “for man- 
aging or responding to social change.” So 
his study is not about “tradition as an aspect 


of historical continuity,” but is about “the 
manipulation, invention, and recombina- 
tion of cultural patterns, symbols, and 
motifs so as to legitimate contemporary so- 
cial realities by imbuing them with a patina 
of venerable historicity.” 

In other words, the residents tra- 
ditionalise change. What they call "cul- 
ture" does not come from history, but is af- 
fected, , or generated by living 
people. Such culture is not a product of the 
past, but results from a process in which 
people "invoke tradition to legitimate the 
present by reference to an idealised, a his- 
torical past." 

In plainer English, Japanese generally, 
like Bestor's Miyamoto subjects, are easily 
persuaded that they are doing the right 
thing today because they are vulnerable to 
ideological claims that what they are doing 
today is what their ancestors did in the past. 

Bestor is too enamoured of acaden 
lexical lard to put it so bluntly. But it is nic 
read a work by an American anthropologist 
who appears to demur at the thought-ter- 
minating orthodoxy that culture is inherited. 
This orthodoxy sustains the myth that Japan 
is Japan because of its culture, whereas Bes- 
tor's thesis of "traditionalism" allows room 
for the view that much of Japan's "culture" 
has been recently created — and continues 
to be nurtured — by political forces. 

a William Wetherall 
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The day will start on a high note with 
breakfast overlooking the early morning 
bustle of Victoria Harbour. 

Great views, however, will be only one of 
many reasons why Hong Kong's New World 
Harbour View is set for such a glorious 
beginning. 

High atop the sprawling Hong Kong 
Convention and Exhibition Centre, we will 
also offer you exquisite restaurants and the 
leisure delights of swimming, tennis, squash, 
a jogging trail and golf driving range 

All so you can carry on each day as you 
begin it — gloriously 
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Hearts not at ease 


Hong Kong Voices by Gerd Balke. Longman, 
Hongkong. HK$125 (US$16). 


Breathes there the man, with soul so dead, 

Who ne'er to himself hath said, 

This is my own, my native land! 

Hongkong has long borne the image of a 
city of dead souls, its residents characterised 
by a despicable venality. Hong Kong Voices 
calls this image into serious question. While 
in one sense long overdue, this collection of 
interviews might seem to have been ren- 
dered prematurely out-of-date by recent 
events. But in fact, it provides a record of 
Hongkong people's feelings at a crucial 
juncture in history, and is particularly valu- 
able for observers puzzled by Hongkong 

ple's apparently radical transformation 

residents to citizens. 

lhe author's preface is dated April 1989, 
and while he (rather unhelpfully) neglects to 
say when the interviews were carried out, 
the content of several indicates that they 
were conducted as recently as March of this 
year. At this point in Hongkong’s history, 
the Sino-British Joint Declaration on Hong- 
kong's future had been in existence for 
nearly five years, and the second draft of the 
future Basic Law had been presented for 
public consultation. The battle for direct 
elections to the Legislative Council in 1988 
had already been long lost, and voters had 
spurned recent municipal elections with a 
record low turn-out. 

Even more importantly, the interviews 
were all carried out before the pro-demo- 
cracy demonstrations by Peking students 
and the subsequent bloodbath. So it is that 
the book presents Hongkong people's 
views during what is probably the last op- 

unity they had to survey their futures 
| calm rationality. 

For this reason, it is unfortunate that the 
author has chosen such a disproportionate 
number of non-Chinese to interview — fully 
one-third of the 31. Still, the book provides a 
wide variety of views, from the fatuous to 
the fascinating; and as journalist Anthony 
Lawrence points out in his introduction, 
"good commonsense is often a blue-collar 
quality, here in Hongkong." Unfortunately 
he later implies that this commonsense is 
somehow separate from political sophistica- 
tion, a distinction that may well lie at the root 
of many of the problems in our world today. 

A perfect example is the contrast be- 
tween the interviews with actress Do Do 
Cheng and former chief secretary Sir David 
Akers-Jones. Sir David's comments are as 
politically sophisticated as they can be. De- 
void of any real content or supporting evi- 
dence, they nevertheless manage to give a 
feeling of optimism about the future. 
Cheng, on the other hand, is frankly pes- 
simistic, and her evidence is impressive — it 
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is the history of modem China and the suf- 
fering of its people under consistently in- 
competent and autocratic leadership. 
Recent events have vindicated the un- 
sophisticated worries of people like Cheng, 
and have exposed the politically adroit com- 
ments of people like Akers-Jones for what 
they are. But it is a hollow victory for the 
common folk, for it is not Cheng and her 
friends who have been making the decisions 
that have determined Hongkong’s fate. One 
can say now that the Joint Declaration and 
the white paper on local political reforms 
might have turned out quite differently if 
drawn up after the Peking massacre. But 
that begs the question of why the govern- 
ments responsible have all along demon- 





strated such appalling disregard for the in- 
telligent perception of the man in the street. 

Ironically, those who previously labelled 
the masses as politically immature are sud- 
denly declaring Hongkong people ready for 
the heavy responsibility of true democracy. 
This book suggests that it is not the ordinary 
Hongkong resident who has changed, but 
only the perceptions of the leaders. 

Hong Kong Voices also makes clear that 
Hongkong people have long had a strong 
sense of the "native land" of Sir Walter 
Scott's poem — it is Hongkong. The only 
change now is that Hongkong has been 
united in the public mind with China, much 
more than ever before. Tragically, this recog- 
nition has come in a way similar to that of a 
young man who suddenly learns that a per- 
son he regarded as a seedy old uncle is actu- 
ally his father — and a homocidal maniac. 
Likewise, Hongkong people are torn by 
conflicting impulses to embrace and to flee. 
The deep anguish of many Hongkong 
people as they contemplate emigration can 
perhaps never be adequately verbalised, but 
at least this book makes a start. 

The important record supplied by this 
book could be rendered more invaluable by 
preparing a follow-up volume — not im- 
mediately, while people are still reeling from 
the double-punch of grief and fear, but 
perhaps in six months' time, after a return to 
emotional equilibrium. Sadly, Gerd Balke 
might find it necessary to offer the shelter of 
anonymity to more people now than the 
first time round. m Ann Yim 





Going one better than history 





The Court of the Lion by Eleanor Cooney and 
Daniel Altieri. Michael Joseph, London. £12.95 
(US$20.30). 


It was said of Arthur Waley that, though 
he never travelled east of Istanbul, he was so 
thoroughly at home in Tang China that he 
could take an imaginary walk through its 
capital, Chang'an, without losing his way. 
For those of us who lack such erudition, this 
book is by way of an historical guide to the 
greatest city of the 8th-century world. Set in 
Chang'an and the empire it dominated at 
the apex of their splendour, it is a fic- 
tionalised account of the reign of Ming- 
huang, the Enlightened Emperor. 

Here are rich pickings for the historical 
novelist of China. For too long such books 
have ploughed the same furrow; in deferen- 
ce to what is regarded as readers' preferen- 
ce, the fictional convention dictates a Euro- 
pean or American hero, which in turn neces- 
sitates the choice of some coastal port as a 
plausible setting. The Court of the Lion has, 
however, broken from the mould: there is 
not a single Westerner in sight, not even a 
blue-eyed stowaway on a Silk Road caravan. 
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There are really three overlapping stories 
in this book. The first is the romance be- 
tween Minghuang and Yang Guifei, argu- 
ably the most celebrated love affair in 
Chinese history. When the book opens 
Minghuang is mourning the death of his 
son and his empress. He is weary of his re- 
sponsibilities, and neglects the duties of 

overnment. Enter now the 17-year-old 
daughter of the aristocratic house of Yang, 
adept in the arts of seduction, having been 
trained by a monk apparently possessed of 
almost superhuman self-restraint. If we are 
to believe the account, he has conducted her 
through all the modes of love-making with- 
out ever bedding her himself. Far from cur- 
ing Minghuang of his malaise, though, 
Yang succeeds only in making him as silly as 
herself. 

An Lushan, the Sogdian commander 
who almost toppled the Tang dynasty, was 
a towering figure. His career from captive 
slave and campaigner against the Khitans to 
court favourite and conqueror of Luoyang 
could easily have made a separate book. 
Lusty, fat and frequently drunk, he play- 
ed the jester to Minghuang's indulgent 
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ing region. 


minus the myth: 


- Asia, the world’s most dynamic market place is home to more than half of man- 
kind. Every day events occur here which not only shape the destinies of its more 
than 4 billion population but affect the entire world as well. 


7/7 The Asia 1989 Yearbook does more than just cover these events — it compiles, ana- 
7/7. lyses and interprets them for the reader. No businessman or scholar can afford to ignore 
-. them. Nor can any professional or anyone who has dealings with or an interest in this excit- 


Decide for yourself whether any other single medium puts the social, political and economic realities of Asia at 


your fingertips as does the Asia Yearbook. 


NOW IN ITS MTH YEAR... 

Matching the rapid pace of Asian development the Asia Yearbook goes into 
great detail, with greater insight — a book which everyone who needs to 
know about Asia should have on the bookshelf. Now in its 30th year the Asia 
1989 Yearbook is more thorough and comprehensive than ever before. 


COUNTRY-BY-COUNTRY ANALYSIS . . . 

Each country is discussed with up-to-date reviews of its Politics and Social 
Affairs, Foreign Relations, Economy and Infrastructure, complete with a 
map and lists of leading public officials. The Asia 1989 Yearbook gives vou 
localised, first-hand information on everything from market potential and 
population trends to foreign aid involvement and social and cultural land- 
marks. Each country chapter has a Databox giving essential vital statistics. 
And there is also a statistical round-up compiled against a master question- 
naire provided by Yearbook experts. 


HOW IT IS DONE... 

Published by the Far Eastern Economic Review, the Asia 1989 Yearbook is 
the result of thousands of manhours of work during the year. Every week, 
the Review's correspondents file on-the-spot reports from every major 


Asian capital and other areas of interest throughout the region. This leading 
team of writers, analysts, experts and research staff contribute (as they have 
regularly for 30 years) to keep the Asia 1989 Yearbook on top of events. To 
give you Asia minus the mystery, minus the myth. To give you Asia as only 
the Far Eastern Economic Review can. 


SOME OF THE FEATURES YOU'LL FIND . . . 


The Asia 1989 Yearbook offers completely revised chapters — covering 
another historic year in Asia, and analysing US involvement in the region 
and you will also find familiar chapters and features as well: a portrait of The 
Entire Region, The Power Game, Population & Food, Development 
Banks, Asian Finance, Asian Investment, Commodities, Energy, Aviat 
Shipping, Fishing, Trade & Aid, the Pacific, Asian & Pacific Organisati....., 
and much more. 

As in the past, the Asia 1989 Yearbook has an abundance of charts, tables 


and graphics to illustrate the material, including a full military profile of 
each regional country. 


The main body of the book contains chapters on 31 countries, ranging from 
Afghanistan to Japan, from China to New Zealand. 
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ARTS AND SOCIETY 





king. Lulled by An's ingratiating oaths of 
loyalty, Minghuang believed his frontiers to 
be securely defended. But the sound of bat- 
tle drums from beyond the northern borders 
had already begun to presage the fragmen- 
tation of the empire. In AD 755, An Lushan, 
too, tried to seize power. His rebellion pre- 
cipitated the Tang's decline. 

Most dramatic of all three stories is the 
contest of wills between the chief minister, 
Li Linfu, and the chief eunuch, Gao Lishi. 
Both represented a particular kind of cour- 
tier: the one tyrannical and corrupt, the 
other wise and loyal. Both portraits are sub- 
tly and convincingly drawn. In their own 
ways the two officials were dedicated to the 
preservation of the empire; it is ironic 
that history proved Li Linfu's repressive 
methods to have been the more effective. 
Such were the realities of Chinese politics 
that after his death, the devolution of his su- 

Ye power to regional factions shattered 
unity of China and extinguished the 
golden age of the Tang. 

The publisher's blurb declares this book 
to be in the best-selling tradition of Shogun 
and The Far Pavilions. Dutifully conforming 
to the genre, Altieri and Cooney have in- 
fused their novel with colour, exoticism and 
mystery, not forgetting some explicit sex. 
Their research has been prodigious, though 
their mental map of the city is apparently 
fuzzier than Waley's. Why, for example, use 
the name “Avenue of the Vermilion Spar- 
row” for the most famous street in medieval 
Chang'an, when the entrance to it is left as 
plain “Red Bird Gate"? This confusion, tri- 
vial in itself, raises a nagging doubt in the 
reader's mind about verisimilitude, surely 
an essential attribute of novels of this kind. 

Fortunately such doubts are intermittent. 
For the most part, the reader is persuaded 
into suspension of disbelief by the sheer de- 
tail of the narrative, not to mention the long 
‘ations of sources, ranging from Du Fu 
| P. Fitzgerald, with which each chapter 
is prefaced. All the same, it is a pity that the 
authors succumbed to the current fashion, 
parti noticeable in American publish- 
ing, for big books. At 920 pages, the book is 
not a brisk read. And cumulatively, the 
weight of detail becomes distracting and 
tiresome, 

One final : Yang Guifei is be- 
lieved to have been strangled during the im- 
perial flight to Shu, not reduced to a tempo- 
rary coma by some arcane force of qigong 
(Chinese yoga), as the authors would have 
it. The poet Bo Juyi's Song of Eternal Sorrowin 
which he conjures up the sensuous picture 
of Yang's jade hairpins scattering from her 
head while yellow dust and chill winds fill 
the desolate landscape, could hardly be bet- 
tered as an elegy for the lady with the moth- 
like eyebrows. There appears no possible 
reason, historical or literary, for Yang to be 
"saved." It would have been immensely 
more satisfying if the poet had been allowed 
to have the last word. m May Holdsworth 
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A salute to Dugout Doug 


Pacific Microphone by William J Dunn. 
Texas A&M University Press. US$19.95. 


On 1 September 1945, Bill Dunn of CBs 
broadcast a special report on air power in the 
Pacific at the end of World War II. Speaking 
from Yokohama, Dunn recalled that Gen. 
Douglas MacArthur's long march on Japan 
had begun a little less than three years be- 
fore when a ragged assortment of transports 
of the US Fifth Air Force lifted the 128th In- 
fantry Regiment from Australia to New 
Guinea to launch the first US offensive 
against the Japanese since the attack on 
Pearl Harbor. 

At that time, he said, it was the largest 
over-water movement of troops in military 
history; while, the day before he spoke, the 
general's long journey had ended when the 
US 11th Airborne Division flew from the 
Philippines and dropped on the plains of 
Honshu Island in Japan — again the largest 
and longest over-water movement of troops 
in military history. 

"Now," said Bill to the air commander 
sitting alongside him. "What can you do if 
anything goes wrong with this peaceful end 
to the war?" You name it and I can drop 
8,000 tons of (iron, not atomic) bombs on it, 
was the substance of the airman's reply. 

MacArthur's conquest of the Japanese 
was arguably the greatest feat of arms seen 
on earth to this day: a hit- em-where-they- 
ain't technique (one GI called it) of isolating 
enemy bases to let them disintegrate instead 
of trying to capture or destroy them, thus 
saving countless US and Australian lives. 
And Dunn, who had been sent to Asia in 
1941 to see if there was going to be a war 
there, was with the general all the way — 42- 
in. waistline and all. He is the hatless man 
armed only with a typewriter in the famous 
picture of MacArthur striding through the 
Leyte surf in 1944 when he returned to the 
Philippines after being ordered to leave the 
doomed garrison at Corregidor and plan the 
defeat of the Japanese in Australia. 

These were the days of so-called steam 
radio, when no one had heard of the word 
“airlift” because it had not been invented; 
when there were no satellite communica- 
tions and no hi-tech breakthroughs coming 
up regularly. Often MacArthur's HQ would 
be on one island, the Japanese on another 
and Dunn on a third because this last one 
had the only facilities for beaming his voice 
back States-side. 

Dunn’s chronicling of Hirohito's down- 
fall makes splendid reading and gives a 
new, friendlier insight into the man MacAr- 
thur was before he became impossibly ar- 

t over the war in Korea, took on presi- 
dent Truman and was sacked. In World War 
I he had been near-worshipped by his men 
for his nervelessness under fire, but in 
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World War II he was often called Dugout 
Doug. "Take Buna [an up-country mission 
station in New Guinea],” he messaged a 
corps commander, “or let me know your 
lifeless body has been found on the field of 
battle.” Yet MacArthur never visited the bat- 
tle area of New Guinea on the other side of 
the mountain range from his base. 

He thought less than nothing of the 
British allies and would have none on his 
staff. He was a fan of the Nationalist 
Chinese general Chiang Kai-shek and had 
to be prodded by a direct order from presi- 
dent Truman to let a tiny task force of the 
Royal Navy under his command be de- 
tached and make for Hongkong territory be- 
fore it was taken over by Chiang’s ragtag 
and bobtail forces. But MacArthur was ten- 
der-hearted enough to arrange for the dis- 
graced and defeated British commander 
captured at Singapore to be flown to Tokyo 
Bay for the Japanese surrender ceremony, 
and ted with one of the pens he, 
MacArthur, used at the signing. 

Dunn was told that MacArthur believed 
the British stopped him from liberating what 
is today Indonesia from the Japanese in 
early 1945. But the Dutch East Indies were in 
the Asia-Pacific area assigned to British re- 
sponsibility and Holland had been overrun 
and occupied by the Nazis. The British and 
Dutch (and French) view was that their re- 
spective colonies of Indochina and East In- 
dies should be retaken from the Japanese by 
their then lawful owners in Paris and the 
Hague. Nor did the British have the ships, 
soldiers or air power to do the job before 
general surrender by Japan. 

Author Dunn was lucky enough to see 
the best of him and will always be a fan — 
and rightly so. “His greatest pride was in 
being not a general, nor an officer but a sol- 
dier,” he says. “I was never associated with 
an officer in high command who showed as 
little interest as Douglas MacArthur in the 
ordinary creature comforts that some men 
prize so highly.” 

One anecdote paints the general in full 
colour: stepping from the captain's barge on 
to the bottom of the US cruiser Nashville’s 
ladder in Hollandia harbour, a sudden surge 
lifted the small craft several feet above the 
platform, throwing MacArthur face down 
on the boards. From the scores of sailors and 
others watching came gasps of potential em- 
barrassment. But not from MacArthur: with 
complete aplomb he rose and nonchalantly 
mounted the ladder, saluted the quarter 
deck and accepted the welcome only the US 
Navy can accord. 

A photographer standing next to him 
gave a low whistle and said to Dunn, sotto 
voce: “Dammit Bill, if I didn’t know better I'd 
swear that was the correct way to come 
aboard.” u Donald Wise 
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POLICIES 


Battle over control of That electricity group throws doubt on reform efforts 


Politics of power 


By Paul Handley in Bangkok 


he dramatic ousting of nearly the 
whole board of the Electricity 

i Generating Authority of Thailand 

(Egat) has demonstrated the prob- 
lems the Thai Government faces in pushing 
forward reform, and ultimately privatisa- 
tion, of state-owned enterprises. The way 
the boardroom putsch was handled also 
provided a reminder of the intimate role 
politics and special interests still play in the 
management of the Thai public sector. 

The seven-day crisis over control of Egat, 
the state power monopoly, was defused on 
3 July in time to avert a blackout threatened 
by Egat workers. A strike by Egat office 
workers, triggered by the government's sur- 
prise sacking of nine of the 11-person Egat 
board on 27 June, ended when workers and 
management accepted a compromise per- 
sonally hammered out by Prime Minister 
Chatichai Choonhavan. 


But the incident has done considerable 
damage to the credibility of the execution of 
government policies encouraging better 
management of state enterprises. 

The entire board, save governor-cum- 
managing director Paopat Javanalikikorn 
and Bodi Chunnananda, was dismissed fol- 
lowing a regular Tuesday cabinet meeting 
on 27 June. The sacked directors included 
two privy councillors and  Kasame 
Chatikavanij, a long-serving and prominent 
senior civil servant who heads the semi 
state-controlled Thai Oil. 

Behind the sackings was controversial 
politician Chalerm Yoobamrung, a minister 
attached to the prime minister's office with 
Egat in his portfolio. 

According to sources, the fate of Egat's 
board was not on the cabinet agenda, and 
was presented as a fait accompli by Chalerm 
without much explanation, but with 
Chatichai's agreement. The move surprised 
most ministers, notably Thienchai Sirisam- 


phan, who heads the national state enter- 
prise committee, but there was apparently 
no further discussion following Chalerm's 
statement, and the dismissal was an- 
nounced after the meeting. 

The move appeared targeted specifically 
at Kasame, the general manager who had 
been with Egat for years, where he is known 
as Super K, the father of Egat. Kasame had 
established his influence over the com- 
pany's development policy, which ` 
made it one of the most successful state 
terprises in the region. Kasame's influence 
was such that, even after sacking him, 
Chatichai asked him to negotiate with the 
Egat workforce, which had quickly and 
flatly rejected the new board installed on 28 
June, on behalf of the government. Paopat, 
who remains on the compromise board ac- 
cepted by both Egat and the cabinet, is a pro- 
tégé of Kasame — but Kasame himself re- 
mains deposed. 


The government's explanations for the 





State sell-off stalled 


Lying in confusion behind the politicking over control of Egat's 
board, is the government's privatisation policy. Various forms of 
privatisation had been proposed to help the government over a 
financial crunch provoked by the need to spend heavily on Thai- 
land's infrastructure. 

State enterprise borrowings count towards the government's 
sovereign borrowing ceiling, currently a restrained US$1.2 billion 
annually. But Egat, Thai Airways International, the Telephone 
Organisation of Thailand (TOT), other utilities and road and trans- 
port agencies are going to need far more than that over the next 
five years. 

Some roads and the future Bangkok mass transit system are 
being funded by private capital on the build-operate-transfer 
model. Others will be state-funded, many via soft Japanese 
loans. Joint investment and concession licensing are also being al- 
lowed by some state enterprises on small projects. 

But for the big projects, the preference as far as Egat is con- 
cerned had always been to encourage either private or co-invest- 
ment in power generation, and to get direct equity investment in 
Thai and TOT. 

The plan has been opposed by a combination of union resist- 
ance, politicking and reticence by the military, which has a strong 
presence in several state enterprises. 

Egat's potential co-investment and co-generation projects 
are now at least two years away, due to the agency's delaying 
tactics. Egat will develop its own current projects, and plan- 
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ners hope they will eventually be partly sold to the public. 

But given the resistance, it is not clear that even this will suc- 
ceed. An attempt to generate enthusiasm about private capital 
and even private management among officials of the 61 state en- 
terprises was made at a conference in Pattaya last month hosted 
by the Finance Ministry. But the officials were generally sceptical, 
preferring greater government funding. 

Pramual's failure to have Thai floated gives other enterprises 
confidence. In February the Finance Ministry, Thai's owner, w: 
confident it had reached agreement with the air force and tl 
Ministry of Transport and Communications (MTC), which control 
the management, to float all or part of the company. Although 
Prime Minister Chatichai Choonhavan avoided speaking on the 
issue, it is understood that Pramual had his backing. 

For unknown reasons the agreement fell through. With the 
backing of the air force, Transport and Communications Minister 
Montree Pongpanit refused to go along with it. Montree happens 
to be the leading financier of a rival party to Pramual's. 

The order, in June, for the airline to switch its engine orders 
for its upcoming aircraft again demonstrated the government's 
lack of unity over the policy of privatising the company and pro- 
fessionalising the management. The last-minute switch to 
supplier Pratt and Whitney, after General Electric had already 
been notified, was rationalised by government officials on the 
grounds that there should be more competition among Thai's 
suppliers. The order, according to knowledgeable sources, came 
from the prime minister's office. 

TOT's privatisation, which, like that of Thai, was to be exe- 
cuted on the equity route, did not get even as far as Thai's. The 
army, which controls the management, is said to have scotched 
the idea of listing TOT shares at an early stage. mPaul Handley 
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move were widely rejected as unsubstantial. 
Chalerm said the board still hankered after a 
controversial dam project rejected last year 
after strong public resistance. He also al- 
leged that the board resisted government 
policies and had been responsible for the 
erosion of the contingency reserve of na- 
tional generating capacity. 

Chalerm also reportedly called for an in- 
vestigation into the alleged corruption of un- 
identified board members. Observers read 
this as an attack on Kasame, whose wife 
runs the successful trading group Loxley, 
which deals in equipment and services that 
Egat could use. 


owever, it is more likely that the 

govemment opted for a shake- 

up because of the independence 

from interference by politicians 
that Egat has demonstrated in recent years. 
~~ independence has been greater than 
| of any other state enterprise. Several 
technocrats contacted by the REVIEW 
roundly condemned Egat, and Kasame 
specifically, for resisting government policy 
of encouraging private investment in power 
generation. 

Kasame-led success had boosted the util- 
ity's sense of invulnerability. The company 
had remained profitable even in 1986, when 
it carried 40% reserve capacity, and has 
served the rush of investors into Thailand 
much better than any other utility. 

On the other hand, power consumption 
has risen so rapidly that Egat's reserve capa- 
city is likely to drop well below its ideal 15% 
level by mid-1990, raising the strong possi- 
bility of occasional blackouts for several 
months. This has also laid the agency open 
to criticism such as Chalerm's that they have 
not planned well. 

To meet still-surging demand — 15% 
growth in 1988, 13% expected this year — 
E is accelerating its development pro- 
g me. Inthe seventh five-year plan, from 
1991, the utility is expected to need Baht 170 
billion (US$6.59 billion) for investment, up 
from Baht 100 billion in the current plan. 

In order to fund this scale of investment, 
the National Energy Planning Committee 
established in April a policy of co-generation 
of electric power, which encourages private 
investment in power plants. A target was set 
for the private sector to handle 30% of the 
total requirements of the seventh plan. 

Publicly, Egat had no quarrel with the 
private investment/co-generation scheme — 
by which it would carry and deliver power, 
while private investors would generate it. 
But planners say that management has 
done everything in its power to stall the po- 
licy and the projects associated with it. 

Last year Egat fought strongly against 
the Petroleum Authority of Thailand (PTT) 
selling excess capacity from a gas-fired plant 
to other users. To complicate matters, PTT 
was also offered a low price for the electricity 
it was to sell into Egat's grid. Negotiations 
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Chatichai: compromise. 


on the subject dragged on for many months. 
Similarly, Egat took what was felt to be 
an exceedingly tough stance in negotiations 
with Esso Standard Thailand in the north- 
east, over how much it was prepared to pay 
for the gas it needed to generate electricity. 
Planners say that if Egat had accepted co- 
generation early last year, upcoming pro- 
jects under the sixth plan could have been fi- 
nanced privately with Egat still controlling 
the delivery grid. According to one finance 
official, Egat deliberately stalled policy initia- 
tives so that the government was forced into 
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either financing the projects, or facing 
power shortages. 

Encouragement of private investment is 
mostly designed to remove the financing 
from the government's budgets. But it is 
also to provide competition for Egat, which 
is widely regarded as fat and inefficient, if 
still profitable. Egat's public image is of 
workers getting massive bonuses and other 
perks in addition to their standard wages. 
Most of this is felt to represent the cushion 
that comes both from being a monopoly and 
from petty corruption at all levels. 

Egat would counter with arguments that 
state enterprise salaries are hardly enough to 
attract and keep engineers and other talent. 

But there is yet to be any evidence that 
Chalerm's action had anything to do with 
those issues. "Privatisation is a smoke- 
screen,” insists one senior civil servant. "It is 
nothing more than a parcelling of interests." 

The final compromise board includes 
Paopat, two privy councillors, one military 
representative, and several top long-time 
civil servants from assorted ministries. 

However, the whole exercise might have 
significantly damaged the government's 
privatisation efforts. Most feel the govern- 
ment never anticipated the strength and 
unity with which Egat management and 
union reacted. While Egat employees grace- 
fully reached a compromise with the gov- 
emment, it has nevertheless shown its 
strength. » 
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Indonesia s Dharmala launches expansion drive 


The nimble trader 


By Jonathan Friedland in Jakarta - 


he public metamorphosis of In- 
T donesia’s Dharmala Group from a 

deliberately low-key commodities 
trading company toan aggressive conglomer- 
ate with global pretentions became apparent 
with the emergence, somewhat like a but- 
terfly from a chrysalis, of a strikingly intri- 
cate 24-storey tower on one of Jakarta's main 
thoroughfares. 

As the uncharacteristically flamboyant 
jigsaw of girders and beams rose to meet its 
end-1987 deadline as Dharmala’s new head- 
quarters, the group ended a three-decade- 
old strategy of discreet, conservative growth, 
and embarked on an expansion binge. 

Moving ever further from its roots in cof- 
fee, spice and feed grain trading from a 
Surabaya godown, Dharmala and its over- 
seas arm, the DMT Corp., opened up 
stock brokerages at home and abroad and, 
with the help of foreign partners, captured 
from scratch a prodigious share of In- 
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donesia’s insurance market. 

It snapped up a handful of small local 
banks, began managing Indonesian pen- 
sion fund money, started work on a Jakarta 
hotel, moved into the fast-food business, 
and expanded its international trading net- 
work to Manila, Bangkok and Paris. Be- 
tween 1982 and 1985 alone, Dharmala dou- 
bled its number of operating companies to 
more than 60. It now counts 80 in the stable, 
spread out among six Asian countries, 
Hongkong, North America and Europe, 
and it employs some 7,000 workers. 

Having boosted group turnover to 
US$750 million in 1988 and claiming earn- 
ings growth of 10% annually in each of the 
past five years — still largely on the back of 
low margin general trading profits — Dhar- 
mala founder Suhargo Gondokusumo (Go 
Ka Him), 65, and his 36-year-old son and 
heir-apparent Suyanto Gondokusumo are 
taking steps to ensure the durability of their 
fast growing empire. 

They are reorganising the welter of Dhar- 
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mala/DMT companies into a more coherent 
seven-division structure and are deepening 
the ranks of management by training capa- 
ble Indonesians and hiring seasoned for- 
eigners. They are also starting to strengthen 
the group's apparently modest equity base 
through selective public issues of shares and 
bonds. Currently, most of Dharmala's com- 
panies are at least 65% owned by members 
of the Gondokusumo family, with the rest of 
the equity shared among longstanding busi- 
ness associates. 

"We would like to be seen as a major 
Asean company," said Suyanto Gon- 
dokusumo, who joined the family firm in 
1981 after receiving his MBA from the 
University of Southern California. “Our 
philosophy is to diversify broadly according 
to trends in the international market and to 
build a structure similar to that of a Japanese 
trading house.” 

In Indonesia and Southeast Asia, said 
Suyanto, Dharmala will concentrate on 
businesses like broking and real estate hold- 
ing, where its traditional trading strengths 
apply. Further afield, he added, Dharmala/ 
DMT will limit itself to the establishment of 
buying and selling points for the wide range 
of raw and processed materials in which it 
now deals. 

According to the few Jakarta analysts 
who have watched the group closely, Dhar- 
mala’s prospects for making the transition 
from being a nimble and highly secretive 
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trading company to a broader-based mul- 
tinational services conglomerate sharing 
equity and accounts with the public are 
reasonably good. 

They note that unlike many other In- 
donesian firms of comparable size, Dhar- 
mala has remained strictly apolitical and 
does not owe its success largely to govern- 
ment incentives. Further, Dharmala has 
shown a strong practical streak in its expan- 
sion effort, relying on foreign partners in 





areas like insurance, leasing 
and fast food in which it has 
little expertise. 

"The family and group, in 
the context of their local com- 
petitors, have a better idea of 
where they are aiming for 
and how to go about it,” says 
one senior Western banker. 
"They have managed their 
risks quite well and there is 
active and visible proof of 
that." 

Nonetheless, Dharmala 
appears to be facing a bit of a 
balancing act, which stems 
from the rapidity of its ex- 
pansion, with some obser- 
vers beginning to question whether the 
group is not spreading its human and finan- 
cial resources too thin. 

It is difficult to tell whether this is the 
case. Dharmala does not produce a consoli- 
dated balance-sheet and it would only pro- 
vide the REVIEW with details on some of its fi- 
nancial services subsidiaries, which together 
account for only 15% of overall group activi- 
ty. These handful of audited public accounts 
show considerable short-term pressure on 
the bottom line stemming from rising ex- 
penses. While total operating income of 
Dharmala Sakti Sejahtera, the group finan- 
cial holding company, doubled to Rps 49 
billion (US$3.02 billion) in 1988 over the pre- 
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vious year, gross profit rose only marginally, 
from Rps 2.33 billion in 1987 to Rps 2.34 bil- 
lion in 1988. 

Even if only some profits are squeezed — 
company officers insist that cash flow from 
general trading operations remains strong 
— Dharmala must no doubt be careful until 
revenues from the new business start to con- 
tribute to the bottom line. While the group 
has had good longstanding relations with 
Bank Expor Impor Indonesia, Bangkok 
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Bank, and Chase Manhat- 
tan, on which it has relied for 
the short-term credit lines it 
needs to fund its trading ac- 
tivities, it must now convince 
them and others to provide 
the reasonably priced, long- 
term financing demanded by 
its new, more capital inten- 
sive lines of business. 

"Dharmala can win all the 
support it needs but it would 
get it faster if it would bite the 
bullet and put its accounts in 
shape," said a foreign bank 
manager in Jakarta. "I don't 
think anyone has a sense of 
how profitable it is. It's hard 
to judge the overall picture." 

Until now, Dharmala has only needed to 
point to its past business record — one of re- 
liability and probity by all accounts. H. ` ; 
emigrated from China's Fujian provir — i 
1941, Suhargo Gondokusumo set up his first 
commodities trading shop in 1953. Concen- 
trating on the export of coffee beans, coffee 
powder and animal feeds, and backed by 
credit lines from the state-owned Bank 
Expor Impor, Suhargo developed strong ties 
with European and later, US importers. 

In an effort to add additional value to his 
exports, in 1970 Suhargo teamed up with 
German grain handler Alfred C. Toepfer 
GmBh. to open an animal feed pellet-mak- 
ing factory in Surabaya. Dharmala now has 
10 companies in Indonesia processing, 
packing, warehousing and transporting ani- 
mal feeds and other commodities. Last year, 
Dharmala exported US$60 million worth of 
animal feed from Indonesia. 


harmala also remains strong in cof- 
fee and spices. Its Los Angeles- 
based T. H. Export Import is among 
the largest coffee importers on the t 
Coast, with clients like Proctor and Gi e 
and General Foods. It is also a force on the 
world pepper market, playing a particularly 
influential role during the last price rally two 
years ago. 

About one-third of Dharmala's US$300 
million trading revenues in 1988 had no- 
thing to do with its home country, however. 
Since 1977, when it set up its first overseas 
trading branch in Singapore, Dharmala has 
brokered a wide variety of products, includ- 
ing plastics, dyes and chemicals, among 
clients in Southeast Asia, China and 
Taiwan. Dharmala is also importing heavy 
equipment into Indonesia as an agent for 
Dresser Industries, Ford Motor Co. and 
Sperry Vickers, among others. 

Dharmala's first diversification from 
trading related business came with a push 
into residential housing development in 
1977. Dharmala's real estate division now 
accounts for roughly 20% of group profits 
and is engaged in building large-scale hous- 
ing estates and office tower projects in 
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Surabaya, Jakarta and Lampung. Its show- 
piece is the 80-ha Pantai Mutiara, a US$150 
million upper middle class housing estate 
on reclaimed land in Jakarta harbour, which 
is midway through an already delayed 
10-year completion schedule. This month, 
Dharmala subsidiary Pembangunan Darmo 
Grande will float Rps 15 billion worth of five- 
year bonds to help fund expansion of the 
group's already extensive Surabaya real- 
estate operations. 

The thrust into financial services took 
shape only with the arrival in the early 1980s 
of the second generation of the Gon- 
dokusumo family — Suyanto and two 
cousins: Slamet, who is in charge of the 
group's finances, and Hendro who is in 
charge of real-estate operations. 

In 1981, Hongkong deposit-taking com- 
pany Broadrich Finance was established, 
followed shortly by the creation of a joint- 
v--* re leasing company in Jakarta with 
I «ok Bank, called BBL Dharmala. In 
1983, Dharmala bought a small savings 
bank, set up its Hongkong stockbroking op- 
eration, DMT Securities, and opened a gen- 
eral life insurance firm, Asuransi Bina 
Dharma Arta. The following year, Dhar- 
mala established a joint-venture life insur- 
ance firm with Canadian underwriter Manu- 
life and, with the help of British insurance 
firm Sedgwick, bought into an actuarial and 
pension fund advisory firm and started an 
insurance broking company called Yasa 
Dharma Arta. Since 1984, DMT has ex- 
panded its broking operations to Manila and 
Singapore, and has set up a modest asset 
management firm with Nikko Securities in 
Singapore. 

While much of the income generated by 
these new firms has been eaten up by the 
cost involved in ining market share, 
Suyanto said he believes Dharmala’s thrust 
into financial services is off to a good start. 
T  ompanies are all staffed by young, 
m y Singapore-trained MBAs. Purbajaga 
Pension Fund Advisers now manages funds 
for Bank Expor Impor and University of In- 
donesia, among other clients. Asuransi Jiwa 
Dharmala Manulife is now number four 
among, life assurance underwriters in In- 
donesia while Asuransi Bina Dharma Arta 
will soon recoup much of its expansion costs 
through the issue of 900,000 shares at Rps 
3,800 each on 6 July. 

The finance holding company, Dhar- 
mala Sakti Sejhatera successfully floated 
Rps 10 billion in five-year bonds last March 
at 19.5%, allowing it to prepay more 
expensive bank lines. Group reinsurance 
arm, Maskapai Reasuransi Indonesia, 
which Dharmala bought in 1988, will be 
listed sometime later this year. All of Dhar- 
mala’s financial services operations are cur- 
rently in the black, according to company of- 
ficials. 

Dharmala now plans to restructure its fi- 
nance holdings further. It will soon consoli- 
date its four banks, which together have a 
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rather humble asset base of roughly Rps 100 
million, into a full service commercial bank 
called Bank Dharmala. Once licences are ap- 
proved, Broadrich Finance will also be in- 
jected into the new company. Eventually, 
Suyanto hopes to add Bank Dharmala and 
BBL Dharmala Leasing to the ranks of listed 
group companies. While financial services, 
real estate and group international opera- 
tions have all been placed under separate 
holding companies, they are not expected to 
be listed, because of Indonesia’s practice of 
double-taxing dividends. 

The broadening of equity ownership, 
buoyed in part by huge unfulfilled demand 
by foreigners for any Indonesian stock, is 
taking place on the international front as 


well. Dharmala bought its first listed firm, 
Wise and Co. in the Philippines in October 
1988 and, up until last month’s massacre in 
Peking, was actively discussing the possibil- 
ity of listing its Hongkong holding com- 
pany. Plans are also afoot for the Luxem- 
bourg-based international holding com- 
pany, DMT Corp., to issue a three-year 
Euronote. 

Bankers close to the group say that so far, 
Dharmala is matching its risks well without 
yielding up control of its operations. "Their 
borrowings appear to be more and more in- 
telligently structured," said another Jakarta- 
based foreign bank manager. "There are no 
red flags. They are by no means — 
their capacity." 
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Dharmala builds trading base in the Philippines 





he Dharmala/DMT Group's most 
ambitious offshore investment plans 
are centred on the Philippines 
where, since the middle of 1988, it has been 
seeking to build a locally based trading and 
financial services conglomerate. Elsewhere 
in Southeast Asia, it is taking a more cau- 
tious approach, concentrating primarily on 
complementing its Indonesian trading oper- 
ations. 

In the Philippines, Dharmala/DMT 
appears to be following much the same path 
as another Indonesian-owned investment 
company, the Hongkong-based First Pacific 
Company. Over the past five years, First 
Pacific has accumulated important holdings 
in retailing and manufacturing while at the 
same time starting up successful greenfield 
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The Wise guys 


financial services and real estate ventures. 

Dharmala/DMT launched its Philippines 
thrust with the purchase of a majority stake 
in Wise and Co., a P173 million (US$7.99 
million) assets trading and investment hold- 
ing com which in recent years has per- 
formed sluggishly. Dharmala/DMT put in 
new top executives and has sought to redi- 
rect Wise towards its own areas of 
— a process helped along by the vast im- 
provement in the Philippine economy over 
the past year. According to company offi- 
dals, the boom has allowed Wise to 
strengthen its share of the local soda ash and 
dye stuff markets. The company should 
show improved trading profits this year, 
they added. 

In 1988, Wise almost doubled its net in- 
come to P16.8 million, compared with P9.4 
million the previous year and a barely tolera- 
ble P805,000 in 1985 at the peak of the 
Philippines’ political woes. The company 
now owns a venerable but somewhat torpid 
insurance broker, a poorly performing food 
manufacturer, the local subsidiary of Fair- 
lane Cutting Tools and has a 50% stake in 
the local arm of flavour and fragrance maker 
Busk, Boake, Allen. Company officials said 
that the last two businesses, and Wise's 576 
stake in the Philippines Explosives Corp., 
are potentially far more promising, as is 
Wise's tions. 

According to Dharmala/DMT executive 
director Bernard Pouliot, the group hopes to 
increase Wise's assets fivefold over the next 
three years, both through the re-investment 
of earnings and by drawing in new joint- 
venture partners for real estate and direct in- 
vestment projects. Rights issues will also no 
doubt play a part. 

Last month, Wise joined with Hong- 
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kong's Chan family, owners of Hang Lung 
Development, and a venture capital arm of 
Banque Indosuez to purchase a Makati offi- 
cer tower for P148 million. Pouliot said that 
a new company, called Wise Realty, will 
be created to serve as Dharmala/DMT's 
springboard into general real estate and in- 
dustrial estate development in the Philip- 
pines, and that the company could eventu- 
ally be listed separately from its parent. 
Kept outside of Wise — which will see its 
assets just about double with the purchase 
of the new building — will be DMT Securi- 
ties and DMT Trading, both subsidiaries of 
the group's Luxembourg-based internation- 
al holding company, the DMT Corp. The 
Fong family, which owns the United Super- 
market in the posh Manila suburb of Forbes 
Park, has a minority stake in DMT Securities 
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which, as of yet, has failed to make much of 
a mark on Manila's two exchanges. 
Dharmala's willingness to team up with 
established local investors has been most 
strongly demonstrated in Thailand and 
Hongkong, where it has extensive ties with 
the Sophonpanich family, majority owners 
of Bangkok Bank. In Thailand, the Sophon- 
panich family has invested with Dharmala 
in trading company Asia Kaset Pong Co., in 
real estate and in a travel agency. Mean- 
while in Hongkong, Dharmala/DMT has a 
minority stake in the Sophonpanich-owned 
Commercial Bank of Hongkong. In Taiwan, 
Dharmala/DMT has a joint-venture trading 
company with China Investment Trust Co. 
called Chinesia International Co. 
Operations in Hongkong and Singapore, 
among Dharmala/DMT's oldest offshore 


Monsod's resignation ts victory for business lobby 


Down to business 





By Rigoberto Tiglao in Manila 
he resignation of the Philippines’ 
Economic Planning Secretary Solita 
Monsod on 23 June signals the 
triumph of a powerful bloc of ministers 
within government who are closely linked 
to big business groups. 

Monsod, who had been one of President 
Corazon Aquino’s key officials since she 
came to power in 1986, said she resigned be- 
cause of “honest and irreconcilable differ- 
ences” over the government's economic 
policies. Her leaving in effect resolves the 
conflict between the free-market business 
bloc and those who desire affirmative action 
to improve the livelihood of the poor. 

The powerful business bloc emerged, 
starting 1983, as the business community 
became increasingly politicised in opposi- 
tion to the regime of former president 
Ferdinand Marcos. The bloc is mainly rep- 
resented in the government by former cor- 
porate executives who, after Monsod’s res- 
ignation, virtually control Manila's eco- 
nomic policy. 

They are: Finance Secretary Vicente 
Jayme, former head of the Private Develop- 
ment Corp. of the Philippines, an invest- 
ment bank; central bank governor Jose Fer- 
nandez, the former chairman of Far East 
Bank and Trust Co.; Trade and Industry 
Secretary Jose Concepcion, who ran a food 
conglomerate; and the Philippine Assis- 
tance Programme (PAP) coordinating council 
chairman Roberto Villanueva, who had 
headed the construction and engineering 
firm Atlantic Gulf and Pacific Co. 

The group's influence was again shown 





recently when the post of tourism secretary 
went to Peter Garrucho, another business- 
man who had been involved in the anti- 
Marcos Makati Business Club. 

Villanueva has assumed most of Mon- 
sod's influence in government after Aquino 
issued an executive order turning over 
supervision of official development aid to 
the PAP council. Aside from undertaking 
economic studies, supervision of aid had 
been the major task of the National Eco- 
nomic and Development Authority (NEDA) 
which Monsod had headed. 

An economics professor, Monsod had 
been one of only two economic officials 
who had not come from the private sector. 
The other is Budget Secretary Guilermo 
Carague, a career official. Monsod's ousting 
has resolved the tension over economic po- 
licy between two camps in the Aquino gov- 
ernment. 

The victors, the free-market business- 
oriented bloc, held that economic policies 
should put priority on business growth and 
that one of the main obstacles to growth is 
the bureaucracy’s inefficiency and corrup- 
tion. Monsod's influence, for instance, had 
been undermined by criticism that NEDA's 
red tape had delayed new loans. 

Fernandez and Jayme had also cam- 
paigned for the ousting of Monsod on 
grounds that her statements have been un- 
settling the market. The central bank, for 
example, had even made a confidential 
study which tried to prove that the peso's 
exchange rate fluctuated wildly whenever 
Monsod gave press statements on the ex- 
change rate. 

The losing camp had earlier been anti- 
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ventures, are complementary to the group's 
main lines of business. In each of these 
Asian financial centres, the group operates 
trading, brokerage and real estate opera- 
tions. In Hongkong, DMT Securities holds a 
stock exchange seat while DMT Futures in 
Singapore operates on the Singapore Inter- 
national Monetary Exchange. 

All of these overseas Dharmala/DMT 
companies have been owned through the 
Luxembourg-based DMT Corp. since an ex- 
tensive 1986 rationalisation exercise seeking 
to improve tax treatment and avoid disclo- 
sure. Overall strategy for the internation- 
al division is plotted by Suyanto Gondokus- 
umo, who is its managing director, and by 
Pouliot, a former Canadian banker who 
heads up DMT's Hongkong operations. 

u Jonathan Friedland 


Marcos political activists — Monsoc ' 1 
been deeply involved in the National)  - 
ment for Free Elections — who feel that 
priority should be given to changing the in- 
equitable social structure and undertaking 
programmes that benefit the country's 
lower casses. Monsod's disagreements 
with Jayme and Fernandez over Manila's 
debt-management policies, as well as with 
the IMF, were based on her belief that these 
policies hurt the lower classes. 

The transfer of supervision of official de- 
velopment assistance (ODA) loans to Vil- 
lanueva's PAP also reflects the success of the 
business bloc's campaign to enlarge their 
role in government policy. Villanueva, a 
long-time associate of the Lopez business 
group, has since becoming chairman of the 
PAP council been campaigning that PAP 
funds should be focused on projects with di- 
rect impact on business ventures, such as in- 
dustrial estates. 

The change also involved a redefinition 
of PAr"s role. PAP had been envisage a 
way for raising overseas funds beyo: ne 
traditional ODA flows, but now the PAP has 
become a new label for all ODAs. Aid-donor 
countries actually prodded the change by 
deciding that only one enlarged consultative 
group meeting would be held in Tokyo in 
early July instead of three meetings — one 
each for fund allocations for ODA, PAP and 
the comprehensive agrarian reform pro- 
gramme. 

Villanueva told the Philippine Senate in 
May that this was suggested "in order that 
the interest of the donor community in 
financing Philippine development projects 
would not be diluted by separate ap- 
proaches." However, that would have les- 
sened the public perception of Villanueva's 
PAP. The government then decided to call all 
ODA funds PAP funds, and turn over super- 
vision of ODA funds to the PAP council. The 
3-5 July enlarged consultative group meet- 
ing in Tokyo — held annually since the late 
1970s — has been renamed the "pledging 
session" for PAP. * 
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INDUSTRY 


South Korean doctors in bitter feud with pharmacists 


A sick business 


By Mark Clifford in Seoul 


n 1 July, South Korea should have 

been able to indulge in a little self- 

congratulation, as the country’s 
health insurance scheme was broadened to 
cover the entire population. But the mile- 
stone was marred by a bitter public feud be- 
tween pharmacists and doctors for more 
business, and a strike threat in June by doc- 
tors demanding higher fees. 

The national health insurance program- 

"ias expanded rapidly, with nearly four 
|... f every 10 people in the country newly 
insured since the beginning of 1988. In fact, 
it has expanded so much that policymakers 
are fretting over the spiralling costs incurred 
as more people have access to affordable 
medical care. Started only 12 years ago, the 
unwieldy medical insurance system badly 
needs overhauling, but partisan political 
considerations are standing in the way. 

The squabble between doctors and phar- 
macists, and the doctors threat to strike for 
higher reimbursement fees, has most upset 
South Koreans. 

Pharmacists in South Korea can — and 
do — sell just about any drug short of narco- 
tics without a doctor's prescription. Doctors 
want to force patients to come to them for a 
prescription. This battle between doctors 
and other health-care professionals is one 
that has repeatedly been played out else- 
where in the world as doctors assert their 
control over the medical system. 

~ wwerful bacterial strains are developing 
b _ise of antibiotic abuse, doctors say, and 
abuse of hormones (including steroids), 
tranquilisers and sedatives is widespread. 
"No other country allows these kinds of 
medicines to be sold without a doctor's pre- 
scription," says Shim Young Bo, executive 
director of the Korea Medical Association 
(KMA). "In order to prevent drug abuse and 
medical accidents, only doctors should be al- 
lowed to prescribe." 

It is no surprise that South Korean phar- 
macists do not see it that way. They have 
forced the politically weak government to 
delay reform. "Doctors have monopolised 
the medical system for a long time," says 
Kwan Kyung Kon of the Korean Pharma- 
cists Association. "For 40 years pharmacists 
haven't done any harm to people." 

It is a dubious claim. Heavy advertising, 
coupled with the loose controls, helps spur 
South Korean's seemingly insatiable appe- 
tite for drugs. The Won 137 billion (US$207.6 
million) spent on drug advertising last year 
placed pharmaceutical makers second only 





13 JULY 1989 


to food companies in ad spending. The ad- 
vertising works: the Ministry of Health and 
Social Affairs estimates spending on drugs 
totalled over US$3.7 billion last year. 

While the separation of prescription (by 
doctors) and preparation (by pharmacists) 
was scheduled to go into effect by 1 July, in 
May reform was postponed for at least two 
years. The pharmacists say that change can- 
not be rushed — though the timetable for this 
change was set when the medical system 
was founded in 1977. A senior Ministry of 
Health and Social Affairs official suggested 
the change might take another decade. 

Government officials say there are al- 
most as many pharmacists as physicians in 
South Korea, compared to a ratio in the 
order of 1:4 in countries such as Britain and 
the US. Many of the country's 35,000 phar- 
macists would be looking for other jobs if the 
reform went through. 

The doctors are at pains to stress that the 





The only people feeling any pain are the 
doctors. 


change they are asking for has nothing to do 
with money. "This is not a fight over the rice 
bowl," says the KMA's Shim. "It is for the 
people's health." 

Many South Koreans are not sure. For 
the doctors' attempt to gain more patients 
by seizing control of prescriptions reflects 
serious weaknesses in the health care sector. 
In simple terms, doctors need to make up 
for low fees for insured patients with in- 
creased volume. Because the government 
fee reimbursement is tightly controlled, in 
the past, doctors made up for the lower fees 
by charging uninsured patients more. 

Now, with everyone covered under gov- 
ernment fee schedules, and the average unit 
price per patient declining, the doctors need 
more business to maintain their incomes. By 
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forcing patients who need prescriptions to 
come to doctors, they figured on a dramatic 
increase in patient visits. "Physicians say 
they must induce demand to make up for 
low fees," says Kwon Soon Won, an expert 
on health care insurance policy at the gov- 
ernment-funded Korea Development Insti- 
tute. 

The social status of doctors remains ex- 
tremely high in South Korea. Parents of a 
woman lucky enough to be marrying a doc- 
tor are expected to provide him with the so- 
called "three keys": a key to a car, a key to an 
apartment and a key to a medical clinic — all 
bought by the bride's parents. Some weal- 
thy families even buy small hospitals for 
their new sons-in-law. 

Social rank counts for a lot in a country 
which is obsessed with position. Neverthe- 
less, doctors are likely to find themselves 
under continuing financial pressure as the 
government holds down reimbursement 
levels. For example, it costs less to spend a 
night in a clinic than in all but the meanest of 
country inns. This year the Ministry of 
Health and Social Affairs recommended that 
insurance fees be raised 15% but the Eco- 
nomic Planning Board rolled back the in- 
crease to 976. 

Still, medical expenditures have grown 
rapidly since the mid-1970s. From 1975-85 
medical expenditures grew more than 10- 
fold, as more of the population gained ac- 
cess to medical care. As a percentage of 
South Korea's GNP, health care expenditures 
have doubled from 3% in 1975 to 6.1% in 
1988. 

By 1990 Kwon expects medical expendi- 
tures to make up 6.4% of GNP. Moreover, 
health care spending is likely to keep rising 
in tandem with economic growth. 

There are significant policy decisions to 
be made as the medical system expands. 
Opposition politicians want to use the 
health insurance system as a way of redis- 
tributing income, through a sliding scale on 
premiums. If it were implemented, how- 
ever, this likely would be a policy disaster 
given the large underground economy in 
South Korea. 

There are more than 300 medical 
societies in South Korea which provide in- 
surance coverage, many of them with poor 
financial management. These are intended 
to be unified into regional societies, but the 
reform has been delayed by political wrangl- 
ing. The government expects that a unified 
health insurance system would result in 
economies of scale and cut down on fraudu- 
lent reimbursement claims. But with South 
Korea moving away from centralisation and 
towards a more pluralistic society, this re- 
form will be difficult to effect. 

"[South] Korea's health insurance sys- 
tem today is by no means a product of sys- 
tematic and planned efforts," says Kwon. 
"Rather it is a result of abrupt decision-mak- 
ing by the political leader." Unfortunately, 
there are few signs that will change soon. m 
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INVISIBLE HAND 


The road to ruin 


as government-directed credit allo- 

cation and direct interest-rate man- 
agement, are no longer valid and should be 
abandoned, says the World Bank in its an- 
nual World Development Report. 

The bank says that these tools, used to 
particular effect by South Korea and 
Taiwan, are increasingly an impediment 
to forging broad-based, well-functioning 
domestic financial systems. "In a world of 
rapidly changing relative prices, complex 
economic structures and increasingly so- 
phisticated financial markets, the risk of mis- 
managing such controls has increased," 
says the report. 

To encourage economic growth, the 
bank says governments ought instead to 
concentrate their resources on providing a 
stable macroeconomic environment, on 
strengthening legal and regulatory systems, 
and on encouraging various new financial 
intermediaries. 

It also suggests that direct, sustained 
banking-system intervention, when com- 
bined with frequent external economic 
shocks and less than perfect commercial 
lending practices, has been a 
major factor behind the unpre- 
cedented number of near and 
total bankruptcies among fi- 
nancial institutions in the 
1980s. These failures have been 
a natural outcome of the debt 
crisis and corresponding aus- 
terity programmes which, in 
many cases, have hurt the per- 
formance of borrowers. While 


olicies which have worked well in 
P the past for Asian countries, such 


the bank failures have been Malaysia 
painful, the trend towards Philippines 
openness should not be aban- Thailand 


doned, argues the bank. 

In the first place, it con- 
tends, much of the worst is al- 
ready over; some 25 develop- 
ing nations, including eight in 
the region, have already taken steps to bail 
out or close ailing financial institutions, often 
at big economic and political cost. 

The list of failures, even in booming Asia, 
is huge. Most, says the bank, can be traced 
to policies of the 1960s and 1970s that en- 
couraged lending to sectors where bankers 
would not normally lend money. Guided by 
instructions from above, government-run 
and private institutions continued to lend to 
customers as their fortunes soured and to 
accrue unpaid interest. 

For instance, in South Korea (which 
once had 121 separate programmes that 
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The structure of selected financial sectors 
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forced banks to lend to sectors like ship- 
ping and heavy industry), 78 firms collapsed 
in 1986 and 1987 under the weight of US$5.9 
billion in debts. The only thing keeping 
much of the banking system from following 
suit was a Bank of Korea decision to lower 
the rediscount rate on loans to troubled in- 
dustries. 

Then there is Bangladesh, where loans 
outstanding to two loss-making public en- 
terprises in 1987 amounted to 14 times the 
total capital of the country's four biggest 
banks. In the Philippines, the restructuring 
of two large state-owned banks saw 30% of 
the banking system's total assets spun off 
into a "garbage trust." Similar tales, in many 
cases related to some form of government 
intervention, are recounted for Malaysia, 
Thailand, Indonesia, Nepal, Pakistan and 
Sri Lanka. 

Even if most of the costs had not already 
been borne, says the bank, most developing 
countries have no choice but to continue 
weeding out unsound financial institutions 
as they try to broaden their domestic finan- 
cial markets. The money for growth simply 
is not available from other sources anymore. 
An allowance for deadbeat banks, no matter 
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how politically expedient, drains too many 
domestic resources. 

While the bank maintains that removal of 
directed credit and interest- 
rate controls is a isite for a better fi- 
nancial system, it also says that the task can- 
not be achieved overnight or without stable 
economic conditions. 

“Experience suggests that financial lib- 
eralisation needs to be undertaken along- 
side macroeconomic reform,” it says. 
“Countries that attempted financial deregu- 
lation before undertaking other reforms suf- 
fered destabilising capital flows, high in- 
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terest rates and corporate distress.” Since 
capital markets react faster to change than 
other parts of an economy, it makes sense to 
get other reforms — such as those effecting 
trade barriers — in place first. 

Successful removal of financial controls 
must also be accompanied by setting up an 
adequate, if less invasive, system of laws. A 
lesson of deregulation in the industrial coun- 
tries, says the report, is “that competitive fi- 
nancial markets, though efficient at mobilis- 
ing and allocating funds and managing risk, 
can still make mistakes.” 

The bank's evidence suggests tha ` 
broadening of financial systems is desi 
if for no other reason, to put an end to an 
undue reliance on commercial banks for 
financing in much of the developing world. 
Even with the proliferation throughout Asia 
of non-bank financial institutions — every- 
thing from village chit schemes to pension 
funds and leasing companies — assets re- 
main concentrated largely in banks. 

In 1985, the most recent year for which fig- 
ures have been correlated, government and 
commercial banks accounted for 71% of the 
assets in Thailand's financial system. For 
Pakistan, it is an even bigger 86%. Only 
Malaysia, among the bank's 
Asian borrowers, had less than 
50% of its financial assets tied 
up in banks — and only just. 

While every attention 
should be paid to improving 
the management of banks, the 
Washington-based lender says 
asimportantisencouragir e 
growth of different types i- 
nancial intermediaries. Tax and 
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j 2 i regulatory policies, which in 


many countries have discour- 
aged — equity-fund raising, 
should be adjusted. It lauds 
those Asian countries which 
have backed the establishment 
of equity markets, noting with 
some satisfaction that the value 
of locally listed shares is a greater propor- 
tion of GNP in Malaysia than in West Ger- 
many, and that India's stock exchanges 
carry more listings than the stock exchanges 
of any country save the US. 

The bottom line, says the bank, is that fi- 
nancial systems serve economies best when 
they are guided more by market forces than 
government directives. While freer systems 
still make mistakes and waste resources, 
they make fewer mistakes and waste fewer 
resources than the interventionist approach 
still followed by some Asian countries 
today. a Jonathan Friedland 
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AGRICULTURE 


Stagnation plagues China's rural sector 





By Louise do Rosario 


espite a good summer harvest — the 
D result of enormous administrative 

effort and expense — China is head- 
ing towards its fifth consecutive year of ag- 
ricultural stagnation. This poor rmance 
since the bumper harvest of 1984 is com- 
pounded by problems such as shortages of 
rural produce, inflation and falling exports. 

Economists forecast China's year-end 
grain production will at best increase only 

“ ^itly over last year — and not by enough 

eet the needs of a growing, and increas- 

ingly industrial population. In addition, cot- 
ton and sugar output is expected to fall. 

With its population growing by an aver- 
age of 15 million a year, China needs to im- 
prove its harvests by 6 million tonnes of 
grain each year to maintain the present an- 
nual consumption of 400 kg of grain per per- 
son. In recognition of the problems facing 
agriculture, Peking recently scaled back its 
earlier target of 445 million tonnes of grain 
by 1990 to 425 million tonnes — a less ambiti- 
ous, but still difficult, goal. 

Depressed urban and rural factories may 
mean there will be more surplus rural labour 
than last year, but this is not likely to help 
much, since low returns mean that farmers 
are not interested in growing more. The 
problem is aggravated by Peking not having 
enough ready cash to pay those farmers 
who are willing to grow and sell their crop at 
the low state procurement prices. 

7hina will probably import 15-16 million 

ies of grain this year — about the same 
as in 1987 and 1988 — to alleviate shortages. 
Peking is expected to continue to buy from 
the US, which supplies half of all China's 
grain imports, despite the strained bilateral 
relations. 

The dismal performance of agriculture, 
once the flagship of China's economic re- 
form, is typical of the problems arising from 
partial reform which plague every sector. 
Early rural reforms liberated long-suppress- 
ed peasants' enthusiasm, but this was not 
enough to initiate a new stage of agricultural 
development. After reaching a record out- 
put of 404.73 million tonnes in 1984, annual 
output of grain has stagnated at 380-404 mil- 
lion tonnes. Production of important cash 
crops also stagnated. Meanwhile, the cost of 
subsiding grain for urban consumers rose to 
Rmb 27.6 billion (US$7.42 billion) in 1988, 
accounting for nearly half of all state sub- 
sidies. 

Farmers are growing less because of ris- 
ing production costs, low state procurement 
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Coming a cropper 


prices, and new job opportunities. Reduced 
profitability of farming is reflected in the 
slower growth in rural income in recent 
years — in 1988, peasant income averaged 
Rmb 545, representing a decline of 6.376 in 
real terms over the previous year. 

Although Peking raised grain procure- 
ment prices earlier this year by 1876, or at 
most Rmb 0.16 per kg, it has not fully com- 
pensated for the rising costs of essential ag- 
ricultural inputs. A Hunan grain farmer, for 
example, has to pay Rmb 38.50 more this 
year for growing 1 mu (0.066 ha) of grain. 
This translates into Rmb 23.47 less in profit 
per mu. The cost of chemicial fertilisers, in 
particular, has soared because of falling pro- 
duction and poor distribution (REVIEW, 25 
May). The three-linkage incentive policy — 
providing subsidised fertilisers, pesticides 
and plastic sheetings to farmers who agree 
to sell grain cheaply to the state — has failed 
because corrupt officials intercept these 
cheap supplies. 

To revive farmers' flagging enthusiasm, 
the state needs a pricing system which 
favours producers rather than consumers, 





China's grain output and imports 
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and to reform its inefficient rural marketing 
system. But since economic reforms stalled 
late last year, Peking has instead relied on 
administrative orders, subsidies, increased 
budget allocation and other familiar 
methods to solve new problems. These gov- 
ernment efforts have boosted grain output 
this summer by an estimated 3-5% to a re- 
cord 93 million tonnes, but the cost has been 
great, and the gains will not be sustained 
throughout the year. 

The summer harvest was made possible 
by good weather, more financial support 
from the government, and an increase in the 
area sown to grain at the expense of cotton 
and other important crops. It was not the 
product of long-term solutions such as 
technological progress or new and effective 
incentives for farmers. With serious short- 
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ages of agricultural inputs this spring, the 
prospects for the autumn harvest look poor. 

Alarmed by a 2.7% drop in grain output 
last year to 393.8 million tonnes, Peking in- 
jected more money and manpower to boost 
production. In the first quarter this year, the 
central government allocated Rmb 2.76 bil- 
lion for agricultural investment, 30% more 
than the same period last year. Provinces 
have also been asked to spend more on irri- 
gation, fertilisers and other agricultural in- 
puts. This spring, farmers, especially those 
in Guizhou, Guangdong, Sichuan and 
Hunan, increased their grain acreage by 6.5 
million mu, 1.5% more than last year. Ac- 
cording to a China Daily report, sown ac- 
reage of tobacco and vegetables this year has 
also risen by 18.2% and 4.7% respectively, 
while those of cotton and sugar dropped by 
3.6% and 4.4% from last year's level. 

Despite the anticipated increased grain 
output, the state will find it difficult to buy 
the estimated 85 million tonnes it wants for 
state stocks because it does not have enough 
cash — and because farmers are not queue- 
ing up to sell at the price the state offers. 


State banks are short of cash because of | 


financial problems associated with the na- 
tional credit squeeze. The China News Ser- 
vice reported in June that 16 provinces and 
municipalities surveyed had only half the 
Rmb 23-24 billion needed for agricultural 
procurement this summer. Money allocated 
for crop purchases has been diverted to 
other sectors, and farmers may, like last 
year, be forced to accept IOUs instead of 
cash, for their grain. 

In an urgent move to generate more 
money without expanding bank credit, at 
the end of June Peking issued national 
bonds worth Rmb 12 billion to state workers 
and factories to get more cash to buy grain, 
and other purposes. If the state again fails to 
pay farmers promptly this summer, peasant 
violence cannot be ruled out. 

Anticipating grain shortages, farmers 

to store more for themselves or to sell 
to the market which offers a better price. 
Grain-deficit provinces such as Guangdong, 
Yunnan and Guizhou may again find it dif- 
ficult to buy from grain-surplus provinces 
such as Hunan, which will probably build 
up local reserves. Last year there were re- 
ports of starvation in some places because of 
poor grain harvests. 

Cotton is another troubled sector. Sown 
acreage has dropped by as much as 20% in 
major cotton-producing provinces (REVIEW, 
2 Mar.), sparking fears of acute shortages 
and another intra-provincial supply war this 
year. Cotton shortages have already contri- 
buted to the depression of the textile indus- 
try. In the first two months this year, the 
output of 1,200 major state textile factories 
dropped 13% compared with the same 
period a year ago. Export of cotton yarn and 
cotton cloth also fell by 15% and 5% respec- 
tively last year compared with a year ago, 
customs statistics indicate. = 
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ECONOMIES 


Cambodia needs foreign help to rebuild economy 


War against want 








By Murray Hiebert in Phnom Penh 


F ollowing more than a decade of isola- 








tion from the world economic com- 
munity, Cambodian officials are hop- 


| ing that foreign aid donors and investors 


will help rebuild their war-ravaged country 


. after the last Vietnamese troops leave in Sep- 


tember. Already, some international organi- 
sations and Western governments are 
assessing the country's economic needs and 
considering possible assistance program- 
mes. 

But whether the country can begin tackl- 
ing its economic problems depends to a 
large extent on a political settlement be- 
tween the Vietnamese-backed government 
in Phnom Penh and the three-party resist- 
ance coalition, headed by Prince Norodom 
Sihanouk and including the ousted Khmer 
Rouge. If the leaders of these factions cannot 
reach an agreement when they meet in Paris 
in late July, the country could be thrown into 
a civil war after the Vietnamese soldiers 
withdraw. 

On the surface, Cambodia has made a re- 
markable recovery since Vietnam's army 
ousted the Khmer Rouge in early 1979. 
Phnom Penh has grown from a ghost town 
to a bustling city of around 800,000 people. 
The capital's markets are full of a wide var- 
iety of imported goods and people are busy 
fixing up houses run down during years of 
war and neglect. 

Much of the impetus for the current eco- 
nomic revival has been fuelled by recent re- 
forms which encourage private enterprise 
and the right to own private property. The 
government has abandoned efforts to collec- 
tivise farmers and has granted them long- 
term tenure to their land. 

Premier Hun Sen, in a speech to senior 
government officials in March, said many of 
the "shortcomings and weaknesses" of the 
Cambodian economy were "due to the 
hasty formation of a socialist-oriented style 
of production when the productive forces 
were premature." Diplomats and foreign 
aid workers say the capitalist-style reforms 
have created a new mood of confidence 
about the country's future. 

But the sudden surge in economic activi- 
ty and consumer spending has also fuelled 
inflation. The price of high quality rice 
jumped from Riel 16 (11 US cents) a kg in 
January to Riel 20 and beef rose from Riel 80 
a kg to Riel 120. The blackmarket exchange 
rate of the riel, which had hovered around 
150 for US$1 for several years, has jumped to 


nearly 190. The official rate is still 150. 
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But Cambodia's recent economic revival 
is superficial and cannot mask the country's 
desperate poverty brought on by two dec- 
ades of war, Khmer Rouge tyranny, Viet- 
nam's invasion and international economic 
isolation. Cambodia has yet to get back to 
the levels of production it enjoyed in the 
1960s, before the country was engulfed in 
the Indochina war which ultimately brought 
Pol Pot to power. 

Deputy Premier Kong Samol told a busi- 
ness conference in Bangkok in April that 
“1989's GNP represents about 70% of 1968's, 
and per capita income is still lower due to 
the population’s increase of 20% over 1968. 
With this rate of population increase, it is 
necessary to raise production capacity by 
two-fold compared to the pre-war years.” 
The Ministry of Planning estimates Cam- 
bodia’s population growth rate at 2.8%. 

The continuing guerilla war in the coun- 
tryside restrains economic recovery. Phnom 
Penh spends 30-40% of its budget on de- 
fence, according to Chum Bun Rong, a For- 
eign Ministry official. Provincial governors 


Cambodia's economic revival 
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in western Cambodia report that half their 
arable land is out of production because of 
security problems. Guerilla attacks disrupt 
traffic along the railroads and highways, 
hampering transport and distribution 
within the country. 

Yet output in agriculture, which employs 
80% of the country’s population, has in- 
creased significantly since the year Vietnam 
invaded. Rice production jumped from only 
565,000 tonnes in 1979 to 2.7 million tonnes 
last year, according to official estimates. But 
the Ministry of Agriculture estimates that 
the country, which was a major rice exporter 
in the 1960s, still faces a shortfall of about 
50,000 tonnes in feeding its estimated 7.8 
million population. 


FAR EASTERN ECONOMIC REVIEW 


Rubber production is also rising. Last 
year, the country produced about 31,000 
tonnes of crepe from 42,000 ha of rubber 
trees, which is up from around 23,000 ton- 
nes in 1986, according to the official Cambo- 
dian newsagency. In 1969, Cambodia pro- 
duced 46,000 tonnes from about 50,000 ha. 

Much of the recent production increase is 
due to assistance from the Soviet Union in 
rehabilitating the former French-owned rub- 
ber plantations and to last year's new policy 
which encouraged giving bonuses to rubber 
workers as incentives to work harder. Most 
of last year's rubber output was sold to 
Soviet bloc countries and companies from 
Japan, Singapore and Hongkong, and it 
earned about US$24 million, according to 
Cambodian officials. 

Timber production has also jumped. 
Output in 1988 totalled 280,000 m3, more 
than double the 1986 figure and roughly 
equal to the output before the war. C 
bodia was then estimated to have 13 mil 
ha of forest reserves, but large areas were 
destroyed during the war in the early 1970s. 

Last year, Cambodia exported about 
60,000 m? of wood, valued at nearly US$5 
million, according to Cambodian officials. In 
the past, most of the wood exports went to 
Vietnam and Eastern Europe, but since early 
this year Cambodia has increased its timber 
sales to Thailand and Japan. 

Apart from gems around Pailin in the far 
west and phosphates for fertiliser in Kampot 
in the south, Cambodia has few exploitable 


$ minerals. Some officials believe the conti- 


nental shelf around Puolo Wai Island has 
large deposits of offshore oil. The French oil 
company Elf began exploring the region in 
the early 1970s, but was forced to leave by 
the former Saigon government which 
claimed Vietnamese ownership over the is- 
land. Hanoi returned the island to Cam- 
bodia in the early 1980s. 

Most of the country’s trade and indu 
al production is in the hands of the pri 
sector. Phnom Penh alone has more than 
12,300 private economic establishments, 
which paid Riel 300 million in taxes in the 
first quarter of 1989, according to Cam- 
bodia's official newsagency. These enter- 
prises are involved in retailing consumer 
goods, producing household utensils, pro- 
cessing food, tailoring and tourism. 

The government has restored 69 of the 
country's previous 79 factories, producing 
goods such as textiles, soft drinks, alcohol, 
rubber tyres, jute bags and hand tools. But 
most of these enterprises produce at only 
about half of their capacity. Yos Tith, direc- 
tor of a textile factory in Phnom Penh, said 
his biggest problems include shortages of 
electricity, spare parts and raw materials. 

In an attempt to boost output, the gov- 
ernment introduced piece-work salaries for 
workers and granted "autonomy" to many 
state factories in 1988. Last year, Yos Tith's 
textile factory was allowed to keep 30% of its 
profits, or roughly Riel 10 million, which he 
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says he spent on importing spare parts and 
in paying bonuses, equal to eight months' 
salary, to his workers. 

But the government has no easy solu- 
tions to the country's energy problem. 
Three of Phnom Penh's power plants have 
been restored, but electricity supplies are 
erratic and often cut for several hours a day 
because of damage caused to the city's 
power lines by years of neglect and by 
people trying to steal electricity. The Soviet 
Union provides all the country's oil 
supplies, which last year totalled around 
135,000 tonnes. 


ambodia's trade deficit has grown 

rapidly in recent years, but most of 

this debt is owed to the Soviet Union 

rather than to countries using hard cur- 

rency. In 1988, the country imported goods 

valued at US$147 million (up from around 

'7^^W million in 1980), but exported com- 

ities worth only US$32 million (up from 

only US$1 million in 1980), said Tep Sam, 
the deputy minister of trade. 

Cambodian officials say their economy 
survives largely on credits from the Soviet 
Union, barter with Eastern Europe and in- 
formal border trade with Thailand. Sam said 








80% of Cambodia's trade is with Soviet bloc 
countries and Vietnam. A Soviet diplomat in 
Phnom Penh said Moscow’s economic aid, 
trade and technical cooperation with Cam- 
bodia was worth about US$130 million a 
year. No figures are available on trade with 
Vietnam, Cambodia's second-largest trad- 
ing partner. 


in the decade 


rose 3.9%. Because the country's 
production, the daily 


than food 


Sam estimated two-way trade with 
neighbouring Thailand to total roughly 
US$20 million last year, but this figure will 
jump dramatically this year following Cam- 
bodian Premier Hun Sen’s visit to Bangkok 
in January. Thanit Traivut, a Thai member of 
parliament from Trat province, said daily 
trade between his province and Cambodia's 
Koh Kong province reached Baht 60-70 mil- 
lion (US$2.3-2.7 million) by June. 

Thanit, a businessman who operates 
sawmills in Trat, has imported several ship- 
ments of logs from Cambodia in recent 
months and expects to buy another 140,000 
m? in the next 12 months. Some Thai fisher- 
men have also signed contracts to fish in 
Cambodian waters, while other Thai busi- 
nessmen are exploring investments in tour- 
ism, air transport, gem mining and the re- 
habilitation of factories. 

Besides rubber and timber, Cambodia's 
main exports are agricultural products such 
as green beans, soyabeans and corn. The 
country's major imports include equipment 
and machinery, steel, construction mate- 
rials, fertiliser and cotton fibre. 

Cambodia's attempts to hold down the 
growing foreign debt by increasing domes- 
tic production will be hampered by the seri- 


ending 1985, while the rate in other Asian countries 


pulation grew more quickly 
c intake per capita fell from 
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Farming out the land 


Cambodia is a much poorer agricultural country than is com- 
monly thought. Its reputation as one of Asia's most fertile rice- 
producing countries dates back to the 1960s before it was en- 
in war and when it exported up to 300,000 tonnes of rice a 
year, at least in part because many farmers had to sell much of 
their harvest to pay their debts. 
In reality, Cambodia's production levels have long been 
among the lowest in the world. In an attempt to boost output, the 
»vernment has recently abandoned efforts at collective farming. 
Agriculture in Cambodia, which employs 80% of the coun- 
try's population, is hampered by poor soil, limited water control, 
a continuing guerilla war, the lack of inputs such as fertilisers, 
pest attacks and inefficient farming methods. According to Vice- 
Premier Kong Samol, only 5-7% of the rice fields are irrigated, 
meaning that the country's irregular rains frequently result in 


yr mens 

also lacks the draught power and workers needed 
to up the country's vast areas of unused, arable land. Only 
about 1,000 of the 1,600 tractors Cambodia has received as aid in 
the past decade are in working order because of the lack of spare 
parts, Deputy Agriculture Minister So Khun said. Despite the 
onay hang drh a ge scia 
on using pairs of buffalo or oxen, rather than single animals, for 


Food production is also reduced by post-harvest losses, esti- 
mated at 17% by Cambodian officials. Birds and rats destroy 
some of the crop before itis harvested, while traditional methods 
of threshing and winnowing, along with poor storage and mil- 
ling, lead to additional losses. 

According to a 1988 study by the UN's Food and Agriculture 
Organisation, Cambodia's annual rice yield increased only 1.4% 


2,071 to 2,064 during this 10-year period. The report said the 
population suffered from inadequate nutrition, particularly 
among children under two years. 

In an attempt to boost food production, the state in February 
gave peasants tenure to their land and the right to pass it on to 
their children. “Solidarity groups,” low-level farm cooperatives 
which replaced the Khmer Rouge collectives in 1979, have distri- 
buted their land for long-term use by individual families and will 
no longer redistribute fields at the beginning of each planting sea- 
son. 

Pracheachon, the newspaper of the Cambodian People's Revo- 
lutionary Party, said the old policies had “di most 
farmers from exploiting their land” and had “hampered an in- 
crease in productivity.” bo pr A a 30-year-old farmer who was 
recently given his own plot of land near Tonle Bati, south of 
Phnom Penh, said he would now put more energy into fertilising 
the soil, levelling the land and irrigating his fields to give his four 
children “a better heritage.” 


As another incentive to farmers, the government has intro- 


duced fixed tax rates. For the past five years, ts were ex- 
pected to make “patriotic contributions” to the state, but the de- 
mands were often arbitrary. Now the government has intro- 
duced fixed rates ranging from 60 kg per ha for fertile land yield- 
ing more than 2.5 tonnes per ha to 25 kg for poor soil producing 
less than 1 tonne. 

The state has also nearly tripled its buying price for rice to Riel 
4.5-7 akg to encourage farmers to sell to the state, so it can feed its 
civil servants and soldiers. But so far this year, the state has man- 
aged to buy only 238,500 tonnes of unhusked rice, or about 57% 

its goal of 400,000 tonnes, according to the official Phnom Penh 


Radio. Many farmers to sell their crops to private traders 
who pay higher rates and have a wider variety of consumer 
for sale. = Murray Hiebert 
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ously damaged infrastructure. Out of 
roughly 14,000 km of national and provin- 
cial roads existing in 1970, only 2,000 km 
have been asphalted and the "repairs are not 
of a high standard," according to Nou Saing 
Khan of the Ministry of Communications 
and Transport. 

Khan said about 2,400 of the country’s 
more than 4,000 bridges had been destroyed 
during the 1970s and only 40% of these had 
been repaired in the past decade. Cambodia 
also lacks trucks and faces shortages of spare 
parts for repairing these transport vehicles. 

From Phnom Penh, a daily train serves 
Battambang and Kompong Som, the coun- 
try's only seaport. But the 48-km line be- 
tween Sisophon and Poipet on the Thai bor- 
der, which will be crucial for shipping im- 
ports and development aid from Thailand, 
has been badly damaged and will have to be 
rebuilt before it can be used. 

Phnom Penh relies on military radios 
and antiquated telegraph lines to communi- 
cate with provincial capitals. Cambodia has 
no public telex lines and depends on a small 


Soviet satellite for slow, poor-quality tele- 
phone links with the outside world. Recent- 
ly, the Cambodian Government signed a 
memorandum of understanding with Aus- 
tralia's Overseas Telecommunications Corp. 
to install an earth station in 1990 which will 
greatly enhance the country's international 
communication links. 

Along with massive doses of foreign aid, 
Cambodian officials are looking to foreign 
investment and tourism, with particular em- 
phasis on the historic Angkor Wat temples, 
to boost their economic development. A 
draft foreign investment law is currently cir- 
culating in Phnom Penh and, according to 
Cham Prasith, a senior policy adviser to 
Hun Sen, it will be adopted during the next 
session of the national assembly which is 
scheduled for July. 

Prasith said the new law would allow 
three forms of investment: joint ventures, 
100% foreign-owned ventures and contract 
joint ventures in which the government and 
a foreign company cooperated to run a fac- 
tory or a hotel. He said investors would be 





FORECASTS 


OECD tracks slowdown in South Korea and Taiwan 





By Anthony Rowley in London 

sharp dedine in the international 
A competitiveness of South Korea and 

Taiwan, owing to currency apprecia- 
tion and rising internal costs, will further 
erode their current-account surpluses this 
year and next. The fall will be particularly 
marked for South Korea. 

This should mean reduced trade friction 
with the US and Europe. At the same time, 
though, cost inflation in these two major 
newly industrialised countries (NICs) is af- 
fecting their export prices and will exacer- 
bate inflation in their principal export mar- 
kets. 

An analysis by the Paris-based OECD il- 
lustrates just how rapidly the threat of mas- 
sive current-account surpluses among the 
Asian NICs is dimini — and how much 
further the process is likely to go. 

Compared with the combined US$30.8 
billion surplus enjoyed in 1987 by the four 
NICs — South Korea, Taiwan, Hongkong 
and Singapore — the figure is likely to 
shrink to US$17 billion by 1990. 

Their combined surplus fell by US$4 bil- 
lion in 1988 and is likely to shrink by a fur- 
ther US$10 billion for South Korea and 
Taiwan alone in 1990. Hongkong and Singa- 
pore’s relatively modest surpluses will be lit- 
tle changed, however. 

The virtual halving of Taiwan’s surplus 
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Tale of a tiger hunt 


last year was partly due to the country’s 
US$2.75 billion of gold imports, though the 
sharp appreciation of the NT dollar in 1987, 
coupled with import liberalisation and 
strong domestic demand, also played a 
major part. 

But whereas Taiwan has seen the worst 
of its erosion, South Korea has yet to see the 
full impact on its surplus of the won appreci- 
ation experienced last year. Unlike Taiwan, 
South Korea is also experiencing a decline in 
export growth — to the point where it is lag- 
ging import growth. 
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Loading containers in Taiwan: erosion. 
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given control of hiring and firing employees, 
be allowed to repatriate their profits after 
paying a 15% tax, and would be given 
guarantees against future nationalisation of 
their investment. 

Foreign and domestic investors will be 
encouraged to invest first in tourism, second 
in light industry such as food processing, 
and third in building a new oil refinery to re- 
place the one damaged by a US bombing at- 
tack in 1975, Prasith said. Sam said the gov- 
ernment was also seeking investment to 
produce export-substitution commodities to 
reduce Cambodia's growing foreign debt. 

More foreign businessmen, particularly 
from Thailand, Singapore and Japan, have 
been visiting Cambodia in recent months, 
but few are signing investment contracts. 
"Everyone seems to be waiting to see what 
the peace process brings," one diplomat 
said. Officials in Phnom Penh also hope for 
investment from overseas Cambodians ' 
fled the country as refugees in the pa 
years and are gradually beginning to return 
to visit their families. E 


Both countries have experienced what 
the OECD, in its latest Economic Outlook, terms 
a "substantial weakening of export competi- 
tiveness, in particular relative to Southeast 
Asia economies in traditional labour-inten- 
sive industries." 

South Korea is suffering especially badly 
on this score. During the past year relative 
unit labour costs (measured in a common 
currency) have risen by 20%, the OECD esti- 
mates. The country is reacting to this loss of 
competitiveness by moving towards higher 
value-added products. But even so export 
growth will continue to be restrained. 

The "very rapid" growth in South Ko- 
rean wages — 20% for the manufacturing 
sector during 1988 — coupled with the ef- 
fects of won appreciation is also rende 
South Korea less competitive vis-à-vis 
vanced industrial nations, especially Japan. 
And tight labour market conditions in 
Taiwan pushed up wage costs there by 13% 
during 1988. 

OECD suggests that the search for what it 
calls “a modus vivendi between labour and 
management" in South Korea, and the 
liberalised regime for collective bargaining 
there, are likely to result in further large 
wage increases this year. Meanwhile, strike 
action is limiting production in various ex- 
port sectors. 

Import growth in South Korea is likely to 
remain strong under the impact of trade 
liberalisation and buoyant domestic de- 
mand. The OECD suggests that the economy 
is now becoming overheated by this de- 
mand and that the South Korean authorities 
are faced with the dilemma of how to dam- 
pen inflation through monetary tightening 
without pushing up the won to the point 
where export competitiveness is even fur- 
ther eroded. 
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At least South Korea's traditional fear of 
losing out to Taiwan through won apprecia- 
tion is likely to be modified by the fact that 
the NT dollar is expected to remain under 
upward pressure. Further scheduled tariff 
cuts, an expansionary budget for fiscal 1989- 
90 and increased public spending are buoy- 
ing domestic demand in Taiwan. Monetary 
policy has been tightened to keep inflation 
under control but this, together with liberali- 
sation of the foreign-exchange market 
in April, will cause the NT dollar to rise fur- 
ther. 

The unknown factor in the current-ac- 
count equation, both for South Korea and 


Taiwan, is the extent to which higher export 
prices in both countries will compensate 
for lower export volumes. Already export 
prices in the Asian NICS are rising more 
rapidly than in the OECD and, as the four 
NICs nowadays account for more than 7% of 
OECD imports, these trends could have an 
adverse impact on OECD inflation rates. 

The organisation has some words of 
praise for Indonesia which it says has been 
the most successful Opec member in pro- 
moting the development of non-oil exports 
so as to reduce vulnerability to oil-price 
shifts. Indonesia has achieved "reasonable" 
economic growth despite the fall in oil prices 





INDUSTRY 


Aluminium recovery boosts Indian prospects 


against the odds 





By Jayanta Sarkar in Calcutta 


ndia’s newest public-sector mega-pro- 
| ject, the alumina-aluminium complex of 

National Aluminium Co. (Nalco), has 
started off with a dollop of good luck — an 
upturn in the world aluminium market. 

The project, operational for a year, but of- 
ficially opened only on 20 June, is split be- 
tween several locations in the backward 
state of Orissa. The main components are a 
800,000 tonne a year calcined alumina plant, 
a 218,000 tonne a year aluminium plant, a 
2.4 million tonne a year bauxite mine, and a 
600-MW captive power plant. Port facilities 
have been established in adjoining Andhra 
Pradesh. 

When Nalco was formed in January 

. the world aluminium industry was 

‘in depression, and plants of its size 
were rare. Nevertheless, Indian planners, as 
well as Aluminium Pechiney, the French 
company which was the project's main con- 
sultant, took the plunge. 

The risk was accentuated by the enorm- 
ous foreign loans which the project gener- 
ated — more than 50% of its cost was met by 
overseas borrowings, comprising a US$980 
million Eurodollar loan, and a Ffr 1.002 bil- 
lion (US$151.11 million) French credit. 

But the odds on the gamble have been 
narrowed by three factors — the quality of 
the technology employed, the quality of 
management, and the upturn in the world 
aluminium market. Industry experts agree 
that Pechiney’s technology is some of the 
world’s most advanced. In particular, it cuts 
energy costs — Nalco needs about 13,000 
kWh to produce a tonne of metal compared 
with 16,000 kWh or more for other Indian 
plants. According to Nalco chairman and 
managing director K. V. B. Pantulu, “there 
will be an annual saving in energy of over 
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400 million units each year at the rated capa- 
city.” 

The project has also been well managed. 
One of the most sophisticated plants in the 
world has been assembled without major 
delays on greenfield sites using a tribal and 
semi-tribal workforce. 

But perhaps most important has been 
the dramatic recovery in the market for 
aluminium. In the past few years, the price 
of aluminium has nearly doubled, while the 
price of alumina has jumped 400-600%. The 
traditional 1:10 ratio between the prices of 
alumina and aluminium has also closed to 
around 1:3 or 1:4. 

India has 5.2% of proven global bauxite 
reserves, coming fifth in the league after 
Guinea (25.4%), Australia (19.8%), Brazil 
(12.5%), and Jamaica (8.6%). Indian ore is 
not always the best, but Nalco products 
have consistently maintained purity levels 
of 99.8% or above. 

Nalco has listed with the London Metal 
Exchange (LME), which gives it access to for- 
eign markets and also saves it from facing 
customer pressure to sell at a discount. 


ne of Nalco’s strengths is its vertical 

integration — it does everything 

from mine its basic raw material to 
make the finished product. The project also 
has some of the best technologies available 
— while Pechiney supplied the basic en- 
gineering for the mine and the alumina and 
aluminium plants, Lurgi of West Germany 
installed the aluminium calcination facility 
based on the state-of-the-art circulating fluid 
bed method. Several prestigious Indian 
firms also contributed their expertise. 

The plant will take another couple of 
years to hit full production. The first potline 
of 240 pots has been commissioned. The 
mine, the aluminium refinery, and the 
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in recent years and its non-oil sector now ac- 
counts for over a half of total exports com- 
pared with less than 20% six years ago. 

The OECD notes, too, that though the 
world’s principal industrial economies that 
make up its membership are in better shape 
than they were at the start of the 1980s, a 
number of problems are looming. 

The reduction of external imbalances has 
slowed, if not ground to a halt, and OECD 
countries need to save more in order to sus- 
tain strong productive investment. Ex- 
change rates are becoming increasingly un- 
stable and inflation is a growing problem 
throughout the OECD. E] 


power units have been completed. A sec- 
ond potline started up in June. 

Nalco has so far exported over half a mil- 
lion tonnes of alumina and more than 18,000 
tonnes of aluminium. The alumina has 
found buyers in the US, Soviet Union, 
Brazil, China and Norway. Japan, China, 
South Korea, Taiwan and Italy have bought 
aluminium. It has also marketed 108,000 
tonnes of the metal within India. 

The original project cost was Rs 12.42 bil- 
lion (US$766.67 million) at 1980 prices and 
exchange rates. Following price escalations 
and also some project modifications, the re- 
vised project cost has been Rs 24.08 billion. 
The project has been completed (vithin the 
approved figure. 

During 1988-89, the first year of regular 
production, the company has earned Rs 
1.35 billion on a turnover of Rs 4.92 billion, 
yielding a net profit of a little over Rs 100 mil- 
lion. Its export earnings totalled Rs 2.347 bil- 
lion, of which Rs 1.812 billion came from 
alumina sales. It claims to have saved about 
Rs 25 billion of foreign exchange by sub- 
stituting for costly metal imports. 

India currently makes about enough 
alumium to cope with national demand. Es- 
timated production of 0.4 million tonnes in 
1989 is set against a projected demand of 
0.375 million tonnes. This balance should be 
maintained through to 1991, but demand is 
expected to rise sharply around 1992 and 
1993. Nalco, however, will be able to raise 
output, and expansion programmes are 
under way at public-sector Bharat 
Aluminium Co. and private-sector Hindus- 
tan Aluminium Co., in which Kaiser Corp. 
of the US has recently sold its stake. The cur- 
rent easy market conditions have meant that 
the removal of price controls on aluminium, 
effective from 1 March, has not led to a price 
spurt. 

It is too early to tell if Nalco will be suffi- 
ciently cost efficient to perform in its 
targeted export markets. The weakening of 
the rupee against the dollar is adding to its 
repayment and interest burden. But if capi- 
tal service costs such as interest and depre- 
ciation are considered as a separate issue, 
Nalco should be able to generate profits, 
given its scale of operation and efficiency. i 
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Tokyo's high-fibre skyline 


arbon fibre is an unusual invention 

in that it appears to have been 

patented twice. The first time was 

by Thomas Edison for use as the in- 
candescent filament in early electric lamps. 
The second, almost 80 years later, was by 
Union Carbide for use as a reinforcing mate- 
rial. 

“If you look at the contents of these pa- 
tents,” says Dr Sugio Otani of Gunma Uni- 
versity, located about two hours northwest 
of Tokyo, "it's hard to tell the difference be- 
tween them.” Otani has some claim to be an 
expert on the subject of carbon fibre patents, 
being the originator of several important 
ones himself. 

In 1963, while heating a pulp-waste pro- 
duct called lignin in an attempt to see if it 
could be used as a cheap substitute for char- 
coal in the production of gunpowder, he 
noticed some whiskers of carbon had 
formed around the walls of his flask. These, 
it turned out, could be spun into fibre. 

Intrigued, Otani obtained 
polyvinylchloride (Pvc) from a 
friend at Kureha Chemical, melt- 
ed it into pitch and discovered 
that it, too, produced spinnable 
fibres 


some 


A few years later, Kureha de- 
veloped a new method of deriving 
ethylene and acetylene by cracking 
crude oil directly (instead of the inter- 
mediate, naphtha). But there was a 
big problem at the plant the company 
built — what to do with the large 
quantities of tarry by-product that the 
process generated? Kureha turned to — 
Otani for advice. a 

By 1970, the company had builta  : 
commercial-scale plant for the trans- 
formation of pitch into carbon fibre 
based on Otani's patented method. 
But an initial problem with the pitch- 
based carbon fibre was that, though 
lightweight, it could not match its polyac- 
rylonite (PAN)-based predecessor (REVIEW, 6 
July) for strength. If the material was to be a 
success, new applications would have to be 
found for it. 

So far, the most promising use is as a 
reinforeement for cement. In conjunction 
with the giant construction firm, Kajima, the 
company has developed a cement mixture 
containing about 3% chopped carbon fibre. 
This, it claims, can be used to produce walls 
which are three to four times stronger and 
up to 60% lighter than ones made of conven- 
tional concrete. 

The first structures to incorporate carbon 
fibre-reinforced cement were the onion 
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shaped domes of the Saddam Qadassiya 
Martyrs monument in Baghdad, erected in 
1983. Subsequently (and more significantly 
since, unlike the monument, built with pri- 
vate funds) the 37-storey Ark Hills office 
building in central Tokyo has become the 
showcase example of the advantages of the 
material. 

Some 170 tonnes of carbon fibre went 
into the skyscraper's curtain (exterior) walls. 
Although three times the price of ordinary 
cement, the resulting mixture is so much 
stronger that it needs up to 20% fewer steel 
reinforcing rods. In addition, because much 
lighter, panels made of carbon fibre-rein- 
forced concrete do not need heavy cranes to 
manoeuvre them into place, thus considera- 
bly reducing construction costs. 

There are also some uniquely Japanese 
merits to the material. Lacking sufficient 
river sand, Japan's builders are forced to use 
sea sand in their cement. The salts that this 
type of sand contain corrode steel reinforce- 
ments — causing unsightly stains and, ulti- 
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mately, collapse — but have no effect on car- 
bon fibre. 

In addition, due to the scarcity of space in 
and around Japanese cities, many new 
buildings are going up on reclaimed land. 
Since this tends to be rather soft, extra light- 
weight building materials are an advantage 
in reducing the danger of subsidence. Fol- 
lowing Ark Hills, about 10 more large build- 
ings have been constructed in Japan with 
carbon fibre-reinforced cement. 

Other areas where Kureha has had some 
success in applying pitch-based carbon 
fibres include thermal insulation (as felt) for 
industrial furnaces, wear rings for dump 
truck brakes (as cloth) and electrodes for 
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energy generating fuel cells (as paper). The 
company's annual production is now about 
1,000 tons. 

Such markets are relatively limited. A 
much bigger one, if the company can bring 
costs down sufficiently is as a replacement 
for asbestos (the use of which the Japanese | 
Government is now, belatedly, moving to 
restrict). Japan's asbestos makers employ 
about 80,000 workers in 400 factories around 
the country. 

In the future, given two other desirable 
characteristics of carbon fibre — electrical 
conductance and magnetic shielding, w'-:-- 
are useful, for example, in protecting s 
tive electronic components from damag 
the high voltages and magnetic fields found 
in most factories — there should also be con- 
siderable scope for its application in rein- 
forced plastics. 

Lured by the prospect of large markets, 
some 30 Japanese companies are developing 
pitch-based carbon fibre. They include steel 
makers, oil refineries and chemical com- 
panies — in short, anyone with ac- 
cess to unlimited supplies of (hitherto 
unwanted) coal tar or petroleum 
pitch. Of them, however, only two 
— Mitsubishi Chemical and Osaka 
Gas — appear to be producing in 
commercial quantities. 

Given that its raw material is 
essentially free, pitch-based carbon 
fibre could ultimately challenge PAN- 
based fibre. US companies have 
already demonstrated that it is 
possible to make high-perform 
materials out of pitch-based 
for cost-insensitive military applica- 
tions. 

Now, the big task that produc- 
ers like Kureha face is to bring pro- 
duction costs down. The prices of 
PAN-based material currently ranges 
from US$20-1,000 a kg; those of 
pitch-based material, from US$50-2,000. 

Not surprisingly, makers of PAN-based 
fibre remain unconvinced about the 
potential of pitch. They point out that, 
whereas their material is more or less tailor- 
made to form fibre, pitch is a natural mate- 
rial and as such intrinsically difficult to pro- 
cess. 

But it is likely that, with the special fea- 
tures that each type has demonstrated, both 
PAN-based and pitch-based fibre will con- 
tinue to develop along separate lines. And, 
as designers become more familiar with the 
materials and their unique characteristics, 
they will increasingly adapt their products to 
take advantage of them. ai Bob Johnstone 
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Shippers improvise to clear Bangkok's port backlog 


Planners 
By Michael Westlake in Bangkok - 
nh vu saga of woes surround- 





ing congestion at Bangkok's Klong 

Toey container port seems to have 
died down as the first of a series of measures 
designed to relieve the overcrowding has 
apparently had the desired effect. 

The implementing of priority berthing 
and the opening of the first of four privately 
run wharves appear to have solved much of 
the immediate problem of ships queueing 
^ for days awaiting berths. The success of 

priority berthing scheme, under which 

eacn berth's operator must guarantee a 
throughput of 140,000 20-ft equivalent units 
(TEUs) annually, has been such that planned 
congestion surcharges on container-handl- 
ing, threatened at shipping conferences, 
have been dropped. 

The port authority is now set to use a 
similar scheme for other forms of cargo, for 
which each wharf operator must guarantee 
to move at least 280,000 tonnes in 250 work- 
ing days, plus 1,200 tonnes daily on any 
extra day, or face a fine on any shortfall. 

But despite this, Thailand’s rapid trade 
growth demands that the country’s system 
of port facilities is overhauled in the medium 
and long term. In the long term, a new port 
at Laem Chabang, which in 1991 is due to 
open the first four of up to 20 container 
berths, will be able to handle the traffic that 
Klong Toey finds impossible. Meanwhile, 
planners are encouraging ideas such as in- 

` container depots (ICDs) which will take 

»ressure off the existing docks. 

The timing of Thailand's port and as- 
sociated series of road improve- 
ments, is critical. According to 
Port Authority of Thailand and 
Bangkok Shipowners and 
Agents association figures, last 
year Bangkok port handled 
a container throughput of 
791,000 TEUs, up 21.6% over 
1987. The figures for 1986 and 
1987 registered increases of 
more than 27%. 

Projections for 1989 on- 
wards estimate growth at 
17.5% for this year, tapering 
down to 15% for succeeding 
years, based on expected pro- 
tectionist sentiment in the US, 
strain on the infrastructure and 
the ability of the Thai economy 
to handle future growth. 

But these estimates result in 
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Bangkok's Klong Toey port: relief. 


in the dock 


about 925,000 TEUs for this year and 1.06 mil- 
lion for 1990, rising to 1.22 million in 1991. 
Klong Toey's six container wharves had a 
predicted saturation level of 650,000 TEUs, 
but a series of improvements made last 
year's total possible — just. 

The four private wharves are planned to 
handle 50,000 TEUs each, with Klong Toey 
limited to 700,000 TEUs. The theoretical limit 
for Bangkok port as a whole is therefore 
about 900,000 TEUs, or about this year's ex- 
pected level of traffic. From 1991, Laem 
Chabang’s first phase is planned to handle 
up to 600,000 TEUs a year, with further 
berths to be added as necessary to cope with 
growth for the next 30-50 years. 

If all six of Klong Toey's wharves are 
used for priority berthing, the theoretical 
limit could rise to 1.04 million TEUs. In prac- 
tice the private wharves will be allowed to 
expand beyond current limits, and ICDs will 
enable more efficient use to be made of 
dockside space at Klong Toey. 

But there is a fly in the ointment which 
will mean that problems will remain over 
the next two to three years — the extra roads 
needed to serve the new port at Laem 
Chabang, about 130 km from Bangkok, will 
not be ready until after the port has opened. 

Planners are now urgently working on 
plans to set up four ICDs, where containers 
can be loaded and unloaded away from 
crowded port facilities. A plan for a Baht 8 
billion (US$320 million) expressway to run 
from Bangkok to an ICD at Lat Krabang, on 
the Bangkok metropolitan area's eastern 
edge, and then on to Laem Chabang, was 
approved in March. 
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Also, work on another expressway from 
Chonburi to Laem Chabang and Pattaya 
will start this year — bidding is expected to 
be opened soon — to relieve the pressure on 
existing roads to the eastern seaboard. The 
existing roads are clogged with traffic to and 
from the Pattaya resort area and to the Royal 
Thai Navy port at Sattahip, which is now 
being used to help relieve congestion at 
Klong Toey. 

But these new roads, according to plan- 
ners, will not be completed until about 1993- 
94. Sa, in a race to head off serious delays in 
freight-handling, three existing roads link- 
ing Bangkok to the eastern seaboard area 
will be upgraded over the next two years. 

One planner told the REVIEW that the 
plans for Laem Chabang’s associated road 
infrastructure had suffered from phasing 
and interfacing problems — decisions were 
not made as an integrated package because 
the various elements were considered by a 
series of different implementing agencies. 

Also, though plans for Laem Chabang 
had been discussed since the 1960s, the po- 
tential of Sattahip had served to delay the 
start of work on the new port because of 
confusion among planners about whether 
Sattahip could render Laem Chabang un- 
necessary. However, the REVIEW was told 
that the navy wants Sattahip for its own use 
when Laem Chabang port is completed. 

Meanwhile, use of Sattahip’s deepwater 
facilities as a reliever port is growing — 
though cargo through the port in 1988 
was only 200,000 tonnes, this comprised in- 
creases of 74% in imports and 222% in ex- 

rts. 

In large part, this was due to an innova- 
tive experiment by American President 
Lines (APL), which persuaded Thai au- 
thorities to permit a six-month trial involv- 
ing running containers by rail from an ICD at 
Bang Sue, in Bangkok's northern suburbs, 
to Sattahip, 185 km in the south. 

Despite Bang Sue's urban location being 
far from ideal because of road congestion in 
the capital, and against the 
expectations of some of APL's 
rivals, APL says things have 
gone smoothly and reliably. As 
a result, APL in May signed 
a five-year contract to manage 
the ICD at Bang Sue and 
to maintain the rail link to carry 
its own and other carriers’ 
cargo. 

Shippers are now setting up 
their own ICDs, making their 
own arrangements for customs 
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ready. However, the REVIEW 
was told that the private ICDs 
will be allowed to continue — 
at present, 10-year permits are 
being granted — as the govern- 
ment is in favour of privatisa- 
tion. a 
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clearance, as an interim mea- - 
sure until the Lat Krabang ICD is 
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ECONOMIC MONITOR: 





hailand's financial and economic 

achievements have finally been 

recognised by Europe's banking 

establishment. A US$300 million 
multi-currency European commercial paper 
issue by Bangkok, which will raise funds for 
debt refinancing and loan portfolio adjust- 
ment, has received an A1-P1 rating from the 
banks — a first for an Asian sovereign bor- 
rower. 

That recognition is deserved. The econ- 
omy keeps booming, with growth 
projected at 9-10% this year. The 
highways radiating from Bangkok, 
which were once lined with peaceful 
rice fields, are now hemmed in by a 2 
host of factories in various stages of 
construction. Most are expected to 
start production within 12 months. 
And barring unforeseen catas- 
trophes in international trade, like a 
collapse of the US market, growth 
should stay strong for the next two 
years. 

In the first five months this year, 





Baht billion. 


Trade gap widens, pay 
280 - 





goods imports and new permits for invest- 
ment in industrial production, fell from its 
end-year peak of 169-170 to 153 in March. 
However, this is still well above its 138 level 
at the beginning of 1988. 

Similarly, the government's index of in- 
dustrial output fell slightly in March, from 
10.4-10.5 in December-January to 10.1. This 
compares with an 8.9 average for the first 
quarter of 1988. 

Nimit also points to the effects of what he 
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the Board of Investments (Boi) re- ES 987 


ceived applications for 454 projects, — 
just under the blistering pace set last —— 





year, and representing proposed in- — — E -May 


vestment of some Baht 146 billion 
(US$5.65 billion). 

Despite all that, economists like Bangkok 
Banks Nimit Nonthapunthawat are not 
suggesting more than 9% GDP growth be- 
cause of a decine in the Bank of Thailand's 
private investment index in the first quarter. 
The index, which reflects constuction per- 
mits, construction materials sales, capital 


says is the real inflation rate, now 7-895, 
against an official rate of 4.2%. The official 
index does not include the price increases 
hitting the middle class, especially in rents. 
Thailand's balance of payments re- 
mained in surplus despite the trade deficit. 
This is mostly due to strong inward move- 
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Winning recognition 


ment of capital. Over the first five months, 
against net private offshore borrowings by 
Thai borrowers of US$407 million, US$458 
million entered the country in the form of di- 
rect investment, and US$365 million came in 
portfolio investment. The total net private 
inflow amounted to US$1.59 billion. 

A major limitation on growth is a short- 
age of construction materials — wood, ce- 
ment, and steel bars have all been in tight 
supply. Some projects are said to be hoard- 
ing materials for future needs. Ac- 
cording to  Tavee Butsunthorn, 
senior vice-president of Siam ^- 
ment, the materials shortage sh: 
ease by the end of the year. With new 
capacity coming on line, cement pro- 
duction will rise from last year's 11.6 
million tonnes to 14.5 million tonnes 
this year. 

Tavee said the numberof building 
projects has increased by 40% over 
the past 12 months and cement de- 
mand has risen 30%. 

Growth was originally expected 
to be dampened by a slowdown in 
expansion of the agricultural sector. 
But even here growth has been high. 
Rice exports are projected to top 5 
million tonnes, and possibly reach a 
record 5.5 million tonnes this year. 

Maize production and sales are also 
strong. But the top agricultural product is 
prawns. Exports totalled 14,316 tonnes in 
the first quarter, against 9,881 tonnes the 
year before, and rt value was up from 
Baht 1.8 billion to Baht 3.6 billion. 

= Paul Hanı 
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FINANCE 


Japanese equity warrants are listed on Tokyo bourse 


Homeward 


By Anthony Rowley in London _ 


T he first issue of Japanese equity war- 





rants on the Tokyo Stock Exchange 

(TSE) — for Japanese retailer Daiei by 
Nomura Securities — is being watched with 
keen interest in London, which is currently 
the centre for Japanese equity warrant trad- 
ing. The main interest is in seeing how 
liquid the Tokyo market for Japanese equity 
warrants proves to be. 

Few London dealers expect a sudden 
Si of warrant business on the TSE or a 
fl of yen-denominated issues out of 
Tokyo. But there is a lot of money and busi- 
ness riding on the dollar-warrant business in 
the London-based Euromarkets, and it is 
acknowledged that the long-term trend 
could be of more business being done from 
Tokyo, if the Daiei issue proves popular. 

The London market for detachable 
equity warrants (issued along with Japanese 
corporate bonds) is massively liquid, and in- 
cludes a large number of issues. There are 
some 700 issues outstanding in the London 
market — predominantly in US dollar form 
though also in certain other Euro-currencies 
— with a total market value of US$33 billion. 

This year alone has seen nearly US$10 
billion worth of new issues and they are cur- 
rently appearing at the rate of some US$2-3 
billion a month, though the pace is expected 
to slow shortly. By comparison, there have 
been only a handful of yen-denominated is- 
sues over several years in Tokyo, largely be- 
ca of Ministry of Finance (MOF) restric- 
tic... on warrant issues. The Daiei issue is 
the first since these were eased somewhat. 

Dealing costs tend to be relatively high in 
Tokyo and liquidity is low. According to 
Nomura in London, the decision to concen- 
trate trading of the Daiei issue on the TSE 
rather than permit over-the-counter trading 
of the type done in London means the deal- 
ing costs will remain quite high. 

The warrants will attract the same 
broker's commission as Japanese equities — 
ranging from 1.2% down to 0.1% depend- 
ing upon the size of deal. But even this 
charge may not be enough to attract market 
makers, and to ensure the Tokyo market is 
liquid. Only one price will be quoted on the 
TSE, rather than a spread between bid and 
offer. 

These things will probably not worry in- 
vestors, however, so much as the need to be 
certain of liquidity. Since some 65% of war- 
rants issued in London ultimately make 
their way back to Tokyo, Japanese investors 
would probably welcome more issues in 
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bound 


Tokyo if trading in Daiei warrants turns out 
to be active. On the other hand, European 
investors would be handicapped by being 
unable to deal in TSE-restricted issues during 
European trading hours. 

The major beneficiaries of a shift in war- 
rant business to Tokyo would be the smaller 
Japanese securities houses which, unlike the 
Japanese Big Four, do not have London op- 
erations to handle warrant business. 

Although the Big Four could be expected 
to hang on to their business by transferring it 
to Tokyo, the losers would be Japanese com- 
mercial banks, plus European and US banks 
who handle large volumes of Japanese war- 
rant business in London. The half dozen or 
so Japanese commercial banks licensed to 
act as commission companies or fiscal 
agents would also benefit from increased 
warrant-issue business in Tokyo. 

Premiums on London-issued warrants 
(the price investors are prepared to pay over 
the intrinsic value of the warrant) have de- 
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TSE traders: close watch. 


clined in recent months from around 12% to 
around 9%. This reflects the weakness of the 
yen against the US dollar rather than any 
lack of confidence in the Tokyo stockmarket, 
London dealers say. Moreover, as Japanese 
monetary policy tightens, the yen is ex- 

to strengthen again, which should 
boost the warrant market. 


Nigel Holloway writes from Tokyo: The 
move to revitalise a domestic warrant bond 
market which had not seen a new issue 
since May 1986 is the latest step in the 
lengthy campaign of Japan's MOF to re- 
patriate much of the securities business 
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which its tight regulations have driven over- 
seas. But underwriters in Japan say this 
new stimulus is largely artificial and is not 
likely to cause a dramatic growth of issues in 
Tokyo. 

The Japanese warrant market has ex- 
panded rapidly in London since 1982 due to 
the lack of strict regulation. Japanese firms 
have been enthusiastic users of the market 
because the cost is negligible after the for- 
eign currency received from the bond issue 
is swapped into yen. And investors have 
bought them because the warrants offer a 
highly geared method of profiting from the 
strong Japanese stockmarket. 

In London, warrants are immediately de- 
tached from the bond and traded in their 
own right. But up until now, in Japan the 
first purchaser of the warrant bonds has had 
to buy the the warrant and the bond to- 
gether, and the warrant could only be 
traded after the cumbersome procedure of 
listing on the TSE. One condition of a listing 
was that the bonds had to be sold to at least 
3,000 investors. But the bonds and the war- 
rants appeal to different types of investor — 
large institutions and individuals respec- 
tively. 

In April, this rule was changed so that 
only the warrants have to be sold to a 
minimum of 3,000 investors before listing. 
And they can be detached from the bond 
immediately after issue. The other change is 
in the method for agreeing upon the coupon 
and pricing of a warrant bond. Before, the 
interest rate was reached according to a rigid 
formula, which ensured that warrant bonds 
were a more expensive way of raising 
money than other methods, such as conver- 
tible bonds. Now, the negotiations are more 
flexible and open to any underwriter offer- 
ing the finest terms. 

Daiei's ¥4 billion (US$27.75 million) war- 
rant bond was the first security to take ad- 
vantage of the reforms. Issued on 29 June, 
it carried a coupon of only 0.1%, a warrant 
price of ¥20.2 and a bond price of Y80.8. A 
Tokyo-based manager in Nomura Securities 
said the overall cost to the issuer (taking into 
account things like trustee fees as well as the 
coupon) was the same as if Daiei had issued 
a dollar warrant and swapped the proceeds 
into yen. He claimed that the issue was well 
taken up and that the warrants and the 
bonds were marketed to different types of 
investor. 

There are still several obstacles to the de- 
velopment of a big domestic warrant mar- 
ket. Japan's commercial code limits the 
value of outstanding bonds a company can 
issue domestically to the amount of paid-in 
capital plus reserves. There are strict rules 
and financial commitments domestic issuers 
must make on unsecured bonds. The timing 
of agreement between issuer and under- 
writer on terms and conditions is rigid. In 
addition, costs of issuing in Japan are likely 
to be high, notwithstanding Daiei's pioneer- 
ing warrant. e 
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Lafe — all the way to the bank 


eflecting their cyclical earnings, 

Hongkong industrial shares have 

rarely been theme stocks. In the 

heyday of former stock exchange 
chairman Ronald Li, such shares were 
floated on desultory, single-digit multiples. 
After the market's last crash, industrial mul- 
tiples are worse even than those of the prop- 
erty developers. 

Fundamentals make some of these cases 
hard to justify. For example, ASM Pacific 
Technology is owned by Dutch company, 
Advanced Semiconductor Materials and has 
a captive and diversified client base. ASM 
trades on a multiple of just four times fore- 
cast earnings. And other electronics-related 
manufacturers, such as Gold Peak or 
Johnson Electric are also unjustly neglected 
by the market. 

But Hongkong industrial shares also suf- 
fer from the propensity of some controlling 
shareholders to dump stock on the market 
when the going gets tough. Asset trader 
Joseph Lau sold Evergo Industrial Enter- 
prises shares a few years back, while Lafe 
Holdings’ Clifford Pang Lun-kee furnishes 
the latest sad example. For two years in a 
row, Pang has cuckolded his shareholders 
by selling his stock as Lafe’s fortunes took 
decided turns for the worse. 

Last year, Pang sold 25% of Lafe when 
the group hit production problems with 
new plant in Panyu, China. That drove 
Lafe’s share price from a HK$2.42 (31 US 
cents) high in 1988 to HK$1.40. From Janu- 
ary to May this year, Pang’s stake was 
slashed from 50% to less than 10%. His sales 
took place after the 31 December 1988 year- 
end, but before Lafe’s results — which 
showed a 72% plunge in net profit — were 
published. The share price has now col- 
lapsed to 40 HK cents. 

The regulators need to examine three as- 
pects of this case. Did Pang or the company 
misrepresent Lafe’s likely profit to the stock 
analysts, thus enticing them to put. their 
clients into the company in order to create a 
market for Pang’s shares? 

Given that Pang, as company chairman, 
clearly possessed knowledge of Lafe's trad- 
ing, do his sales also t a case for in- 
sider trading investigations by the insider 
dealing tribunal? The tribunal was set up in 
the late 1970s after Wheelock Marden direc- 
tors dumped shares in advance of announc- 
ing a profits collapse. 

Thirdly, why did Lafe inform the stock 
exchange on 27 April — barely a week be- 
fore the results were released — that "the di- 
rectors are not aware of any reason for such 
decrease in the price of the company's 


shares"? And why did the truth of Pang’s 
share sales surface first in the papers before 
he finally owned-up in a 24 May press re- 
lease? 

Pang has now resigned as chairman, to 
be replaced by Kenneth Chow Chuck. The 
new man has shown himself out of touch by 
resisting demands for an independent direc- 
tor to represent the outside shareholders. 
The solution might be a bid for the com- 
pany. After all, Lafe could be a recovery 
stock, especially if its revolutionary leap in 
computer head design technology proves a 
winner. 

For their part, the regulators need to miti- 
gate the damage to the Hongkong market's 
standing inflicted by Pang's actions. A 
speedy resolution is needed. To protect 
non-controlling shareholders, more disclo- 
sure of share trading by directors is also de- 
sirable. But the indiscrimate and absurdly 
low ratings which Hongkong bestows on in- 
dustrial companies, such as ASM, suggest 
that the respectable ones might do better to 
relist in Singapore. 

m Christopher Marchand 
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The City of London is looking with increas- 
ing favour on Standard Chartered Bank 
now that two of its turbulent white knights 
have ridden off into the sunset. Of the trio 
which saved Stanchart from an unwanted 
takeover bid by Britain’s Lloyds Bank in 
1986, only Singapore’s Khoo Teck Puat re- 
mains, so the way is becoming clear for a 
prospective bidder. 

Khoo holds just 5.04% of Stanchart now, 
only marginally more than the residual 4.7% 
stake Lloyds has held since its bid. His 


departure appears to be only a matter of 
time. 

Sir Yue-kong Pao’s decision to dispose of 
his 9.98% stake in Stanchart, through a plac- 


ing with London investment institutions an- 
nounced on 19 June, came as relief to the 
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City, which has been wary of anything to do 
with Hongkong since the China crisis 
erupted. 

An even greater embarrassment was the 
bank’s association with embattled entre- 
preneur Alan Bond, though that came to an 
end earlier this year when he disposed of the 
stake which he had acquired from Robert 
Holmes a Court. 

All this is a far cry from the 37% stake 
which the white knights jointly held im- 
mediately after they came to Stanchart's res- 
cue. Getting out so quickly from this “long- 
term" investment has already proved — y 
and bruising for two of them. 

The Pao camp bought in at around £8 
(US$12.42) per share and sold at £4.95. After 
allowing for the £11 million or so which they 
made by selling their rights in the recent 
Stanchart rights issue, the Paos probably lost 
£60-70 million on the sale of their 23 million 
shares. The original Holmes à Court stake 
was also bought for around £8 and sold at 
around £5 by Bond. 

The Pao shareholding had been reduced 
from 14.9% to 9.98% by virtue of selling 
the rights, and the former Bond sharehold- 
ing was similarly diluted. So too has been 
that of Khoo, who originally held some 
7.5%. 

Pao's departure was not unexpected: he 
had already redistributed his holding 
among two of his four daughters and re- 
signed as deputy chairman of the bank be- 
fore the disposal of his stake. The Bank of 
England has wanted the white knights out 
ever since Stanchart came close to fo r- 
ing in 1987. Stanchart's shares are s__ n- 
guishing relatively, and Pao has apparently 
decided that he is not going to get his money 
back by hanging on. 

With the City establishment now firmly 
in control — the Pao and Bond stakes are 
said to be distributed among a spread of re- 
spectable City institutions — and with Stan- 
chart having provisioned against Third 
World debt and restored its ravaged ba- 
lance-sheet, the bank is now more attractive 
to British and foreign bidders. 

With the so-called single banking 
licence in the offing among all 12 EC 
countries, Stanchart could prove an attrac- 
tive way into both commercial and invest- 
ment banking for a Japanese bank. The likes 
of Fuji, Dai-Ichi or Mitsubishi — all listed in 
London — could gobble up Stanchart in a 
trice, though Japanese regional banks might 
also be in the running. Bank of Yokohama 
showed the way when it bought Guinness 
Mahon recently (REVIEW, 8 June). 

u Anthony Rowley 
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Ownerslup of Manila conglomerate in dispute 


„Vinner takes all 





By Rigoberto Tiglao in Manila 








political storm is brewing over the 

ownership of First Manila Manage- 

ment Corp. (FMMC), a major Philip- 
pine conglomerate. 

In the past few weeks, Juan Ponce Enrile, 
opposition senator and former defence 
minister (for both former president Fer- 
dinand Marcos and President Corazon 
Aquino), has attempted to embarrass 
Aquino with allegations that the group was 

'' to her in-laws for a song. Enrile has 

d some media encouragement as well 

as support from a number of senators previ- 

ously well disposed towards the president. 

A senate committee is now investigating the 
sale of FMMC. 

FMMC was forged in the late 1960s by 
Aquino’s family, through their firm Jose 
Cojuangco and Sons, Inc. together with the 
Siochi and Lopa families, which have been 
associated with the Cojuangco family for 
decades. The Lopa family today is headed 
by Ricardo, a vice-president of J. Cojuangco 
and Sons and husband to Aquino's elder sis- 
ter, Teresita. 

In 1973, the Cojuangco, Siochi and Lopa 
families sold their holdings in FMMC for P1 
million (US$45,977 at current rates) to the 
group's management, which acted as 
frontmen for Benjamin Romualdez — 
Imelda Marcos' brother. Marcos was keen 
for the sale to go ahead, because he was ill- 
disposed towards the politically important 
« — olling families. 

. owever, Romualdez hardly got a bar- 
gain; the group was already in trouble be- 
cause of cash-flow problems at subsidiary 
Erectors Inc. and two public transport firms. 
(Construction firm Erectors' Inc. was one of 
Manila’s biggest construction companies 
during the Marcos years, but is now techni- 
cally bankrupt with a capital deficit of P1.4 
billion.) 

Romualdez also agreed to take over the 
personal guarantees given by the former 
owners for the group's loans, which then 
amounted to some P100 million. The com- 
pany repaid the debt within three years. 

FMMC now controls 39 companies (only 
24 are operational) including Pilipinas Nis- 
san Inc. and Pilipinas Hino, Manila's largest 
truck assembler. The current investigation 
could hurt FMMC, according,to a company 
official, by derailing the expansion plans of 
flagship firm Pilipinas Nissan, one of the 
Philippines’ three car-manufacturing firms. 
FMMC is also involved in shipping, coconut 
oil, milling and software. 
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It was the timing of Romualdez' disposal 
of the firm back to the Lopa and Siochi 
families that raises doubts. The deed of sale, 
which transferred ownership of the firms 
back to the Lopa and Siochi family-control- 
led PNI Holdings — later renamed Man- 
trasco — was made on 3 March 1986, less 
than a week after Marcos' 26 February ous- 
ter. The Cojuangco family claim it "de- 
clined" to recover its stake in the conglomer- 
ate. 

This was months before the Presidential 
Commission on Good Government (PCGC), 
which was given authority to freeze all as- 
sets of suspected Marcos cronies, was work- 
ing effectively, though it was technically in 
operation from 28 February. 

According to a letter from Mantrasco 
chairman Andres Siochi to the PCGG, senior 
managers of FMMC, who had previously 
acted for Romualdez, had informed the 
Lopa family even before the January 1986 





elections that they were making prepara- 
tions for the return of the group to the "pre- 
martial law owners." 

However, a business transaction under- 
taken in the shadow of the EDSA revolution 
has conjured up images of Aquino as- 
sociates and relatives taking advantage of 
the new regime in the same way that Marcos 
cronies and in-laws, such as Romualdez, 
benefited from their links with the former 
president. 

The FMMC conglomerate was sold for P5 
million, though valuations done in the past 
months show that the firms’ net worth 
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Aquino; Enrile: political warfare over sale of conglomerate. 


could be as high as P184 million. The Lopa 
and Siochi investors have also recently of- 
fered to raise the purchase price to P123 mil- 
lion. This has hardly assuaged doubts about 
the original purchase price. 

Apart from a curt letter to the PCGG on 21 
March 1986 asking it to approve the original 
sale, the only explanation of the purchase 
price was in another short letter seven 
months later, in which Andres Siochi em- 
phasised that "the divestment of Mr B. 
Romualdez is, morally, just a return of the 
FMMC group to its pre-martial law owners." 

It was only after the PCGG had dragged its 
feet in approving the sale that the group pro- 
vided a more detailed explanation for the 
transaction. 

Sources in the PCGG claim that the group 
might have expected the original transaction 
to have gone through on the nod, because of 
the families’ close connection to the presi- 
dent and the first PCGG head, Jovito Salonga, 
now a senator. However, public criticism of 
alleged corruption within the PCGG prompt- 
ed it to delay approval of the deal and to at- 
tempt to obtain a better deal from the Lopa 
and Siochi families. 

According to  Mantrasco chairman 
Andres Siochi, the rush to execute the deed 
of sale in March 1986 was prompted by the 
need quickly to stabilise the group, since 
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there was a risk the Japanese partners in 
Pilipinas Nissan — Marubeni Corp. and 
Nissan together hold a 30% stake — would 
pull out of the venture. "We made efforts to 
inform the PCGG about the transaction as 
soon as we could, and we were only able to 
deliver the letter when the PCGG finally set- 
tled on an office," he said. 

Another official of Mantrasco claimed 
that if the motive was to simply grab assets 
in the wake of the EDSA victory then FMMC 
could legally have kept P250 million of 
sequestered shares in Philippine Commer- 
cial and Industrial Bank (PCIB) since these 
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had been used as collateral for loans made to 
the firm when it was controlled by Romual- 
dez. 

Siochi has claimed that assessments 
of the net worth of the firm at the end of 
1985 range from a negative P798 million 
to P1.47 billion. He told the REVIEW that 
because of the firm's huge deficits, a P1 
payment could have been regarded as 
fair 


The group's huge deficits have been due 
to Erectors Inc.'s losses and the intricate 
means Romualdez used to control the 
group. Romualdez borrowed P67 million 
from one of the group's firm, Soloil, to buy 
the shares in PCIB. These advances were 
made to Romualdez Trans Middle East 
Philippines Inc., which was sequestered by 
the PCGG in 1986. 

Soloil has since been unable to recover 


the loans, which, with interest, now total 
P89 million. 

The Mantrasco official also said that "no 
one could have been sure during those polit- 
ically unsettled times that the group could 
even be turned around." The P5 million 
purchase price, he explained, was simply an 
approximation of the P1 million paid to 
their group in 1973 (under the Marcos-in- 
spired sale to Romualdez) — plus 12% in- 
terest a year. 

Since 1987, the PCGG has unwittingly 
added fuel to the controversy. Under pres- 
sure to generate more revenue from the sale 
of firms formerly held by Marcos cronies, 
the PCGG has moved to extract more cash out 
of the Lopa and Siochi group. The fact that 
the conglomerate, apart from Erectors, had 
seen a sharp turnaround in its fortunes in 
the wake of the Philippines economic revi- 
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Battle for Atlas ends in compromise 


The end of the affair 


By Rigoberto Tiglao in Manila 


ilipino businessman Alfredo Ramos 
Frs admitted defeat in his group's 

battle to take over the Soriano family- 
controlled Atlas Consolidated Mining and 
Development Corp., Asia's largest copper 
producer. 

Ramos had fought a bitter battle for sev- 
eral months to win Atlas from the Soriano 
family which controls the beer brewing and 
food conglomerate, San Miguel Corp., the 
largest business group in the Philippines 
(REVIEW, 11 May). But on 29 June, Ramos 
and his allies signed an agreement with San 
Miguel chief Andres Soriano III which basi- 
cally ensures the Sorianos' control of Atlas 
for the next five years. 

The Ramos group had been outwitted at 
the 26 April shareholders meeting by a deft 
legal move on the validation of voting pro- 
xies which could have taken up to 20 years 
to fight through the courts. 

Although some in Manila business cir- 
des suggest that Ramos sold out to the 
Sorianos — implying that the Ramos bid 
was a greenmail exercise, as alleged at the 
height of the takeover bid — the agreement 
appears to be nothing more than a com- 
promise. It allowed Ramos' group to quit 
while they could still get something for their 
trouble. 

The agreement states that: 

M Fees to be paid to A. Soriano Corp. 
(Anscor), which has a contract to manage 
Atlas, will be waived if these push Atlas into 
a net loss. There is, however, only an im- 
plicit agreement that "the internal general 


management of Atlas will be developed to 
assume management of the company upon 
expiration of the management contract." 
> Ramos’ group will reduce its 22.12% 
holdings in Atlas to 17.12% while the stake 
held by Anscor directly will rise from 10.5% 
to 15.1%. Stock will be sold at the price the 
Ramos group bought it, which is about 50% 
higher than the present market quotations. 
The 3.8 million shares Anscor will get from 
the Ramos group will increase the equity 
control of Sorianos (including proxies) from 
26.2% to 30.8%. 

In a provision that would prevent any fu- 
ture Ramos takeover attempt, the Ramos 





Ramos: bitter battle. 
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val added to the pressure on the committee. 

New valuations made by the PCGG — 
which excluded Erectors Inc. — now show 
that the group's net worth amounts to P143 
million. 

As a result, the PCGG has proposed that 
the Lopa and Siochi group pay P134 million 
for ownership of the conglomerate, with 
control of the bankrupt Erectors and its huge 
liabilities being turned over to the commit- 
tee. 

The Lopa and Siochi group appears to 
have agreed to the PCGG proposal. It has also 
proposed a stock ownership scheme which 
will leave it with 28% of the holding firm, 
Mantrasco, with the rest held by the group's 
managers and staff. However, the agree- 
ment now looks to have been put on hold 
while the senate committee investigates the 
whole affair. a 


group will need the consent of the Son 

for any new acquisition that would increase 
their holdings beyond 17.12%. The Sorianos 
would also have the right of first refusal for 
any sale of shares held by the Ramos group. 
> The major concession to the Ramos 
group appears to be the curt provision that 
“in further consideration, the Anscor group 
shall pay the Ramos Group the sum of 270 
million (US$3.25) million.” 

The reason for the payment is not 
explained. However, sources close to the 
Ramos group claim that it would simply 
reimburse the group for all their expenses — 
legal fees, advertising costs and even bank 
charges — in launching the takeover bid. 

Unexplained, too, is why the Soriano 
group made the agreement itself. There was 
no pressing need, since the legal moves 
would have left them in firm control of Atlas 
for years, during which they could accumu- 
late shares. One interpretation is that the 
Sorianos felt that a Ramos threat to file 
porate suit in the US, wherealargebk — f 
Atlas shares is held, could prove to be 
too disruptive to the company, which is 
saddled with a US$164 million debt. 

A striking aspect of the agreement is that 
it stipulated that the Ramos group is re- 
quired to "recognise and support existing 
contracts of Atlas with Mitsubishi Metals 
Corp. [MMc]." The contract appears to con- 
stitute the core of Atlas’ present corporate 
strategy. MMC — and sister companies such 
as Mitsubishi Bank — is expected to extend a 
loan to Atlas to retire, through the second- 
ary markets, its foreign bank loans, in ex- 
change for copper concentrates. 

In April, the Ramos group had alleged 
that MMC had violated US disclosure regula- 
tions when it failed to tell the US Securities 
and Exchange Commission of its new sup- 
ply contract with Atlas that was extended in 
exchange for increasing its equity to 8.67%. 
Such a suit undoubtedly would have tor- 
pedoed Atlas’ game-plan for reducing p 
debt burden. 
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New Zealand Government 
intervenes in Chase Group 


> Foreign bankers are becoming 
increasingly uneasy about lending to New 
Zealand companies after the government 
used its statutory powers to take over the 
management of the Chase Corp.'s property 
companies on 3 July. Most of the 46 
banks with securities on the 70-building, 
NZ$1.3 billion (US$745 million) property 
portfolio of the group are foreign. Justice 
Minister Geoffrey Palmer said statutory 
management was installed after a request 
from Chase and on the advice of the 
Securities Commission to pre-empt 
creditors from selling properties to realise 
the securities. He said the forced sale of 
Chane properties could be disastrous for an 
dy depressed market. Chase's 
proolems reached crisis point on 30 June 
when it could not sell Hanimex Corp. at a 
price sufficient to reduce to manageable 
levels its debt (NZ$1.7 billion at 30 June 
1988). Agreement to sell Hanimex was 
reached on 3 July at only half the price 
sought. Chase shares now trade at 6 NZ 
cents compared with a peak of NZ$11 
before the October 1987 stockmarket crash. 


Indonesia's state insurer 
reports maiden profit 


> Indonesia's state-owned credit insurer 
PT Askrindo made its first profit last year 
after seven years of operational deficits. 
Askrindo's gross profit was Rps 23.23 
billion (US$13.3 million) last year despite 
loses of Rps 10.46 billion in 1987 and Rps 
22.93 billion in 1986. The improvement 
follows a government-approved increase of 
| tum rates. 


Jakarta money dealers 
panic about rupiah float 


> Jakarta's money dealers were thrown 
into a panic at the end of June after rumours 
that Indonesia's central bank was poised to 
let the rupiah float freely against other 
currencies. Dealers, searching for rupiah to 
buy dollars, found the usually liquid 
interbank market tight as state banks 
sharply scaled down lending. Overnight 
rates jumped from 11% to above 15% before 
easing after the government denied the 
rumours. 


South Korea's growth 

lowest for seven vears 

> South Korea's economy grew by 6.6% 
during the first half of this year, the lowest 
growth rate in seven years, according to the 
central Bank of Korea. The government 
recently lowered its growth estimate for the 
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year to 7.5%. Fewer labour disputes and 
stabilisation of the US dollar-won rate 
should lead to stronger economic growth in 
the second half. First half exports were 
US$29 billion, up only 6% over a year ago, 
while the trade surplus for the period is 
likely to be around US$500 million. Ministry 
of Trade and Industry officials estimate 

that labour disputes resulted in export 
losses worth US$1.1 billion in the first six 
months. 


Philippine aid donors 

to pledge USS11 billion 

P Aid officials from 19 nations, the EC and 
multilateral institutions met in Tokyo under 
the auspices of the World Bank to discuss 
how to promote the development of the 
Philippine economy. The aid plan will offer 
an estimated US$11 billion to the Philippine 
Government to carry out its economic goals 
over the four-year period to 1992. Japan said 
it would extend about US$1 billion in aid in 
the year to next March and the US 
announced it would give an extra US$200 
million in special grant assistance in 

1989. 


India's trade and industry grow 


Rs billion 2 
500 - 
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Soviet ship order helped 
by Seoul export credits 


> While South Korea mounts its first 
exclusive trade promotion show in Moscow 
from 7 July, the Economic Planning Board 
has approved an export credit loan of 
US$110 million to Hyundai Heavy 
Industries to help build six bulk carriers for a 
Soviet shipping firm, Sovcomflot. It is the 
first sizeable export credit to any Soviet 
project involving South Korean suppliers. 
Meanwhile, Hyundai group honorary 
chairman Chung Ju Yung is leading a 
38-member delegation of major 
businessmen to Moscow, Khabarovsk and 
Vladivostok to discuss trade and joint- 
venture projects. 
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Gatt fails to reach 
agreement with Seoul 


> South Korea failed to reach agreement 
with its Gatt trading partners on the terms 
under which Seoul would "disinvoke" its 
Gatt rights to impose import curbs for 
balance-of-payments reasons. Consultations 
of Gatt's balance-of-payments committee 
were suspended on 30 June, and will be 
resumed in October. South Korea is on 
weak ground following a Gatt disputes 
panel ruling in June that its beef import 
restrictions could not be justified under the 
balance-of-payments rule. The judgment 
could open the floodgates to complaints on 
Seoul's remaining trade restraints. 


US debt burden topped 

USS532 billion in 1988 

> US indebtedness to the rest of the world 
swelled further to US$532.5 billion in 

1988, up 41% from 1987 — a result of a 

7% increase to US$1.254 trillion in US 
assets abroad and a 1575 increase to 
US$1.786 trillion in foreigners' assets 

in the US. Foreign direct investment, 

most of which came from Britain and Japan, 
grew 21% to US$328.9 billion, while foreign 
holdings of US Treasury securities and of 
other US securities grew 19% and 13%, 


respectively. 


Thailand's Saha Union group 
in strategic takeover 

9 The Saha Union group, one of Thailand's 
largest manufacturing conglomerates, 
announced a strategic move into electric 
appliance manufacturing and distribution. 
The group has taken over the Tanin 
Industrial group, a long-struggling Thai 
appliance producer. After restructuring 
Tanin's Baht 300 million (US$11.6 million) in 
debts to several financial institutions, two 
new companies — Tanin Union Industrial 
Co. and Tanin Union Sale and Service — 
will manage the operations of the existing 
four Tanin companies. 


Taiwan public enterprises 
budget passed by parliament 

> Taiwan's legislators, preoccupied with 
upcoming elections, rushed through 
passage of a NT$700 billion (US$27 billion) 
omnibus budget for the state's 26 giant 
public enterprises. Even opposition 
legislators concurred, despite an earlier vow 
to prune as much as NT$20 billion. 
Lawmakers ignored the recommendations 
of the legislature's own advisory group that 
the public enterprises' revenue targets be 
raised by NT$40 billion and costs trimmed 
by NT$8 billion. 
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PRICES 


Last sale to 3 July Latest Previousweek 3months ago Year ago Average of representative high-grade issues 

Gold London (3) 375.15 374 25 384 65 437 75 3 July Latest 

Copper New York (4) US$ 

Current delivery (July) 105.80 108.70 132 60 105 00 Domestic 3-5 yeatst 8.09 

Sept. delivery 103.90 7-10 yearst 816 

Aluminium London (8) A ye = 

Current delivery (July) 1,770.00 1,930.00 1,957.50 2,635.80 e 

Sept. delivery na Yen 

Tin Kuala Lumpur (2) 2637 26.30 25 73 18.39 Domestic 3 yearst 524 

10 yearst 5.38 

Cotton New York (4) 

Current delivery (July) 67 80 66 67 6197 650? ee 

Sept delivery 70.42 

Rubber Kuala Lumpur (9) Om 

Current delivery (Aug.) 257.50 257.00 297 50 363.50 Domestic 3-5 years" na. 

Oct delivery 258.50 , 10 years" na 

Palm Oll Kuala Lumpur (5) wemabonal T tons Am 

Current delivery (July) 805 00 840.00 898 00 125300 

Sept. delivery 807.00 AS 

Sugar New York (4) Domestic 3 yearst 14.55 

Current delivery (Oct.) 1443 1372 12.62 12.63 10 yearst 13.43 

Jan. delivery 13.10 international 3-5 yearst 1477 

Pepper Singapore (10) 7-10 yearst 14.12 

Sarawak Asta blk 100% 497 50 532.50 675.00 C$ 

Wheat Chicago (6) Domestic 3 years" 9.89 

Current delivery (July) 397 20 397.40 403.60 387.00 10 years" 941 

Sept. delivery 40460 International 3-5 yearst 977 

Maize Chicago (7) 7-10 yearst 961 

Current delivery (July) 266 60 262 00 268.40 327 00 £ 

Sept delivery 255.40 Domestic 3 yearst na. 

Rice Bangkok (8) 10 yearst na 

5% while fob 360.00 340.00 285.00 310.00 Intemational 3-5 yearst 111.58 

Soyabeans Chicago (6) 7-10 yearst 10.93 

Current delivery (July) 73500 731.00 738.20 386.00 NZ$ 

Aug delivery 70840 Domestic 3-5 yearst 13.14 

Cocoa New York (8) 7-10 yearst 1301 

Current delivery (July) 1,210.00 1,209.00 1,399.00 1,570.00 International 3 years" 13.18 

Sept. delivery 1,229.00 7-10 yearst 1313 

Coffee New York (4) SFr 

Current delivery (July) 11370 11705 128 25 13300 3-5 yearst 581 

Sept. delivery 108.06 7-10 yearst 5 62 

Petroleum Tokyo (11) 

Sumatran light 18.50 18.50 18.15 15.85 ECU 

Brent London (11) 16 65 16.65 19 65 1395 3-5 yearst 8.57 
7-10 yearst 8.56 

(1)fatonne (2)M$akg (3) US$ anor (4)USEalo (5) M$ a tonne (6) US¢ a 60 Ib bushel 

(7) US¢ a 56 Ib bushel (8)US$alonne (9)Meakg (10)5$a100kg (11) US$a barrel Source: Telerate "AAA corporate — t Government 
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Economic indicators, selected Asian countries 


Australia China 
Economic Growth % (seal) (1) 
1988 122 
1989 24-35 5-6 
International Reserves (5) 
Latest US$13.00b (Apr.) US$18.64b (Mar.) 
Year earlier US$10.50b US$18.15b 
Trade Balance (total merchandise) 
Latest 3 months -US$104b(Jan-Mar) —US$1 89b (Jan -Mar ) 
Previous 3 months -US$1.01b US$4. 19b 
Year earlier * uS$0 31b —US$6 91b 
Exports (7) 
Latest 3 months US$8.52b US$9 66b 
% change previous 3 months -33 -346 
% change year earlier -31 +93 
Imports (8) 
Latest 3 months US$9 56b US$11.55b 
% change previous 3 months —22 -39.0 
% change year earlier +133 #212 
Consumer Prices 
Base July 80-June81=100 Jan: 1988— 100 
Latest 3 months index average 186.2 (Oct-Dec. } 127.4(12) (Jan.) 
% change previous 3 months *38 na 
% change year ealier +27 +274 
Money Supply (3) 

A$156.84b (10) (Apr.) — Rmb 955.96b (Oct.-Dec.) 
“6 change previous month *15 na 
% change year earlier +243 +20.14 


na 
na 


--US$1 36b (Mar -May) 
- US$0.33b 


—US$1 13b 


US$17 23b 
*40 
+243 


US$18 59b 
+100 
+240 


Oct. 84-Sept 85 = 10002) 
127.0 (Mar.-May) 
+26 


+99 


HK$371.27b (Apr.) 
+13 
+134 





India Indonesia Japan 

3 49 5.75 

9( 13) 3-5 45 

US$4.54b (Apr.) US$4.71b (Jan.) US$99.41b (Apr.) 
US$6 200 US$5 09b US$86 16b 
-US$1 39b (Nov -Jan ) 

- US$1.62b 

=US$1 37b * US$? 79b 4-US$19 44h 
US$3 46b US$4 79b (9) US$72 08b (6) 
*42 —12 +6.0 

4174 +06 +104 

US$4 85b US$1.64b (9) US$50 B2b(6) 
—19 —30.4 +46 

#125 —171 +109 

1960 = 100 Apr.77-Mar.7B=100 1985— 100 
819.67 (Nov.-Jan.) 317.87 (Nov.-Jan.) 102.3 (Feb.- Apr.) 
$415 *10 +04 

+88 +57 +15 
Rs 1.95110) (Apt.) Rps 41.121 (Oct.) v 423 B4t (Mar.) 
+28 +26 +01 

+188 +27.4 +103 





Bond yields (%) 


1 month ago 6 months ago 
8 44 919 
8.46 921 
8.64 944 
8.66 9.44 
519 405 
5.20 492 
513 404 
5.20 474 
na. na. 
na na 
7.1 6.04 
7.03 649 

15.09 na 
1391 na 
1534 14.14 
1448 13.56 
1031 1047 
9.80 10.28 
9 84 1061 
9.75 10.50 
na na 
na na 
11.59 11.10 
11.06 10.58 
13.16 14.10 
13.19 13.60 
13.17 14.30 
1328 1375 
6.18 4 46 
5.05 473 
852 740 
8.73 7.80 
Source: Telerate 








Malaysia 


87 
65-75 


US$5.990 (Mar. ) 
US$7 01b 


*-US$3.15b (9) (Sept -Nov ) +US$21 26b (6) (Feb -Apr ) --US$0 48/4) (July-Sept.) 
4 US$2.B1b 4-US$19.44b *US$0.61b 


--US$0.57b 


US$A 73b(4) 
*114 
+306 


US$4 25b(4) 
+15.7 
+379 


1980-—= 100 
130.9 (July-Sept.) 
+14 


*32 


M$58.18b (Sept.) 
+03 
+51 


(1) Official and other estimates of GDP (GNP in Japan) - (2) Consumer Price index A (3) M2 or currency ptus bank deposits (4) Peninsular Mataysia only (5) IMF definition of reserves minus gold except for Singapore (6) Customs basis 
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3 July US$1 Worth Banknoterate*  Officialrate © Spotratet- Previousweekt 3monthsagot Yearagot Five Year Currency 


200- 
180- 
160- 


interest rates (°c) 


Prime 1-yeartreasury Interbank Interbank Interbank — Eurocurrency and Asian currency 
lending bills/bondst — 1montht 3monthst Gmonthst unit deposit ratest 


Weighed Kor 1987 trade wih fe countries shown plus the US 


oo a f : — -am and Canada and 14 European countries : 
10: 2 Figures are for the week ended 30 June 7 
Source: UBS—Phillips & Drew yea 





13 JULY 1989 FAR EASTERN ECONOMIC REVIEW 85 


AFFARS 


BUSINESS 


STOCKMARKETS 


a a a Bangkok's boom bucks the trend a a a bargain hunters emerge 
in Hongkong a a a scandals stall Tokyo u a a Manila resumes Marcos death-watch 
a a a share probes scare Taipei a a New York tumbles in penod ending 4 July uuu 


Tokyo Trading was once again light, with only It was a mixed week, with the market 
Mikko! Stock Average, 33,190.98 401m shares worth ¥678b (Us$4.7b) reacting to the news of the government's 
uo 7 Changing hands. Shares dropped at first, crackdown on dissidents. Daily average 
but later recovered to end only slightly volume rose to 8.5m shares, worth Won 
lower. The ruling party's problems 185.1b (US$278.3m). Pharmaceutical and 
continued to worry the market. Domestic machinery shares rose by 2.7% and 1.3% 
mone demand-related stocks were weak, but respectively, but garment and short-term 
drug firms were steady. Intec climbed finance sectors fell by 5% and 2.2% 


600 
SONDIFWAWII® ¥780 to ¥4,510. STUNT rririk respectively. 


Light overseas interest in international SEC investigations of trading abuses 
Hang Seng index, 2,316.74 issues first encouraged the market. But Weighted index, 8,853.49 continued to dampen investor sentiment 


more general bargain hunting emerged and clipped the market another 4.7 

late in the period to move the market The snaring of two of the many ma, 
sharply higher. Volumes remained very market players, often catalysts of market 
light averaging 351.6m shares a day rises, has sidelined other big players and 











20m worth HK$558.7m (US$71.6m). Swire -== smaller investors, pushing turnover 
* * P polt ^ > 
' Pacific A jumped 80 HK cents to 3 down 27.12% to NT$65.3b (Us$2.52b). Wei 
RE ee TOC EN 
SÜ0NDJFMAMIiIA  HK$14.40. SONOJFMAMJS& Chuan fell 1.4% to NT$138. 
Singapore The close of the US market for | Australia The market fell nearer to the 
= Al Shares Index, 345.97 Independence Day made institutional All-Ordinaries, 1,504.50 psychologically important 1,500 barrier as 





world recession fears exacerbated local 


"e investors stay away, leaving retail ym 
investors to make the slow running in a “w interestrate concerns. Early gains due to 
ER subdued market. Daily turnover SALAM f fiscal year-end “window-dressing” and 
averaged 132.4m shares, worth $$178.2m | options expiries were later wiped out on 


(US$90.6m). Promet finished 1 s cent news of Wall Street weakness. BHP 
added 10 A cents to A$8.64 (US$6.55), and 


MENU. down at 59.5 s cents, and Singapore Land j 
C FUIPITRAWIT dropped 205 cents to $$12.80. Meinir ii Elders IXL rose 21 A cents to A$2.82. 


Kuala Lumpur Selective buyers drifted away in the The market rose with Wall Street, faltered 
KLSE Composite index, 446.14 absence of new leads from overseas, and Barclays Index, 1,919.27 with the failure of Chase Corp. anda 
« listless trading saw turnover fall to 15.2m | 7— — — -— — — ——  retreaton Wall Street, then rallied when 


the Goodman takeover of IEL was called 
off. A cut in interest rates by Natio 
Bank was not followed by other m. 


shares, the third-lowest this year. Volume 
averaged 27m shares a day, valued at 


M$49.8m (US$18.4m). Promet was one 
active counter, finishing slightly down at banks. Fletcher Challenge fell Nz 8 cents 
to NZ$4.76. Volume totalled 38.59m 


82 M cents, while Perlis Plantations | 
rrr JJA jumped to M$9.05. ce Cre eae shares worth NZ$66.99m (Us$38.4m). 
Low-cost shares jumped sharply as local The BSE index scaled to successive peaks 








‘SET Index, 610.42 investors ignored setbacks in overseas Stock Exchange index, 794.32 to close at 794.32 — up 26.23 points in the 
w , markets. The SET index topped 600 for the | ——— —  — — —— holiday-shortened four-day trading 
first time, ending at about 610, with " period. Continued institutional buying 
average p/es beginning to look high. Most si and increasing investor interest kept 





sectors gained, particularly textiles, but volume high at around the Rs 550m 
. (oA EU ~ * e. 
not banks. Average turnover was a high | (US$33.9m) level. Tisco gained Rs 30 to 


Baht 1.55b (us$60.08m). Dusit Thani close at Rs 1,520. Reliance closed at Rs 





CPURPITWEWITX jumped Baht 4% to Baht 2,134. SST 131, up by Rs4. 
The market was depressed by the | New York | The Dow Jones Industrial Average 


New York 
continued Marcos deathwatch, and the Capital Ini. World Index, 494.30 tumbled as nervousness about the strong 
peso's plunge against the US dollar. Soft | —— rme 
trading. A few bargain hunters appeared 


wo ^ 
metal prices hit mining stocks. Interest ET. OR P 
later, but on 3 July volume fell to a paltry 


centred on the sale of 2127m of Atlas 
NOJFMAM JA 68.87m shares. 


dollar's impact on corporate earnings 
turned into widespread fears about the 
fate of the US economy. The ensuing 
tailspin was accelerated by program 





Mining shares by the Ramos group to the 
Sorianos. PLDT dropped P15 to P345. 
Turnover averaged 1.1b a day shares 
worth P232. 1m (US$10.7m). 
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AT LAST, FINANCIAL INFORMATION 
WHERE AND WHEN YOU WANT IT. 


|n today's financial world, the fluctuations of 

| different instruments — in different places and 

d | times — can have immediate effects on your trading 
strategies. 

But now you can react as it happens with Telerate 
Matrix. Matrix gives you all the financial market data you 
want on one page and in real-time. 

Telerate Matrix lets you create up to 20 of your own 
tailored colour composite pages, each showing as many as 
32 graphic, mathematical and text windows on the 
different worldwide markets. 

In addition, Telerate Matrix helps you trade more 
profitably as you manage your trading strategy in real-time 
with an on-line dealer calculator. 

With Matrix you can compare market prices; identify, 
calculate and exploit market trends to gain arbitrage 
opportunities from graphs and numerical tables, while 
monitoring this information with your own easy-to-set 
limit minders. 

As the world's leading supplier of real-time financial 


EE m TE TEETH if information, Telerate gives you fast and accurate financial 
athe E data, as well as the tools you need to manipulate it. 
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he Far Eastern Economic Review is 
widely read and has been used by us 
for some years as an effective means of 
communication across the region.99 
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receiving formal approval for immigra- 
tion for both the applicantion and fam- 
ily. 
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Spotlight on Dr Who 


One of the least known men in Australian 
politics, Dr John Hewson, could be on the 
verge of landing one of the country's most 
important and least coveted jobs — federal 
treasurer. Hewson, an MP for less than two 
years, was promoted to become the opposi- 
tion coalition's shadow treasurer when An- 
drew Peacock resumed the leadership of the 
Liberal Party in May after a lightning coup 
against former leader John Howard. 
Although an experienced academic 
economist — being a former economics pro- 
fessor at the University of New South 
Wales, as well as holding teaching positions 
with Johns Hopkins University in the US 





and Canada's Saskatchewan University — 
and an adviser to previous Liberal treasur- 
ers, Hewson's public profile is so low that he 
is not to be found in Who's Who in Australia 
or in the personal files of the Sydney Morning 
Herald. 

In a brief curriculum vitae issued by his 
office, he is listed as married with three 
children but his wife's name (Carolyn) does 
not appear and there is no record that she 
has ever been photographed with him in 
public. 

Rather than the usual tag for prominent 
faceless politicians, Canberra wags instead 
of calling Hewson "John Who" have varied 
it to "Dr Who?" Hewson, who owns an up- 
market Sydney restaurant, lists classic cars 
(he owns a silver Ferrari) and jazz among his 
interests. He is also interested in antiques — 
the principal hobby of present treasurer Paul 
Keating. 


The man for the job 

After four years helping sort out the mess at 
Bank Bumiputra Malaysia, Mohamed 
Taufik Abdullah has surprised many by tak- 
ing on the job of chief executive of United 
Asian Bank (UAB), another struggling giant. 
The 46-year-old Taufik’s daunting task is to 
recoup UAB's M$409 million (US$151.5 mil- 
lion) in accumulated losses and to make the 
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bank sufficiently profitable for a listing 
within the next three years. In short, UAB's 
79% shareholder, Malaysia's central bank, 
Bank Negara, wants its money back. 

Taufik has had a long relationship with 
Bank Negara. After graduating in mathema- 
tics from the University of Malaya in 1966 
and later carrying out post-graduate work in 
statistics and operational research in Britain, 
Taufik joined the central bank's economics 
department in 1971 and rose through va- 
rious positions to become manager of bank- 
ing regulation in 1980. He held that post 
until the end of 1984, when, with the rank of 
adviser, he was seconded to Bank Bumi as 
executive director. 

Looking back, Taufik considers his stint 
at Bank Bumi "the most interesting point in 
my career." Saddled with debts from its 
Bumiputra Malaysia Finance subsidiary in 
Hongkong, Taufik and his chairman, Tan 
Sri Basir Ismail, had the bank in profit by 
1987. "There was a lot of pressure," Taufik 
admits. 

Certainly he has an easier job at UAB: 
Price Waterhouse senior partner Khoo Eng 
Choo has seen to that. Khoo is expected to 
resign as chairman of the management com- 
mittee shortly, having steered the bank back 
into the black two years ago. 


Taxi to success 

These are heady times for Pujianto, 36, a 
Surabaya-based entrepreneur who has cap- 
tured 4576 of the local taxi market and has 
helped take two companies public in the 
past two years. Born to a family of small 
traders in Blora, Central Java, and a 
graduate of the Indonesian Institute of Man- 
agement Studies in Jakarta, Pujianto is in- 
creasingly seen as a key mover behind the 
growth of Indonesia's still modest equity 
markets. 


development bank 
Bapindo 18 months ago and helped along by 
various tax concessions, has grown from 350 
to 500 taxis and was the first company to be 
listed on Jakarta's over-the-counter market 
earlier this year. P. T. Sepanyang Surya Gas, 
a producer of bottled gases in Java's second 
city, in which Pujianto holds a 20% stake, is 
one of the first three companies soon to be 
listed on the new Surabaya Stock Exchange. 

A quietly modest man of Chinese de- 
scent, Pujianto played a vigorous behind- 
the-scenes role in the establishment of the 
Surabaya bourse, Indonesia's first private 
stock exchange since colonial times. Not 
only did he help organise the "Go Public" 
campaign, he has encouraged Zebra drivers 
to buy shares in the company they work for 
by starting up an employee stock ownership 
plan. 
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Swami goes to ground 
Observers of the Indian political scene are 
wondering about the disappearance from 
public life of Tantric Chandra Swami, who 
has not been seen since the Kumbh Ganges 
bathing festival a few months ago following 
the failure of Indian Prime Minister Rajiv 
Gandhi's investigators to pin anything on 
him. 

Born Nemi Chand Gandhi in 1949 in an 
obscure village of the Indian desert state of 





Rajasthan, the Swami has the distinction of 
popping up in scandals on three continents. 
He has, for instance, found himself em- 
broiled in the controversial sale of London’s 
Harrods department store and even in the 
Iran Contra arms deal. 

His list of admirers is said to include ac- 
tress Elizabeth Taylor, disgraced US House 
of Representatives speaker Jim Wright and 
the Sultan of Brunei. The tall, dark guru, 
who does not speak English or any or 
foreign language, describes himsel a 
humble servant of god, though he is known 
to be multi-millionaire. 


Unlikely adversary 


Australiás roly-poly entrepreneur Alan 
Bond relishes a head-on battle. But a roly- 
poly mother of five may just be too tough for 
him. 


Deirde O'Connor, 47, a teacher turned 
lawyer, and now the head of the Australian 
Broadcasting Tribunal (ABT), has ruled that 
Bond is not a "fit and proper" person to 
head a radio and television network. From a 
poor country background, O'Connor, who 
studied law as a mature student, was 
named head of the tribunal in 1986. 

Her personal decision to hold hearings 
into Bond's "fitness" was the most contro- 
versial she has taken, and she pursued it 
doggedly, gradually widening the area of in- 
vestigation from one case to another, all of 
which have been embarrassing for Bond. m 
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Background is no bar to achievement 
As a product of the Philippine educational 
system, I agree with the basic conclusions 
and findings of On the down grade [COVER 
STORY, 6 July] except in one area: the practi- 
cal effect of the "two-tier" system on the eco- 
nomic and social mobility of graduates of 
Philippine universities and colleges. 

While it is true that graduates of the Uni- 
versity of the Philippines, La Salle, and 
Ateneo, who mainly come from the upper 
classes, do have a head start when it comes 
to business and employment, it is also true 
that graduates of the "second-tier" institu- 
tions generally find no insurmountable ob- 
stades in their quest for success. The 
Filipinos with superior intelligence and 
abilities are normally distributed throughout 
society by nature, and these people gener- 
ally are able to rise to the top levels of busi- 
ness, government, or education by virtue of 
their superior genes. 

One needs only to look at the results of 
government examinations for law, account- 
ing, the sciences, and engineering to find 
that the top entrants generally come from 
the "second-tier" institutions, simply be- 
cause there are more candidates from this 
sector and the "first-tier" institutions do not 
have a monopoly on brainpower. 

In fact, graduates who come from the 
lower classes have an advantage: they tend 
to work harder because they want to rise 
above the economic and social level of their 
parents. 

Here in the US, where there are nearly 1 
million Filipinos, social and economic back- 
ground in the old country rarely counts for 
anything, even among the Filipino com- 
munities. However, there are still some who 
try to pretend that they belong to a special 
class just because they were members of the 
privileged classes back home, but they are 
ignored by other Filipinos and by American 


Beverly Hills, California EUGENE V. CORAZO 


Success of Spanish clans is not *weird' 
The REVIEW deserves respect for its truthful- 
ness and objectivity, but I could not agree 
with your Manila reporter's pontificating 
[SHROFF, 1 June] that "Philippine capitalism 
has generaly been a weird hybrid of 
Spanish family enterprise grafted onto a US- 
style corporate structure." This smacks of 
anti-Spanish prejudice. 

What is ^weird" with respected and pre- 
eminent clans such as the Sorianos or the 
Zobel de Ayalas? Is it wrong to be ethnic 
Spanish in a Filipino society dominated by 
ethnic Malays? The ethnic Spanish business 
dans are not "weird" for combining their 
proud Hispanic heritage with modern 
American corporate culture. 
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In like manner, Filipino-Chinese busi- 
nessmen such as John Gokongwei, 
Domingo Lee, and Lucio Tan combine the 
best of their Chinese heritage with new 
Western business strategies. 

I doubt the veracity of your reporter's 
claim that “corruption in the government 
sector . . . simply reflects the dominant local 
variant of capitalism . . ." It is also fallacious 
to suggest that the Soriano-run Atlas and 
San Miguel typify the Philippine strain of 
capitalism. Most local firms are not publicly 
listed entities. There are many more efficient 
family run firms which I believe are the true 


backbone of Philippine capitalism. 
Mandaluyong, 
Philippines JULIANO Z. RAMIREZ 


Unprincipled paymasters of Peking 
Cambodians were not surprised at the mas- 
sacre launched by the Deng Xiaoping clique 
in Tiananmen are. This is the same 
group that encouraged Pol Pot to kill mil- 
lions of Cambodians. This is the same group 
that continues to support the Khmer Rouge 
so they might once more gain power and kill 
again. 

Prince Sihanouk, whom I admire, is mis- 
taken in believing that including the Khmer 
Rouge in a four-party coalition government 
will satisfy them. These barbarians will be- 
have the same way whether or not they are 
included in any kind of arrangement. 

It is not easy to find anything positive to 
say about the Tiananmen Square massacre. 
However, there is now the opportunity for 
the US to stop kowtowing to Chinese policy 
in Southeast Asia. There is also the oppor- 
tunity to have peace in Cambodia without 
China or the Khmer Rouge. This opportun- 
ity should not be missed. 
Hanau, West Germany 


VANNA OM STRINKO 


Burma's realistic way forward 

The support shown by Thai leaders and 
military men for Saw Maung's regime in 
Burma is correct and wise. As a realist, I can- 
not see any improvements coming about in 
Burma without Thai guidance. The present 
Burmese regime has had to rule with the 
sword. This sword cannot be sheathed un- 
less the regime can bring about real prosper- 
ity which would, in turn, blunt the anger 
and indignation of the people. At any rate, 
democracy cannot grow in a poverty-stric- 
ken and war-torn country like Burma. 

The Thai Government is in a good 
position to affect positive changes in Burma. 
First, the Thai economy is growing fast 
and needs room to d. Burma is a 
suitable marketplace for Thai goods and the 
most convenient place for Thai businesses 
to invest. Such economic exchange would, 
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in the long run, yield mutual benefits. 

Second, Thai officials have for long been 
in close touch not only with their Burmese 
counterparts but also with rebel leaders of 
Burma, and are more knowledgeable of 
the realities in, for example, the Karen and 
Shan areas, than are officials in Rangoon. 
Moreover, Thailand is respected by all non- 
Burman groups and rebel armies. 

Third, Thailand enjoys greater interna- 
tional prestige than Burma. Thai leaders and 
diplomats are respected by friends and foes 
alike, and are skilled political players who 
fully understand what is going on in neigh- 
bouring states and elsewhere. 

Fourth, Thai military leaders are sophisti- 
cated men who have had rich experience in 
defusing insurgencies and rebellions with 
minimum use of force. As well, they” >? 
played an important role in establis — ; 
Thai democracy, and have contributed sig- 
nificantly to the development and strength 
of the Thai economy. 


Vancouver ‘A REALIST’ 


Deception is in eye of beholder 
In reference to Doris Lai's letter [The Francis 
Seow case, 15 June], the prosecutor might 
doubt but my counsel did not, as alleged, 
disbelieve my story or the medical report: 
by Dr William Slater. What they said was 
that the medical reports were inadequate o1 
ired further amplification, which is a far 

cry from disbelief. I did not see the contents 
of medical reports sent to my counsel by D: 
Slater, who, incidentally, is not a forensic 
medical practitioner. I agreed with my coun- 
sel's observations on them when they in- 
formed me after they had received them. 
But that is very different from deception. 

The current tax charges against me; — § 
"straightforward" as a cockscrew. I wil. ...- 
dicate myself at the appropriate time. The 
People's Action Party (PAP) has once more 
hit the low road in its accusations: if you can- 
not win, throw mud at your opponent and, 
hopefully, some of it will stick. The PAP has 
disgracefully maligned Asia Watch. In Sin- 
gapore, Asia Watch would have run the 
probable risk of de-registration and having 
its office bearers detained. 
New Haven, Connecticut FRANCIS SEOW 
Doris Lai, press secretary to the Singapore": 
minister for law, criticises Asia Watch, c 
New York-based human-rights monitoring 
group, for inconsistency in its position or 
Frands Seow, the opposition figure anc 
human-rights advocate whom the Singapo 
rean Government has sought to silence [LET 
TERS, 15 June]. 

On the one hand, Lai complains, Asi 
Watch protested last year when the govern 
ment detained Seow for two months with 
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out charge or trial under its Internal Security 
Act (ISA) following his vigorous defence of a 
client who was being detained on political 
. On the other hand, Lai observes, 
Asia Watch has not urged Seow to return to 
Singapore to face criminal charges of tax eva- 
sion that are the product of an investigation 
initiated at the same time as his detention. 

Lai fails to see that Asia Watch's position 
in each case is dictated by Singaporean 
Prime Minister Lee Kuan Yew's willingness 
to pervert the rule of law to muzzle dissent. 
In a variety of cases over the past two years, 
the small group of judges trusted to preside 
over sensitive cases has willingly complied 
with Lee's efforts to detain outspoken politi- 
cal opponents, to disbar troublesome attor- 
neys, and to deprive opposition politicians 
of their seats in parliament. 

To avoid independent scrutiny of this 
pliant judiciary, Singapore has now 
abolished appeals to the Privy Council in 
! lon — which had stood as a court of last 

'al — in cases involving disbarment or 
détention under ISA. Thus, even if Seow 
were to return to Singapore to clear his name 
of the criminal charges filed against him, he 
could nevertheless be detained indefinitely 
under the ISA with no prospect of an inde- 
pendent judiciary to secure his release. 
Under these circumstances, Asia Watch can- 
not recommend his return to Singapore. 

Lai also attempts to sully Asia Watch by 
claiming that it urged Seow to deceive the 
Singaporean courts by reporting a serious 
heart ailment. In fact, just last month, Seow 
was in hospital for two days because of a 
serious cardiac episode. Rather than wast- 
ing time delving into the private affairs of an 
oppposition figure, Lai would do better to 
address the serious deficiencies in the rule of 
law in Singapore. SIDNEY JONES 
New York Asia Watch 


I ours were not started by company 
Tae SHROFF column Bangkok's bull-won- 
ders [15 June] contained several inac- 
curacies: 

P» The managing director of Star Block, 
Suthep Bulakul, is not a brother of Charles 
Ma Chan Lee and Sirichai Bulakul, but is a 
cousin. 

> The historical p/e ratio of Star Block based 
on 1988 earnings was not "more than 70," 
but at most 35 prior to its ex-rights date. 

> Star Block was not the first company to 
issue warrants in Thailand, but was the sec- 
ond company to do so. 

> Unlike normal warrant offers, sharehold- 
ers of Star Block do not have to fear dilution 
in the wake of the warrant exercise date be- 
cause the warrants in this case are attached 
to existing shares as part of an overall rights 
issue. 

> The Star Block price did not fall as 
dramatically as your columnist made out. 
The drop from Baht 90 (US$3.50) to Baht 40 
was purely a technical adjustment. Like all 
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rights issues, the price should be adjusted to 
take into consideration the increase in the 
number of shares. This adjustment is made 
on the ex-rights date. In Star Block's case, 
the adjusted price is approximately Baht 
40 


The reason why sums of money have to 
be raised prior to purchasing large proper- 
ties is primarily because interested land-pur- 
chasing parties are required to have ready 
funds prior to negotiations. The company 
was clearly uninvolved in the rumours 
which were freely floating in the Thai equity 
market at that time and over which it had no 
control. 

Money was raised through a rights issue 


solely for specific corporate objectives, one - 


of which is for a major property develop- 
ment project in Thailand's expanding East- 
ern Seaboard. This project was announced 
to the public prior to the capital increase. 
More projects were under negotiation at the 
time and these will be finalised shortly. 

Bangkok SUTHEP BULAKUL 


P We take Khun Suthep's word that the 
rumours did not originate from the company. But 
suspected manipulation of the price was the reason 


given by the Stock Exchange of Thailand for sus- | 


pension of the shares. The p/e ratio of 70 was based 
on year-end earnings and capital as increased by a 
6.3 million share issue in December. 





One 'l' of a mistake 

It was ironic that immediately after reading 
TRAVELLER'S TALES [6 July] in which there 
was reprinted a long article which changed 
“pubic” to “public,” prefaced by the remark 


that the normal misprint is the reverse — | 
what should appear in the same issue, but | 


this sentence: "The basic challenge in Philip- 
pine higher education is: how can access 
and quality be improved without spending 
more pubic [sic] funds?" A Freudian slip by 


the typist? 
Sydney BARBARA LEIGH 
Invitation falls on deaf ears 


I have been attempting to attract an entre- : 


preneur from the Pacific Rim area to develop 
a flour mill in my community. The world's 
best wheat is grown here. A company using 
this wheat to produce its flour, to its specifi- 
cations, should be able to capitalise on this in 
marketing its product. 

My efforts to attract a company from 
Taiwan, South Korea, Singapore and Japan 
have fallen on deaf ears. Can anybody tell 


me why? FRED J. MELLEN 
Bow Island, Alberta, Economic Development 
Canada 


Officer 





Pseudonyms are accepted, but letters intended for 
publication in these columns must bear the 
writer's signature and address. 
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The 4 June massacre 
in Peking has 
triggered a crisis of 
confidence and 
identity in tiny, 
prosperous 
Hongkong. The 
guarded optimism, 
self-interest and 
wishful thinking 
——— ——— which have buoyed 
citizens of the British colony since the 1984 
Sino-British Joint Declaration sealed their 
future under Chinese rule after 1997, have 
been severely tested by the return of a 
hardline leadership in China. But while the 
events across the border have aroused 
local people from their political apathy and 
revived a sense of national identity with 
their fellow Chinese, they also have 
generated conflicting emotions. REVIEW 
editor Philip Bowring reports on the 
anger felt by local people at their 
abandonment by London, which has 
ruled out the right of abode in Britain 

as a means of assuaging local fears. He 
also examines how divisions have 
emerged within local democratic activist 
groups which have seized on the current 
uncertainty to press the British-led local 
administration to establish a more 
accountable and representative 
government, and suggests practical and 
pragmatic action which could help secure 
Hongkong's future. 20 


Cover illustration by Zunzi. 
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Counter-Revolutionary Sorties 


A bomb explosion aboard a train on the 
Guiyang to Kunming railway in Southwest 
China has killed at least four people and 
injured many more. The incident followed 
shortly a train bombing near Shanghai on 
27 June in which four people died. Officials 
believe these incidents are the work of 
underground activists involved in the 
recent "counter-revolutionary" turmoil. 
Although law and order has been largely 
restored around the country, the 
authorities say that "counter- 
revolutionaries" are still at large, and 
unrest continues. Large quantities of 
firearms — estimated at 100-700 rifles by 
foreign military attachés — that fell into the 


Regional Affairs 
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Strife-torn Sri Lanka (13). 





Asean: Foreign Relations 

Asean's six member states warily agree to 
attend an Australia red meeting 
that will consider increasing Asia-Pacific 
economic cooperation 10 

Japan: Elections 

The candidate list for this month's upper 
house poll shows both the major parties’ 
willingness to abandon past support 


groups to appease a changing 
electorate 11 


Singapore : Immigration 

Hongkong residents apply in droves to 
take advantage of liberalised rules for 
permanent residence in Singapore 12 
Sri Lanka : Politics 

The Premadasa government, after 


intensifying its campaign against Sinhalese 


hands of students and civilians in Peking 
when the army entered the city in early 
June, are still unaccounted for. There have 
been various shooting incidents against 
martial-law troops in Peking during the 
past few weeks. 


Falling Frequency 

Japanese airlines are planning to cut the 
frequency of their China services because 
of a sharp fall in passenger load factors 
since the Tiananmen Square incident. 
Load factors on flights between Tokyo and 
Peking have fallen from over 80% in April 
to around 15% as a result of tourist 
cancellations. 


Arms From Abroad 

Four ships from Burma's state-owned Five 
Star Shipping Line — the Sagaing, 
Magwe, Pegu and Mandalay — recently 
called at ports in West Germany, Britain, 
Belgium, the Netherlands, Yugoslavia and 
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3 rebels, now faces the prospect of the 


Indian Government refusing to meet a 
deadline to remove its troops from the 
troubled island 13 


China : Media 

Peking chides the Hongkong media for its 
reporting on the killings and turmoil of 
recent weeks 19 


Thailand : Politics 

The Chatichai government's recent 
ham-fisted moves expose its 
vulnerability 24 


Burma : Demonstrations 
Anti-government protests marking a 1962 
massacre of students evoke echoes of 
military's bloody suppression of street 
demonstrations last year 26 


South Korea : Opposition 

Opposition leader Kim Dae Jung's party 
faces a crisis as a scandal involving its 
members' secret contacts with North 
Korea comes to light 27 


Bangladesh : Constitution 

The opposition criticises a constitutional 
change by the ruling party as an attempt tc 
legitimise President Ershad's rule and 
prevent a return of parliamentary 
authority 28 


Soviet Union : Foreign Relations 
Soviet-Japanese relations continue to be 
marred by the unresolved, and probably 
insoluble, dispute over the Kurile 
Islands 30 


Italy. Several of the ships are reportec w 
have carried arms and ammunition back to 
Burma. One ship unloaded silver bars in 
Belgium to pay for the equipment. 
Although arms shipments to Burma have 
been previously reported from Singapore 
and Pakistan, these are the first confirmed 
consignments from Europe since last 
year's military takeover in Rangoon. 


The Granny Grapevine 


The Chinese authorities have revived an 
unusual source of intelligence in their 
continued hunt for pro-democracy 
dissidents. Old women in city 
neighbourhoods have been passing 
information on any suspicious-looking 
strangers in their areas. Grandmothers 
were active in the neighbourhood 
committees used in the past to assert social 
control over citizens' activities. During the 
Cultural Revolution grannies were the 
successful enforcers of birth control over 
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China : Purge 

A report to the National People's Congress 
provides the first detailed outline of ousted 
party chief Zhao's alleged crimes 32 


South Korea/US : Relations 
Washington's ties with Seoul are becoming 
difficult to manage as democratic pressures 
emerge in South Korea 33 


Arts and Society 


Vietnam : Education 
Admission to the country’s first private 
university will be based on merit, not class 
background, and teaching of Marxist 

‘ory will be less rigid; according to 
-...Kation chiefs 36 


Business Affairs 


Philippines : Borrowing 

Manila's aid programme has been turned 
into a successful publicity campaign to beef 
up investor confidence despite the lack of 
new money 44 


Indonesia : Banking 

Jakarta uses financial liberalisation to push 
down interest rates and force foreign 
banks to inject more capital into their local 
operations. 45 

Private banks battle for consumer market 
share 46 


Thailand : Transport 
Bangkok's long-awaited mass transit 
Skytrain project is delayed again 47 





_ ngwomen, checking on pregnancies 
and persuading the errant to undergo 
abortions. These committees fell into 
disuse in the past decade as the regime 
relaxed its controls. 


Bribing the Masses 
North Korean citizens 


were given a one 
month salary bonus 
just before the 
opening of the 1-8 July 
World Youth Festival 
in Pyongyang. Part of 
the aim was to help 
pacify the population 
as the more than 
15,000 foreign 
delegates had unprecedented access and 
freedom to mingle with ordinary North 
Koreans, normally isolated from contacts 
with foreigners. Authorities may have 
feared some rumblings of popular 
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South Korea: Industry 

Seoul's hopes of a construction and trade 
bonanza following the end of the Gulf War 
begintofade 48 


US-Japan: Technology 
Despite Washington's strengthened 
intellectual property laws and Tokyo's 
desire to do more creative 
research, the flow of US technology across 
the Pacific to Japan continues unabated 50 
However, the US' innovative start-up 
companies are increasingly reliant on 
Japanesecash 51 
And Japan also dominates the microchip 
production equipment industry 52 


Japan: Policies 

Tokyo reluctantly concedes US demands 
for a share of the mobile phone market 56 
Motorola stays one step ahead of Japanese 
rivals 57 


Singapore : Finance 

A boom in warrant issues in Singapore 
pushes up stockmarket turnover but poses 
future problems 64 


Taiwan: Banking 

Economic planners hope banking law 
reforms will help ease pressure on the 
island's overheated economy 65 


Malaysia : Telecommunications 

The country's recently corporatised 
state-owned telecoms group STM reports a 
big increase in earnings and now looks set 
for privatisation in 1991 66 


discontent at the resources expended on 
constructing facilities and entertaining 
delegates to the festival. The largest 
international event to take place in the 
normally reclusive country was marred 
only by some Scandinavian delegates 
protesting human-rights abuses during 
the opening ceremony attended by leader 
Kim II Sung. 


Having Second Thoughts 
Hongkong business groups who are 
supposed to be uniting to launch a massive 
campaign in Britain for the right of abode 
for the territory's citizens are showing 
increasing signs of reluctance to push the 
issue as hard as they had earlier pledged. 
Instead of an advertising, public relations 
and lobbying blitz masterminded by 
international advertising agency Saatchi 
and Saatchi, the groups are settling, after 
much discussion, for a low-key lobbying, 
campaign “to explain the position to MPs.” 
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Reluctance seems not to be over the cost — 
US$3 million or so — but the unwillingness 
of certain large groups to risk making 
themselves unpopular with the authorities 
in both Peking and London. One 
originator of the idea described their 
attitude as: “A pathetic display of inertia 
and gutlessness." 


Lotte Looks at New Jersey 

Shin Kyuk Ho, chairman of South Korea's 
entertainment and food conglomerate the 
Lotte Group, is negotiating with New 
Jersey authorities to purchase a major land 
holding next to the Meadowlands sports 
complex just outside New York City. If 
successful, Shin plans to build a giant 
version of the recently opened US$1 billion 
Seoul Lotte World indoor mall and 
entertainment park called "Wonders of 
Lotte." The New Jersey park's price tag is 
pegged at US$2-3 billion and Lotte officials 
expect it will take five years to build. 
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RELATIONS 


Asean warily agrees to discuss Australian trade proposal 


Pacific possibilities 


By Suhaini Aznam in Bandar Seri 
Begawan 


sean has taken its first tentative 
steps towards entering an enlarged 
economic relationship encompas- 
sing the Asia-Pacific region, despite 
deep reservations about being subsumed by 
the region's super-economies. 

At the close of a series of discussions dur- 
ing the Asean post-ministerial conference 
held here from 6-8 July, the six member 
states agreed to attend an exploratory meet- 
ing to discuss Australia's Asia-Pacific Coop- 
eration (APC) proposal — while stressing 
that their participation was neither a com- 
mitment to the APC nor was the meeting to 
be a forum for launching the APC. 

Asean has made it clear it wants to main- 
tain present mechanisms, such as its 
dialogue channels with its major trading 
partners, Equally, it does not want the 
grouping to be constricted by institutional 
structures or turn into a regional trading bloc 
that would contradict Gatt and free trade 
principles. 

Despite these conditions, the Australians 
were relieved. They had not expected to see 
the APC on the agenda of the meetings in 
Brunei, and were keenly aware of Asean's 
anxieties about losing control of its eco- 
nomic direction to the US, Japan and Aus- 
tralia. 

Australian Minister of Foreign Affairs 
and Trade Gareth Evans promptly an- 
nounced Australia would issue invitations 
to the Asean countries, Japan, the US, 
Canada, New Zealand and South Korea on 
his return to Canberra, the venue of the 
exploratory meeting scheduled for early 
November. 

The idea of a regional economic arrange- 
ment is not new, having been mooted by Ja- 
panese, South Korean and US leaders since 
the early 1980s. But Australia, apparently 
concerned it may be left on the sidelines if 
the initiative were spearheaded by Seoul or 
Tokyo, seized upon the idea. In diplomatic 
terms, Australia scored a point in that the 
initiative, first enunciated by its Prime 
Minister Bob Hawke in Seoul during Janu- 
ary, was presented to Asean as an Austra- 
lian effort, encouraged by Japan and en- 
dorsed by the US. 

In the original Australian concept, the 
APC would exclude the US and Canada, but 
when Hawke's special envoy, Richard 
Woolcott, visited the Asean member states 
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earlier this year, he discovered they actually 
preferred US and Canadian participation. 

Japan, which could become a major 
beneficiary of the proposed APC , was con- 
cerned that the proposal had run aground 
when the six Asean foreign ministers issued 
a joint communique on 4 July, before meet- 
ing the dialogue partners, dismissing the 
APC initiative in four lines. 

At the end of the week's meeting, an 
Australian official evaluated Asean's re- 
sponse as "four positives and two non-com- 
mittals," the latter being Indonesia and 
Malaysia. 

In the event, Tokyo played a role de- 
scribed by officials as “supportive, construc- 
tive and not at all aggressive." Japan shared 
Asean's view that the new cooperation 
should be open and multilateral and that an 
Asean consensus was important, and it rec- 
ognised that the cooperation would of 
necessity have to be multi-faceted given the 
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diversity of political and economic systems 
in the Pacific Rim. 

Indonesia, which has traditionally held 
itself as something of a leader in Asean, was 
even more specific: the proposal could 
create a dangerous North-South conflict, 
making the cooperation itself meaningless. 
One Asean official described Indonesia as 
being “cautious rather than negative” be- 
cause unlike Singapore, Jakarta considered 
the political implications of the APC as more 
important than its economic benefits. Un- 
less there are clear lines as to what sort of 
cooperation was contemplated, with details 
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of structure and membership, Indonesia 
would not be able to participate, said an 
Asean official. 

The APC proposal drew a predictably 
sharp reaction from the EC, which said the 
grouping could turn into a regional trading 
bloc — a concern shared by Asean which is 
bound by Gatt to free trade. “Our message 
to Australia is a storm warning. If they go 
ahead with the plan, there will be a storm,” 
one EC official said. “We cannot accept a 
forum of this kind, in which 50% of ou: 
ternal trade would be discussed [but, 
which the community would not partici- 
pate,” EC Commissioner Juan Abel Matutes 
said. 

However, after watching Asean's initial 
coolness thaw into qualified support follow- 
ing three days of talks, the EC approached 
Evans for some role — whether as observer 
or participant remains unclear — at the Can- 
berra meeting. Evans retorted that he found 
it “a little cheeky” for the EC first to attack 
the proposed grouping and then ask to join 
in. "We see this in the first instance as a 
forum for countries in the geographic region 
of the Asia-Pacific," he said, dismissing the 
request. 


ny attempt to link the Asia-Pacific 
economies will be fraught with dif- 
ficulties — some political and 
others of defining just which na- 
tions qualify. Participation by China. 
Taiwan and Hongkong promises te 
loaded with political complications. Austra- 
lia would prefer to include China, while rec- 
ognising the problem then posed by 
Taiwan, whose economic dynamism cannot 
be ignored, and of Hongkong which reverts 
to Chinese rule in 1997. 

Conversely, US Secretary of State James 
Baker said in Brunei that China was not yet a 
market economy and its future remained 
unclear in the wake of the recent military 
crackdown on student demonstrators. 
Some Asean nations cautioned it would be 
difficult to include China and refuse any role 
to the Soviet Union, which also borders the 
Pacific. 

New Zealand stressed the need to in- 
clude the small island states of the Pacific, a 
view supported by Asean which, as one offi- 
cial said, knew "only too well how it felt to 
be left out of this and that grouping." An 
Australian official said the island economies 
may be represented through Papua New 
Guinea or the Pacific Forum. 
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The push for the APC comes in the wake 
of the US and Canada signing a free trade 
agreement and the EC move towards a 
single market by 1992, leaving the export- 
dependent Asean countries concerned 
about their access to North America and 
Western Europe. 

At present, more than 70% of Asean's ex- 
ternal trade is within the Asia-Pacific region. 
At the Manila summit in 1987, Asean had in 
fact resolved to shift its emphasis from re- 
gional politics to economic issues — the 
stated objective behind Asean's formation in 
1967. 

But the competing economies of the 
member nations have made such coopera- 
tion difficult. And despite its common stand 
that Asean does not want its role in charting 
the region's economic future diminished, 
one Asean official admitted that the APC con- 
figuration did not really change the fact of 
US and Japanese economic dominance, 

h or without the apc.” 

Nhile Asean is united in some of its con- 
cerns, differences remain on specific issues. 
Asean economic ministers are expected to 
discuss a common stance on the proposal 
when they meet, probably in September. 
Singapore, Asean's only newly indus- 
trialised country, was said to be the most in 
favour of the APC proposal, while Malaysia 
and Indonesia — two key members of the 
non-aligned movement — appeared to har- 
bour the greatest reservations. They would 
find it difficult, for example, to justify the in- 
clusion of South Korea but not North Korea. 

Among the Asean members, Indonesia, 
Singapore and Brunei do not have diploma- 
tic ties with Peking. Indonesia's plans to re- 
vive the frozen diplomatic ties with China 
have been set back by the May-June violence 
in Peking. But it is a matter of time before 
Jakarta opens its embassy in Peking. Singa- 
pore and Brunei could follow soon after. 

Whatever the APC's configuration, the 

'osal itself has provided Asean with a 
rresn item on its agenda at a time when the 
Cambodian issue, a major rallying point for 
the past 10 years, moves on to the interna- 
tional stage with the Paris talks at the end of 
July. “We will have to find new rallying 
points,” said Singapore Foreign Minister 
Wong Kan Seng. “The task ahead is to en- 
sure that Asean continues to be relevant to 
each of us as we calculate our national in- 
terests and face future challenges.” 

Those who wonder what will now hold 
Asean together have missed the point of 
Asean’s function as a “conflict reduction 
mechanism,” an Asean official said. 

“All Asean members have found Asean 
useful. The issues which divided the Asean 
neighbours in the 1960s — confrontation be- 
tween Malaysia and Indonesia, Singapore's 
separation from Malaysia, the Sabah claim 
between Malaysia and the Philippines — 
have become irrelevant or at least muted, in 
the day-to-day dealings between them 
today." E] 
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JAPAN 


Mayor parties adopt new-look candidates for elections 





By Charles Smith in Tokyo 


T he 23 July election for half the seats in 





the upper house of Japan's parlia- 

ment could mark a victory for 
women and intellectuals over old fashioned 
organisation men. At least that is the mes- 
sage conveyed by the candidate lineup an- 
nounced by the two main parties for the 
proportional representation constituency 
from which just over one-third of all success- 
ful candidates will be chosen. 

The ruling Liberal Democratic Party (LDP) 
has made what looks like a desperate at- 
tempt to stave off defeat by awarding first 
place on its list of candidates to a female ex- 
bureaucrat who was once a divisional direc- 
tor in charge of nursing at the Ministry of 
Health and Welfare. The Japan Socialist 
Party (JSP), not to be outdone, has included 
four women in the top 12 candidates on its 
list. In the past, both parties have come up 
with lists of candidates which appeared to 
be virtually dictated by their supporting or- 
ganisations — big business, religious organi- 
sations and the bureaucracy in the case of 
the LDP and the trade union movement in 
the case of the JSP. 

The attempt to create a fresh image by 
putting up “real people" as candidates could 
make the 1989 election campaign one of the 
most colourful in years. But LDP-watchers in 
particular are worried that the party's at- 
tempt at headline-grabbing could land it in 
trouble at the more crucial elections due by 
the middle of 1990 for the more powerful 
lower house of parliament. 

The Lpr’s hold on political power is 
closely related to its links with the Ministry 
of Transport, Ministry of Finance (MoF), 
and Ministry of International Trade and In- 
dustry (Miti), all of which appear to been 
snubbed in the running order set for the 
1989 election. If the Mor and Miti fail to get 
their men elected this month, relations with 
the LDP could cool markedly and the bureau- 
cratic network might prove a less reliable 
source of support at the lower house poll. 

The sense of disillusionment felt by the 
bureaucratic contingent could be all the 
greater given the vast sums of money some 
of its members are believed to have spent in 
order to secure favourable places on the 
LDI"s list of candidates. According to To- 
moaki Iwai of Tokiwa University, one re- 
tired MoF bureaucrat, Yasumasa Narasaki, 
may have spent as much as ¥1.5 billion 
(US$10.78 million) on sponsoring some 
380,000 new LDP members in an attempt to 
impress party officials responsible for mak- 
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Women win out 


ing up the party's list of proportional rep- 
resentation candidates. 

In the 1986 upper house election, this 
would probably have been enough to secure 
one of the top 10 positions on the list. But 
Narasaki's actual position at No. 18 on a 
list of 25 LDP upper house candidates means 
he has almost no chance of getting elected. 
Political pundits believed the LDP would be 
lucky to win enough votes in the propor- 
tional representation constitutency to get 
more than a dozen seats. 

The LDP should fare better in the prefec- 
tural constituencies which will send another 
76 MPs to the upper house, but probably 
not enough to win the total of 54 seats 
needed to retain an overall majority. 

Former bureaucrats are not the only 
group of candidates who appear to have 
been sacrificed by the top LDP officials re- 
sponsible for fixing the running order in the 
proportional representation constituency. 
The last 10 names on the list include no 
fewer than four members of the intra-party 





Doi: symbol of victory. 


faction supporting former prime minister 
Yasuhiro Nakasone. The four Nakasone 
supporters include two ex-bureaucrats 
(from the Prime Minister’s Office and the 
Education Ministry) and the wife of one of 
the former prime minister's key advisers on 
foreign and defence policy. 

LDP insiders claim that Nakasone himself 
requested a favourable position on the list 
for the last of these but was turned down on 
the grounds that the party's electoral pro- 
spects are too grave for “personal” factors to 
be considered. The only Nakasone faction 
member among the top 10 on the LDP list is 
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Eita Yashiro, a former television comedian 
who suffered paralysis of both legs after fall- 
ing from a stage during a performance. 

Party bosses evidently judged that 
Yashiro's status as a "talent" and a welfare 
"symbol" could help pull in votes for the 
party. They also decided to overlook the fact 
that Yashiro had sponsored "only" 50,000 
new LDP members (costing him an esti- 
mated Y200 million) during the run-up to 
nomination day. 

The prominence given to "poor but po- 
pular” candidates in the LDP’s list reflects the 

party's reading of the 2 July Tokyo munici- 
pal election result when it suffered a disas- 
trous 30% fall in its share of the popular 
vote. LDP strategists may have concluded 
that they went disastrously wrong by 
nominating too many male candidates in 
Tokyo and thus failing to take advantage of 
the so-called "Madonna wind" (a piece of 
media jargon referring to the high participa- 


tion of female voters in recent elections). 

The fact that most young candidates won 
in the Tokyo poll while many older ones lost 
was seen as another warning for the upper 
house poll. The top 10 candidates on the LDP 
upper house list boast an average age of 55 
while the bottom 15 are on average over 60. 
Sitting members of the upper house also 
crowd the lower ranks of the list while those 
at the top consist mainly of fresh faces. 

The LDr's decision to put youth and sex 
appeal ahead of organisation in its upper 
house election strategy represents a victory 
for Ryutaro Hashimoto, the party's 51-year- 
old secretary-general. Hashimoto is known 
to have quarrelled sharply over the final run- 
ning order with Shin Kanemaru, a senior 
party figure who is sometimes referred to as 
the "godfather" of the previous prime 
minister Noboru Takeshita, but seems to 
have won out on most of his nominations. 

Within the jsp, chairwoman Takako Doi 





SINGAPORE 


Passport offer spurs a Hongkong stampede 


Blood transfusion 


By N. Balakrishnan in Hongkong 
Gono which normally takes in 


only professionals and millionaires as 

immigrants, has liberalised its laws to 
include high-school graduates and those 
with smaller sums to invest so as to take ad- 
vantage of the swelling number of people 
who wish to move out of Hongkong, which 
faces an uncertain future under Chinese rule 
after 1997. 

Unveiling the new policy on 10 July the 
government was careful to stress that the in- 
flux of Hongkong Chinese into Singapore 
would not be allowed to upset its ^multira- 
cial character." But the move seems certain 
to upset the country's Malay and other 
minorities which are already worried about 
growing Sinification of Singapore under a 
"national ideology" based on Confucian 
values. 

Singapore's current population of about 
2.6 million has a racial mix of 76% Chinese, 
15% Malays and 6% Indians. The govern- 
ment has been concerned that the largely 
unskilled and poor Malay population has 
been growing faster than the Chinese. If 
fully implemented, the new immigration 
policy is expected to add about 100,000 
Chinese in the next eight years and increase 
the proportion of Chinese in Singapore's 
population to about 80%. 

Since 1988, Singapore has granted per- 
manent residency to about 1,200 people 
from Hongkong but only about 20 were said 
to have actually relocated. But the first 
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morning Singapore authorities began re- 
ceiving applications under the new re- 
gulations in Hongkong, the crowd, esti- 
mated at 10,000, became so large that they 
decided thereafter to supply forms by post 
only. 

Under the newly liberalised laws, appli- 
cants are required to have a salary of more 
than $$1,500 (US$765) a month and possess 
five passes in the "O" level of the General 
Certificate of Education or have "acceptable 
trade certificates or equivalent qualifica- 
tions." 

The rules for the business migration 
scheme, which until now have required an 
approved investment of S$1 million, also 
will be relaxed and those with approved in- 
vestments will be granted permanent resi- 
dency even if the investment 
is less than S$1 million, and 
part of the investment can be 


in property. 
The Singapore scheme is 
particularly attractive to 


would-be emigrants from 
Hongkong because it does 
not require them to move to 
Singapore as do immigration 
requirements in other 
favoured destinations such 
as Canada and Australia. 
The emigrants can stay in 
Hongkong for five years after 
the approval of permanent 
residency, which can be ex- 
tended by another five years 
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Lee: new source. 


scored a similar victory over conservatives 
who were anxious to preserve links with the 
union movement. The top four places on 
the JSP list went to a university professor, a 
former UN official and a pair of journalists, 
leaving trade unionists well down the list. In 
1986 eight out the nine JSP cadidates who 
made it into the upper house through the 
proportional representation system were 
directly nominated by unions. 

Doi's boldness means the jsP may be tak- 
ing the same risks with its labour unions that 
the LDP has taken by dumping its bureau- 
crats, but officials claim their strategy al- 
ready is paying off handsomely. Party sur- 
veys suggest that some 22-23% of the electo- 
rate may vote JSP in the next election com- 
pared with a steady 18% in most recent 
polls. If this turns out to be right the JsP could 
win enough seats to break the LDP 
stranglehold on the upper house for the first 
time since the 1950s. * 


if necessary. This means that the Hongkong 
emigrants can remain in the territory until its 
scheduled reversion to Chinese rule, before 
making up their minds about migrating to 
Singapore. It also means that those who are 
granted Singapore residency can continue 
to apply to other more desirable destinations 
and settle for Singapore if those applications 
fail. 

Ironically, Singapore also has a problem 
of migrant outflows of its own. About 4,000 
of its citizens are said to have emigrated last 
year — mostly to Australia and Canada — 
the pace of exits having quickened in recent 
years. On the other hand, some 6,300 for- 
eigners were said to have taken up Singa- 
pore citizenship last year. 

Since its independence from Malaysia 
in 1965, Singapore's main source of 
immigration has been Malaysia's Chinese 
middle class which has seen its opnor- 
tunities shrinking under the coun 
New Economic Policy, which gives preter- 
ence to Malays in jobs and investment. 
Singapore had classified Malaysia as a 
"traditional" source and given preference 
to Malaysians over those from South Asia in 

its policy of granting 
: work permits to work in 
* the republic's booming con- 
£ struction and ship repair sec- 
tors. 

But as Singapore Prime 
Minister Lee Kuan Yew 
noted last year, this source 
has been drying up with the 
Malaysian Chinese leap- 
frogging over Singapore 
to go directly to Australia 
as the latter has liberalised 
its Own immigration laws. 
Hongkong has thus become 
the next available pool of 
people acceptable to ee 


pore. 
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Prémadasa confronts JVP and India 


Fighting on two fronts 


By Manik de Silva in Colombo - 


he Sri Lanka Government's profess- 
ed determination to take on the left- 
wing Janatha Vimukthi Peramuna 
JVP) has not yet broken the back of a 
vp-backed bus strike now heading into 
ts fourth week. While the military have 
»een operating a fraction of the state-owned 
»us fleet, the rebels have succeeded, 
hrough murder and threats, in keeping pri- 
vate buses off the roads and resulted in a 
ikeleton train service — further adding to 

country’s already chronic economic 
^4 ..lems. 

Foreign Minister Ranjan Wijeratne, in his 
'apacity as deputy defence minister with re- 
sponsibility for the government's counter-of- 
ensive against the JvP, announced a series 
of measures approved by cabinet to meet 
he rebel challenge. He said troops were 
»eing deployed at full strength and given ex- 
tensive emergency powers of search and de- 
iention. "We have given orders to shoot at 
sight, arrest, detain or deal with inciters in- 
cluding trade union officials, 
strikers and all troublemakers 
attempting to disrupt normal 
ife." 

There were clear indications 
earlier that the government 
was preparing a tough line 
against the JVP when it an- 
nounced the closure of all 
schools, the imposition of press 

rship (which covers files 
1» eign publications such as 
the REVIEW) and the general 
mobilisation of the volunteer 
force to reinforce the military. 
While many of the volunteers 
^ad been previously called up, 
the general mobilisation deci- 
sion was intended to allow the 
military to crack down hard on 
those Wijeratne described as 
"gun-toting criminals attempt- 
ing to overthrow a democratically elected 
government." 

While the government was preparing its 
plan for an anti-subversive offensive, Presi- 
dent Ranasinghe Premadasa indicated in 
several public speeches that he would not 
backtrack on his demand that the 45,000- 
strong Indian Peace-Keeping Force (IPKF) be 
withdrawn by 29 July — the second anniver- 
sary of its arrival in Sri Lanka. Although Pre- 
madasa has not succeeded in undercutting 
the JVP's position by seizing its main de- 
mand that the IPKF be withdrawn, he has 
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also given no indication that he is open to 
New Delhi's suggestion of a phased with- 
drawal. Premadasa has made it clear that the 
IPKF can remain in Sri Lanka only at the pre- 
sident's invitation, and his demand that 
they leave still stands. 

On 7 July, in response to a request in par- 
liament from a member of his ruling United 
National Party, Premadasa published the 
full correspondence between himself and 
Indian Prime Minister Rajiv Gandhi on the 
issue of the IPKF withdrawal. These ex- 
changes revealed that Premadasa had re- 
jected Gandhi's position that the IPKF, under 
the terms of the 1987 Indo-Sri Lanka accord, 
had a mandate for assuring the physical 
safety of all communities in the Northeast- 
ern province. He also refused to accept Gan- 
dhi's contention that the implementation of 
the accord — including devolution of pow- 
ers to provincial councils — is in any way 
linked to the withdrawal of the Indian 
troops. 

"Any interpretation of the agreement 
which seeks to provide a mandatory role for 





Tamil rebel pays ENEE to fallen PORTE fighting talk. 


the government of India or its armed forces 
within Sri Lanka, other than at the express 
request of the government of Sri Lanka, 
would constitute a serious interference in 
the internal affairs of a friendly sovereign 
country and a gross violation of the per- 
emptory forms of international law," Pre- 
madasa wrote. "I am sure that such is not 
your intention." 

The thrust of Gandhi's argument was 
that the militant Tamil groups were per- 
suaded to support the Indo-Sri Lanka agree- 
ment and join the democratic process within 
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the framework of a united Sri Lanka on the 
basis of assurances the Tamil majority 
Northeastern province be given substantial 
devolved powers. "Our two governments 
are therefore morally and legally bound to 
ensure that the Tamils are given the au- 
tonomy they were promised . . . we must 
jointly draw up a mutually agreed schedule 
for the full implementation of the Indo-Sri 
Lanka agreement and the complete with- 
drawal of the IPKF. The two have to be joint 
parallel exercises," Gandhi said. 
But Gandhi has been unable to meet ef- 
fectively Premadasa's point that the IPKF 
has, in two years, been unable to do what it 
had undertaken to accomplish in 24 hours 
— disarm the dominant separatist Libera- 
tion Tigers of Tamil Eelam (LTTE). India con- 
tinues to ignore the Sri Lanka president's de- 
mand that the IPKF end its anti-LTTE offensive 
following peace talks between Colombo and 
the LTTE and the agreement by the two sides 
for a halt to hostilities. The IPKF has thrown 
all its resources into its war against the LTTE, 
raising questions over whether the Indians 
had failed to fully commit their forces during 
earlier campaigns. 
New Delhi's present strategy appears to 
be dictated by the need to reduce the LTTE's 
military capability as far as possible in order 
to buy time for its protégé, the Eelam 
People's Revolutionary Liberation Front — 
which controls the Northeastern provincial 
administration — before any IPKF with- 
drawal. 

$ With the 29 July deadline 
fast approaching and the prob- 
lems in the Sinhalese majority 
areas of Sri Lanka's southern 
and central regions increasing, 
it is still unclear what Pre- 
madasa will do if India refuses 
to withdraw its forces. 

While the Colombo press 
has been giving prominence to 
Indian pro-withdrawal opin- 
ions — including the view of 
New Delhi's former foreign 
secretary A. P. Venkateswaran 
that a continued IPKF presence 
against Colombo’s wishes 
would place India at risk of 
being branded an international 
outlaw — Gandhi cannot af- 
ford to lose face in an election 
year with an ignominious end 

to his Sri Lankan adventure. He also cannot 
ignore the mood of his army, which has 
borne the brunt of the fighting with some 
900 dead and thousands wounded. 

While diplomats and analysts in Col- 
ombo agree a solution must be found, no 
ideas are forthcoming. Premadasa, mean- 
while, is under increasing pressure to re- 
store law, order and stability within the 
Sinhalese community, where the JVP has 
succeeded in creating conditions similar to 
those that prevailed in the Tamil areas dur- 
ing the worst of the disturbances. = 
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REGIONAL AFFAIRS 


Lee to become cabinet 
minister on retirement 


> Singapore Prime Minister Lee Kuan 
Yew, 65, will take up a senior cabinet 
position on his retirement, according to 
Deputy Prime Minister Goh Chok Tong 
whois scheduled to take over as prime 
minister in 1990. The announcement 
quelled speculation that Lee would become 
the first to hold a new position of elected 
executive president, which it was thought 
would be introduced soon under a 
constitutional change. 


US partially lifts 
China trade sanction 


> The US State Department on 7 July 
partially lifted trade sanctions against 
China, imposed a day after the 4 June 
Peking massacre, to allow the delivery of 
four Boeing jet aircraft. Their delivery had 
been held up because their navigational 
systems were covered by the sanctions. 
Officials said the waiver was "in keeping 
with [US President George] Bush's intent 
not to disrupt non-military commercial 
trade with China," but it is being criticised 
by congressmen who have voted to write 
the China trade sanctions into law. 


Thai constitution amendment 
passes second reading 


> A joint session of Thailand's House of 
Representatives and the senate passed the 
second reading of a constitutional 
amendment on 10 July making the speaker 
of the House the president of parliament. 
Currently this position is held by the head 
of the senate. Anticipated opposition from 
military officers in the senate did not 
materialise, with a majority in both houses 
voting for the amendment. The amendment 
will have its third and final reading on 28 
July. 


UN officials to train 

Asean on refugee screening 

> Officials from the UN High 
Commissioner for Refugees (UNHCR) are 
training government personnel from Asean 
countries on how to screen Indochinese 
refugees, following the adoption last month 
by an international conference of tough new 
rules to stem the tide of Vietnamese boat 
people into neighbouring countries. Under 
the new system, only refugees considered 
victims of persecution will be given 
sanctuary and resettled in third countries, 
according to Dennis McNamara, deputy 
director of the UNHCR legal division in 
Geneva. Those classified as economic 
migrants will be encouraged to repatriate 
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voluntarily. Training seminars are being 
held in the Philippines, Indonesia, Malaysia 
and Thailand. UNHCR officials have been 
involved in monitoring the screening of 
refugees in Hongkong which began in June 
1988. A steering committee meeting on 
refugee screening will b held in Bangkok 

at the end of the month, with a full- 

scale review scheduled for October in 
Geneva. 


Burmese troops pursue 
guerillas into Thailand 

> About 400 Burmese troops in pursuit of 
fleeing ethnic guerillas crossed into 
Thailand on 10 July. The incursion took 
place near the northwestern Thai town of 
Mae Hong Son. The Thai media reported 
that the intruders seized a Thai power 
station, though local sources said that it was 
only a shed with a petrol-powered 
generator. The Burmese troops withdrew 
after spending about a day on the Thai side. 
No clashes with Thai forces were reported. 
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South Korea stiffens 
ban on teacher unions 


> South Korean primary and secondary- 
school teachers trying to organise 
independent trade unions will be fired, the 
Education Ministry announced on 9 July. 
The tough statement came following an 
abortive attempt to launch a union on a 
nationwide basis by some 1,800 teachers in 
defiance of a government ban. President 
Roh Tae Woo in his weekly broadcast said 
on 10 July that the government would 
allocate an additional Won 470 billion 
(US$706.8 million) starting next year to 
improve teachers' salaries and ease 
congested classrooms, but said he would 
not allow the classroom to become "a 
battleground of struggle" by left-wing 
teachers. 
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Pakistan to rejoin 
the Commonwealth 
P» Afteragapofl7 WEE 
years, Pakistan is 

set to rejoin the 
Commonwealth. The 
Commonwealth 
Secretariat announced 
during a recent visit to 
Britain by Pakistani 
Prime Minister 
Benazir Bhutto, that 
all the members of the 
grouping had voiced their support for 
readmitting Islamabad, which had walked 
out in 1972 in the wake of the creation of 
Bangladesh, formerly East Pakistan. In the 
early 1980s, then president Zia-ul Haq 
wanted to rejoin the Commonwealth, E 
India objected to the proposal. With the 
return of democracy to Pakistan after 
Bhutto was elected prime minister, India 
withdrew its objection, paving the way for 
Pakistan's readmission. 





Lee Huan knocks back 

son's election bid 

> Taiwan Prime Minister Lee Huan's son, 
Ching Hwa, bowed out of a legislative 
election primary under pressure from rival 
candidates in the ruling Kuomintang. To 
spare himself political embarrassment, the 
prime minister earlier had instructed the 
party's top election strategist to deny his son 
a ticket even if he won the primary. 
Ironically, the younger Lee had to announce 
his withdrawal at the same time as revealing 
a diplomatic coup. Lee, who heads 
Taiwan's Olympic Committee, had just got 
word through his mainland counterpart 
that Peking had released Huang Teh-F 
Taiwanese reporter detained on 3 July tor 
meeting with fugitive student leader Wang 
Dan. However, despite the release, the 
affair appeared likely to end a brief spate of 
first-hand China coverage, with Taiwan 
journalists in future allowed into China only 


on time- and place-specific permits. 


a 
. REVIEW changes 


> Effective 15 August, Tom Eglinton will 
succeed Charles Stolbach as publisher of 
the Far Eastern Economic Review and 
managing director of its parent, Review 
Publishing Co. Eglinton is currently 
publisher of The Wall Street Journal/Europe. 
At the end of September, Derek Davies will 


| retire as editor-in-chief of the REVIEW but 


will remain with the group as a consultant 
editor and continue to write TRAVELLER'S 


TALES. 
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IVECO: in 1975, four prestigious tra- 
de-marks, FIAT, MAGIRUS, UNIC 
and OM, are grouped under one name. 
IVECO: a complete range of trans- 
port vehicles with high performance 


BORN IN EUROPE, z^ 
e AT HOME IN THE WORLD. 


IVECO: a growing organization 
offering 3.500 service points and a 
network of professional dealers. 


IVECO 


THE BEST OF EUROPEAN TECHNOLOGY. 

















IVECO NETWORK: 

AUSTRALIA: INTERNATIONAL HARVESTER (IHAL), South Melbourne. BRUNEI: CHAMPION MOTORS BRUNEI, Negara 
Brunei Darussalam. CHINA: IVECO FIAT REP. OFFICE, Beijing - NANJING MOTOR CORPORATION, Nanjing - CHINA NATIONAL 
AUTOMOBILE INDUSTRY I.E. CORP, Beijing - DIESEL MOTOR REPAIRING FACTORY, Shangai - QINGDAO SIFANG AUTOMOBILE 
REPAIRING PLANT, Qingdao - XUZHOU REFITTING AND REPAIRING PLANT, Huzhou. HONG KONG: GILMAN MOTORS, 
Hong Kong. SINGAPORE: CHAMPION MOTORS (1975), Singapore. THAILANDIA: ANGLO-THAI, Bangkok. 
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bii is ed in Daewoo state-of the-art work in construction, 
telecommunications, shipbuilding, electronics and heavy machinery. Why not 
let the same technology that enabled Daewoo to become one of the world's 
most advanced companies help your own company rise a little higher. 





United has 
the Pacific 


covered. 


United covers more of the 
US. than any other airline. 

But as you can see, we get 
around in the Pacific, too. With 
flights to the U.S. from 13 cities 
in Asia and the South Pacific. 
And an intra-Asia network that 





ò A AP 
connects a host of countries either M 


directly or via our Tokyo hub. 

So while it's convenient to 
think of United as your airline in 
the States, it's good to know e 







also on top of things over 

United also offers som 
travel services. Such as 
concierge service, with its many 
privileges for First Class 
travelers on our transpacific 
routes. Upgrades to First Class 
on direct, connecting flights in 
the U.S. for Business Class 
travelers.' And a preferred 
hotel plan for both classes. 

So whether you're traveling 
in Asia, the South Pacific or to 
the States, fly with the airline 
that has you covered every step 
of the way. 


Call your travel agent. Or call BANGKOK 


United. 


* First Class upgrades in U S. subject to seat availability 
Certain restrictions apply. Call United for details 
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CHINA 


Peking criticises the Hongkong media 


Out of reach 





By Louise do Rosario 
C hina has begun to signal its anger at 





Hongkong for the anti-Peking activi- 

ty carried out from the British terri- 
tory in the past two months, with a public 
chiding of the Hongkong media for its treat- 
ment of the events surrounding the 4 June 
massacre in Peking. But despite its stern 
rhetoric, analysts said China would confine 
its retaliation to verbal attacks as it tries to re- 
store the territory's badly shattered confi- 
'- s in its future after it comes under 

ese sovereignty in 1997, 

Recent events have highlighted the in- 
herent tension involved in the coexistence of 
the different economic and political systems 
of China and Hongkong. But it has been the 
freedom of the press, even more than issues 
such as Chinese dissidents seeking political 
asylum in Hongkong, that has touched Pe- 
king's sensitivities. Hongkong people have 
used many ways — marches, rallies, dona- 
tions and helping Chinese dissidents to es- 
cape — to support China’s democracy 
movement, but the most immediate and 
powerful means has been to 
spread the truth about the mas- 8 
sacre via the Hongkong press. 

A key element in Peking's 
damage-control strategy in the 
aftermath of the massacre has 
been to portray it as having 
been necessary to suppress 
an anti-revolutionary rebellion. 
7 -Hongkong news reports, in 

ese and accessible to many 
mainland residents through 
their Hongkong friends, is seri- 
ously undermining Peking's 
efforts to whitewash the mas- 
sacre. 

Because of the many links 
that bind Hongkong and 
China, it is more difficult to 
control the flow of information 
from Hongkong than, from 
say, the US Government- 
funded Voice of America, 
whose news broadcasts can be jammed. 
Hongkong political activists have organised 
a “one letter, one person” campaign to send 
reports to China to counter the news black- 
out. 

Now that a superficial calm has returned 
to China, Peking has begun to focus its at- 
tention on Hongkong and, particularly its 
media. Since the end of June, there have 
been several articles in the party newspaper, 
the People’s Daily, criticising the Hongkong 
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media for “distorting facts and sensational 
reporting" over the massacre — a drive coin- 
ciding with the tightening up of domestic 
ideology. “Under the instigation of some 
Western and Hongkong media, Hongkong 
and foreign countries performed a farce 
against the Chinese Government, the com- 
munist party and the People's Liberation 
Army and cheated tens of millions of well- 
intentioned people," the newspaper said on 
l July. 

Peking Mayor Chen Xitong's speech to 
the National People's Congress contains the 
most detailed collection of "subversive" 
Hongkong news accounts. He quoted ex- 
cerpts from Ming Pao, the Express, the Hong- 
kong Economic Journal, Wen Wei Po, the Mir- 
ror magazine, the Emancipation Monthly and 
the Nineties Monthly, to support Peking's 
theory that the turmoil was a plot by domes- 
tic and external anti-government elements. 
Although Chen's speech also mentioned 
Taiwan's United Daily, Peking has refrained 
from severely attacking the Taiwan press, 
which it needs to woo for reunification pur- 
poses. For this reason also, Huang Teh-pei, 
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Wen Wei Ponewsroom: Peking line defied. 


the Taiwan reporter arrested in Peking 
recently for allegedly helping student 
leader Wang Dan, was, as expected, re- 
leased. 

In the past, Peking's influence over the 
Hongkong media was exerted through sub- 
tle political and economic pressures on Left- 
leaning Hongkong newspapers. But even 
China-funded newspapers have begun 
defying Peking, leaving it without any vehi- 
cle for launching a counter-media offensive 
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in Hongkong. The authorities' leverage over 
publications such as Wen Wei Po, a long- 
time pro-communist newspaper which has 
turned against Peking, has been reduced be- 
cause its survival is increasingly dependent 
on local circulation rather than funds from 
China. Peking's dilemma is that it cannot 
impose direct heavy-handed administrative 
measures — as it does with mainland publi- 
cations — in the colony. 

By its own standards, Peking's criticism 
of Hongkong has been restrained, stressing 
that most people have misunderstood the 
events and that those who took part in pro- 
democracy rallies would not be punished. 
But such "leniency" is little consolation to 
Hongkong people who have watched how 
Peking made and reneged on similar prom- 
ises to Chinese students. For Chinese na- 
tionals living in Hongkong, there is a strong 
possibility that they will be punished on 
their return to China for taking part in the 
Hongkong protests. 

On several recent occasions, senior 
Chinese officials, including Xu Jiatun, 
China's top representative in Hongkong, 
have defined the limits of dissent in Hong- 
kong. Hongkong people are expected to 
obey Chinese laws when they are on the 
mainland, they said, and Hongkong should 
not be turned into a base to topple the com- 
munist regime. In essence, Peking wants 
money and expertise, but not liberal ideas 
from Hongkong. 

In its handling of Hongkong political ac- 

tivists detained in China for 
4? supporting protesters, Peking 

; has been more restrained, dis- 
playing awareness of Hong- 
kong’s sensitivity even at a time 
of intense domestic political 
nervousness. They were re- 
leased after making statements 
of confession — a marked con- 
trast to the heavy sentences 
meted out to Chinese nationals 
for similar offences. But such le- 
niency is based on current poli- 
tical considerations and not 
institutional safeguards that 
Hongkong people can count on 
in future. As 1997 approaches 
and China increasingly sees it 
as Hongkong's natural duty to 
conform with Peking's political 
line, the scope of permissible 
political defiance might be 
rapidly reduced. 

It will be interesting to see how Peking 
responds to a proposed attempt by the 
Chinese Alliance for Democracy, a New 
York-based anti-Peking group which China 
deems “anti-revolutionary,” to set up a 
Hongkong branch. Individual Chinese dis- 
sidents have attacked China in public semi- 
nars on their way through Hongkong, but 
setting up a permanent organisation aimed 
at destabilising Peking is a more serious mat- 
ter. 8 
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COVER STORY: 


Anger spreads over Britain’s rejection of right of abode 


Road to nowhere 


By Philip Bowring in Hongkong 
he crowd around Hongkong’s 
| | E ks monument to Queen Vic- 








toria on 2 July was singing — with 

electronic assistance — that most 
haunting of British imperial tunes, Land of 
Hope and Glory as their way of demanding 
the right of abode in Britain. Those same 
people would have been part of the vastly 
bigger crowds who marched on 4 June to 
protest the Peking massacre and sang 
Chinese patriotic songs such as Descendants 
of the Dragon. 

A week or two earlier the very same 
people would have been marching through 
the same streets to a newly composed song 
for democracy We love freedom, inspired by 
students in China but in the idiom of con- 
temporary Hongkong popular music, itself 
a melange of Western and Japanese styles. 

Hongkong, once the most pragmatic, al- 
most cynical, of places, has not been simply 
overcome with emotion but with conflicting 
emotions. First, was the hope for freedom 
and democracy in China which, they felt, 
would help safeguard the liberal bourgeois 





freedoms they have long enjoyed and 
whose growth in China nurtured that often 
dormant sense of identity between main- 
land and colonial Chinese. 

Second, was the rage at the horror of the 
Peking massacre which made Hongkong 
people feel so close to their compatriots, but 
so unwilling to be joined to them politically. 

Third, was despair that foster-mother 


On other pages 


Confusion reigns among local 
activists on policy: 22. 


Britain was so indifferent to the plight of its 
last great colony, showing indeed it was a 
"perfidious albion" of broken promises, de- 
valued passports and the trading of honour 
for hope of votes. 

Side by side with all this emotion has run 
traditional Hongkong opportunism, the 
exploitation of emotion for commercial, poli- 
tical and bureaucratic ends by Hongkong 
people, by the administration and by the 
British Government. Hongkong has more 


Most Hongkong Chinese have not denied the Peking 


HONGKONG 1 


faces and voices than a beleaguered state 
can afford. There is the British institutional 
and juridical face; the Chinese cultural face 
which unites all belongers to the Middle 
Kingdom, wherever they actually live. And 
the Hongkong for Hongkongers face which 
rejects historical or emotional dependency 
in favour of effective independence on Sin- 
gapore or Taiwan lines — a sensible sound- 
ing mirage. Then there are those for whom 
individual gain or family security take pr 
dence over everything. 

One semi-illusion — the promises of the 
1984 Sino-British Joint Declaration that 
Hongkong would be allowed to continue its 
capitalist system under Peking rule from 
1997 — has been substituted with others: 
hopes of real British passports, hopes that 
liberalism and democracy in China are only 
the heartbeats of Deng Xiaoping and Yang 
Shangkun away. Millenial projects for mov- 
ing Hongkong to the Scottish isles or the 
Queensland coast abound. Even normally 
hard-headed observers, such as Helmut 
Sohmen of Sir Y. K. Pao’s World-Wide 
group, have promoted the idea that China 
might (despite everything that happened 


claim, 


. e. e 3 

Crisis of identity 

British perfidy over colony citizen's right of abode and the estab- 
lishment of a representative local government is only one side of 
Hongkong's lem. Local people — or at least their supposed 
(but unelected) leaders are almost as much to blame. The ques- 
tion of nationality may be seen in juridicial terms, as the responsi- 
bility of a sovereign state, or in political and pragmatic terms, as 
an insurance policy for the people, and as leverage with Peking. 
But nationality primarily involves two more powerful and emo- 
tional elements: culture and race. 

Hongkong people utilised the emergence of the democracy 
movement in Peking to regain some of their identity with the 
people of China. Patriotic songs were the order of the day as local 
people joined their hopes for Hongkong’s future to the demo- 
cratic hopes of China's students. It generated emotions powerful 
enough to bring a million Hongkong people onto the streets, and 
prompted the majority of the timid Legislative Council (Legco) to 
press e ce up the timetable for holding direct elections. 

Naturally enough, the sense of identity with mainlanders was 
all the more powerful after the Peking massacre on 4 June. But at- 
tention shifted from hope for nationwide democracy to attempts 
to escape from Peking's future rule, an issue which has brought 
into focus the confusion over what is meant by nationality. 


FAR EASTERN ECONOMIC REVIEW 


which indeed always has been tacitly accepted by Hongkong’s 
people and government, that they are Chinese nationals. But 
they have seen this nationality more in terms of ethnic identity 
than political affiliation. The result is that what might seem t 
them a legitimate political right — for abode in Britain — is see: 
by the British from the opposite direction. Not only are Hong- 
kong people ethnically different from the British majority, they 
show scant signs of wanting to be British for purposes other than 
personal prosperity and self-preservation. 

The national identity dilemma may be new to Hongkong, but 
it is encapsulated in the history of the Chinese communities in 
Southeast Asia; were their loyalties to the newly adopted state, or 
the old. And, if the new, how contingent was that loyalty on the 
Chinese community being able to maintain its ethnic identity in 
the new, non-Chinese, country. 

Whatever the justice of the issue, the plain truth is that until 
very recently people in Hongkong made little issue of citizenship 
or right of abode. They clearly did not feel strongly about it and 
the difficulty of emigrating to Britain was matched by their disin- 
terest in going there. Hence emigration prospects were and are 
seen in terms of Canada, Australia, the US and (maybe in the fu- 
ture) Taiwan and Singapore. 

Hongkong people have always visited China on documents 
issued by China, not by Britain or Hongkong, a result of the blat- 
antly racist nature of Hongkong’s own laws on right of abode. 
Despite all the weeping that Legco members and others have 
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when Britain suggested this to Deng 
back in 1982) consider renewing the 
Hongkong lease for 50 years. 

While there is little doubt about 
Hongkong's utility to China, some of 
the more nervous souls have begun 
to wonder whether its democratic 
mode could make it a political liability 
to the aged autocrats in Peking who 
are about as sophisticated in eco- 
nomics as Hongkong people are at 
power politics. 

All in all it is not a very promising 
basis on which to build a future for 
Hongkong in the face of horrendous 
challenges. Governors (British and 
Chinese) and governed are divided 
among themselves about almost ev- 
erything except the one thing they 
cannot have — perpetuation of the 
status quo. 


he second thing that most 
want and could be given is full 

British citizenship, or at least right 

of abode in Britain, for the 6576 of 
the population who were born in Hongkong 
and thus carry British Dependent Territory 
Citizen (BDTC) passports. It is a measure of 
the change in emotion that right of abode 
has become the overriding issue for so many 
Hongkong people. It is 27 years since Hong- 
kong-born people had any automatic rights 
to live in Britain; seven years since the 
current British Nationality Act further 
eroded the value of their passports, which 
are now mere travel documents rather than 
expressions of nationality, and five years 





since the Joint Declaration sealed them in as 
future citizens of the People's Republic of 
China. 

The passports issue has become so criti- 
cal because in the wake of the massacre, 
people have woken up to the flimsy nature 
of the Joint Declaration, the hollowness of 
British and Chinese promises and the lack of 
mechanisms to enforce compliance. Unlike 
protesting against China, the passports 
issue is one to which people can attach 
themselves without present or future risk. 

British attitudes have not only been dis- 
honourable, they have been dishonest and 
inconsistent. Foreign Secretary Sir Geoffrey 


more anxious to get on television than 


Howe combines all the effete arro- 
gance of the department which he 
heads with a blind loyalty to Prime 
Minister Margaret Thatcher. One 
moment Howe claims the refusal to 
grant full citizenship is a practical not 
a racial issue, one of Britain's limited 
capacity to absorb newcomers. In 
another he blurts out (with unin- 
tended honesty) that Britain already 
has enough ethnic minorities and 
thus has no intention of having to 
admit significant numbers of Hong- 
kong people. The fact is that Britain 
faces little more prospect of being 
flooded with Hongkong people than 
of being deluged with citizens of 
southern European members of the 
EC where living standards are often 
lower than in Hongkong and where 
liberal and democratic traditions are 
shallow and could easily change. 

Howe argues that EC citizens can 
move around the community but can only 
stay in Britain if they have jobs. Will the 
British Government thus grant Hongkong 
people an equal right to work in Britain pro- 
vided they agree not to accept unemploy- 
ment benefit? Clearly, a stupid question. 
During his recent visit to Hongkong, Howe 
even stooped to implying that movement 
within the EC does not apply to people liv- 
ing outside the geographic boundaries of 
Europe, conveniently forgetting that 100,000 
Portuguese passport-holders in Macau, and 
200,000 French Pacific passport-holders are 
not so constrained. 

But it would be unfair to blame only 


te anywhere. But 
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done outside Hon ong ou tne apro PURIS, they 

have lifted not a to put their own racist house in order. 

is ben igo reri A ali ick oni i iar i that institution's lack of 
can quickly gain denied to locally born non-Chinese. 


Focenily thé gatado world fase wiliesdod the curious apecta- 
le of prosperous Hongkong legislators demanding that Viet- 

namese boat be sent back involuntarily, while in the same 
breath demanding not only rights in Britain (to which they may 
be entitled) but also assistance from the rest of the world to make 
provision for their possible future escape. 

Prior to 4 June, the Vietnamese issue had been used by the 
Hongkong Government and its tame councillors to distract atten- 
tion away from the more substantive issues of the Basic Law and 
the British retreat from its promises of greater democratisation 
locally. The Vietnamese issue has been pushed into the back- 
ground by events, but may yet be revived. Meanwhile, the 
hypocrisy of Hongkong's attitudes towards the boat people has 
not gone unnoticed internationally. 

Reflecting the confusion on nationality, licae diee 
right of abode in Britain has had some extraordinarily coun 
productive manifestions. AntiBritsh feeling i said tobe so ram- 
[y even by the polling Executive , are urged — 


e BA agen hi pclae € 
secutae icri poc i ens cti ve 


migra 
es ommo aet cett ite t ttg Li a ee 
tative status. people 

can berate British politicians to their hearts' content. But if they 
want British support they would do well to flatter rather than in- 
sult the of British nationhood. Democrats among them 
would do well to ponder that British policy, ignoble as it is, de- 
rives from voter attitudes. 

Honguong pore LIP probably more realistic 
than their representatives. While most would like right of abode, 
many regard it as demeaning, as patriotic Chinese, to ask for 
such colonial 

Amid the recent emotion about nationality and the right of 
abode, a central fact has got lost: that the Joint Declaration was 
never a very credible document. The 4 June massacre 
dein ee A 
national identity, British self-interest, forei 


spective of China's alleged and actual criminals 

iaa fo euni Wit s DOLS sor a Ky to Cd, GA 
massacre was almost . The businessmen who re- 
garded China with suspicion but remained willing to invest if a 
quick return beckoned, were hardly surprised. The massacre 
might even come to be seen as irrelevant — on over- 
seas customers' attitudes to Chinese products and on whether 
the officials who have been bribed in the past are replaced, 
whether with ideologues or percentage men. m Philip Bowring 
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Thatcher and Howe. They are inae s 


ng domestic politics. Britain's opposition 
Labour Party, which once prided itself on in- 
ernationalism or at least non-racialism, has 
made it clear that it would be even less sym- 

~ pathetic to giving Hongkong people the 
right of abode. (Its foreign affairs spokes- 
.. man, Gerald Kaufman, has been especially 
_ blunt on this point, despite being of a Jewish 
family from Poland which sought refuge in 
Britain from the pogroms.) Labour’s illiberal 

=- posture has ensured that the Conservatives, 
- who harbour remnants of imperialist pride 

= and more contemporary admiration for 
-== Hongkong's free-market success and hard- 
_ working people, dare not help Hongkong 
-= for fear of an electoral backlash. 





hus the Foreign Affairs Committee 
(FAC) of the House of Commons, 
whose recent report on Hongkong 
- spanned the period before and 
'after the 4 June massacre, made a number of 
sensible recommendations on other fronts 
~~ more democracy for Hongkong, a Bill of 
Rights and amendments to the draft of the 
Basic Law, the mini-constitution for Hong- 
kong after 1997. But it gave short shrift to the 
tight of abode issue, failing to address either 
the EC freedom of movement comparison 
and implying that vast numbers might flood 
into Britain even if things went smoothly in 
.. Hongkong. No mention either of the million 
or so South African Whites who hang on to 
their (full) British passports as insurance 
against Black revolution. 
— The FAC (and Howe) indicated some eas- 
.. ing of entry criteria for certain groups — 
probably Hongkong minorities (themselves 
discriminated against in Hongkong), civil 
servants and the rich and highly qualified. 
‘This may have some modest effect on the 
civil service but almost none on the other 
categories who are likely to continue to 
favour Canada and Australia. It is a sop 
^ which will benefit Britain more than Hong- 
.. kong. 
= Predictably, the FAC urged constitutional 
-. development rather than passports for 
-.. Hongkong, while Hongkong’s legislators 
.. mostly argued the opposite. Meanwhile, 
- Hongkong Governor Sir David Wilson's ex- 
; pression of support for the right of abode 
lobbyists has encouraged but also baffled 
them. It remains unclear whether Wilson — 
-. not previously noted for his independence 
> from either London or Peking — is deliber- 
. ately flouting his Foreign Office masters or 
. Simply trying to garner local support for his 
.. administration. If Wilson is serious, Hong- 
_ kong ought to expect that his government's 
.. campaign is sustained, and would also at- 
-= tract private sector funds for publicity in Bri- 
z tain and elsewhere. 
4 The FAC seemed quite unwilling to grasp 
the fact that Britain has a specific respon- 
— sibilities to BDTC passport-holders, who have 
«; not been given any say whatsoever in their 
future. It may have been in the nature of 



























Hongkong: hitor) and ! geography t that no 


choice (independence, remaining a colony 
or joining China) could be given. But that 
does not absolve the imperial power of re- 
sponsibility for its citizens. 

It also has a responsibility to make the 
Joint Declaration stick — a responsibility to 
all inhabitants of (and investors in) Hong- 
kong, regardless of their nationality status. 
Denial of the right of abode undermines that 
in three ways. Firstly, by ensuring that as 
many people as possible will now leave for 
other countries to obtain the insurance un- 
available from Britain. Most will be skilled 
workers, technicians and professionals. 
That will undermine prosperity, stability, 
even governability. Secondly, by removing 
the most obvious sanction against China 
mistreating Hongkong. 

Thirdly, Britain, by indicating that Hong- 
kong will have to sink or swim on its own, 
has demonstrated that the Joint Declaration 
is no more than a piece of paper relying on 
China's goodwill. It has reminded people of 


just how subservient Britain and its Foreign. 


Office-led government in Hongkong, have 
been in the past few years towards China — 
backing out of promises on direct local elec- 
tions and making local desires and interests 
subject to the need to "converge" with the 
Peking-drafted Basic Law. The ink on the 
Joint Declaration was hardly dry before Xu 
fiatun, Peking's chief representative in 
Hongkong, attacked the Hongkong Gov- 
ernmerit's timid moves towards democracy. 


| Thereafter, until recent Pee the Hong: 


kong Government has been at pains to keep 
moves towards representative government. 
asslow as possible. 

The bankruptcy of the British has 
perhaps best been demonstrated by Howe 
and the FAC both suggesting that if things go 
wrong in Hongkong in the future it will be 
necessary for the "international commun- 
ity" to help out. They seem not to under- 
stand the shamelessness of such a position 
by a sovereign power. While international 
support would clearly be helpful for Hong- 
kong, it should be requested by Hongkong 
not by Britain as a substitute for its own fail- 
ings. Howe went even further in his reckless 
demand that other countries do more: he 
took the occasion of his Hongkong press 
conference to attack the US for its sanctions 
against China (implying it would make life 
more difficult for himself) and its attitude to 
the Vietnamese boat people issue (wl ' ` 
for allits inconsistencies has hardly beer 
generous). 

Certainly many countries have stakes of 
one sort or another in Hongkong as a trad- 


ing and commerical centre, a place for in- 


vestment, a bastion of liberalism. Hongkong 
people could well take the message of its 
role to the beneficiaries, and seek support 
for internationalising the promises in the 
Joint Declaration. But for Howe to suggest 
that others should pick up the responsibility 
for his failures is an apt account of his own 
worth. E 
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Confusion reigns among local activists on policy 


Divided democrats 


ongkong's democrats have seized - 
| the initiative, winning popularity 


„and converts to a bigger role for di- 
rect elections. But they have also exposed 
two serious flaws within their movement. 


First, their natural concern with supporting 


the scattered remnants of China's demo- 
cracy movement has led them to actions 
which Peking regards (not without reason) 
as interference in the affairs of the dominant 
partner in the "one country, two systems" 
concept. . 

Second, they have demonstrated an un- 
seemly tendency to quarrel among them- 


selves as various self-appointed individuals 


and groups vie for attention, stage walk- 
outs when they do not get their own way on 
minor points and otherwise show a lack of 


solidarity. This might be the inevitable result 


of alack of party structures and of direct elec- 
tions to substantive positions, but it needs to 
be brought to an end if the movement is to 
retain credibility. 


The current strength of the democracy 
lobby stems in large part from its earlier re- 
cord of scepticism of China. However, this 
may have demonstrated less a superior in- 
tellect than a lack of the self-interest which 
clearly motivated the British — to smooth re- 
lations with China in the hope of some con- 
sequent trade deals. Self-interest similarly 
motivated the local worthies on the Legisla- 
tive Council (Legco), anxious simultane- 
ously to please their British masters, show 
sufficient Chinese patriotism to stand a 
chance of keeping a position post-1997, and 
cut enough lucrative deals with China in the 
meantime to hedge against future unrest. 

In addition, the speed with which some 
local businessmen transformed themselves 
from "compradore" to "national" capitalists 
was remarkable. The "one country, two sys- 
tems" slogan quickly was interpreted by 
those who changed from compradore 
clothes to join the committee drafting the 
Basic Law, the mini-constitution for Hong- 
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kong after 1997, as primarily a right to make 
money, with precious little reference to the 
legal and other institutions which Britain im- 
posed on Hongkong and which currently 
are regarded, at least by the professional and 
managerial middle class, as its birthright. 


urrently, some mainstream legis- 
C lators have been rushing to be seen 

on, or at least running alongside, the 
democratic bandwagon, while other leading 
figures, such as publisher and writer Louis 
Cha, have made dramatic gestures such as 
resigning from the Basic Law Drafting Com- 
mittee. But still others have warned against 
a faster pace for democracy, a position 
which they can at least claim is consistent, 
even if the reasons for it have shifted. Some 
have been unusually quiet, perhaps waiting 
for the dust to settle before resuming busi- 
ness as usual. China has already indicated 

: while it may extend the consultation 

od on the draft Basic Law, it will not 
delay its promulgation, set for 1990. 

The compradores have in recent years 
been serving Peking as well as themselves, 
their interest being in maximising the utility 
of Hongkong to China's earnings and 
minimising popular local involvement in the 
political process. While recently some have 
spoken out on the issue of right of abode in 
Britain, mostly they have already arranged 
their escape routes. 

The working class might like the idea of 
democracy but may have a greater interest 
in keeping the economy of Hongkong 
buoyant, if only because they have little 
prospect of leaving. However much they 
despise the Peking government, they may 
prefer to be politically oppressed but 
relatively rich, than both oppressed and 

W. 

That leaves the middle class, the group 
most concerned with maintaining freedoms 

Iongkong and rights of abode and with 
_, ,osing the oppression of democracy in 
China. They are the people who have been 
most inculcated, through the schools sys- 
tem and the media, with liberal notions. 
They have the most to lose and their sense of 
abandonment by those who gave them such 
notions is all the more intense. 

The liberals may have virtue on their 
side, but the compradores could in the end 
be proven correct. If power grows from the 
barrel of a gun and the British have no guns, 
real or metaphorical, uncomplaining 
utility may be the best, if least noble, 
defence. 

This certainly has been the British ap- 
proach ever since British Prime Minister 
Margaret Thatcher was outmanoeuvred by 
Deng, Xiaoping in 1982 and so fell back on 
the preferred Foreign Office solution of re- 
treating as fast as necessary behind a barrage 
of hot air and unkeepable promises. But it is 
at least equally arguable that without a spi- 
rited defence of democracy and the possible 
risks involved, Hongkong will simply die a 
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Vietnamese refugees: ‘racist’ policie 


gradual death at the hands of mainland 
politicos and their compradore associates. 

Things may change for the better in 
China when Deng dies. But equally likely, 
his death and that of other old guard leaders 
might lead to more disruptive power strug- 
gles, or entrenchment of the current oppor- 
tunistic amalgam of political authori- 
tarianism with a still fairly open (and cor- 
rupt) economic system. 

In this confusion of loyalties and policies, 
the following actions could strengthen 
Hongkong’s position: 
> Continue to press the issue of right of 
abode in Britain, if only to pressure London 
to make more efforts in other areas and per- 
suade other nations to be sympathetic. 
Hongkong should take its case directly to 
every international forum that it can find, 
such as the Commonwealth Heads of Gov- 
ernment Meeting in Kuala Lumpur in Oc- 
tober. It should send delegations not merely 
to Europe and the US but also to Japan, to 
explain Hongkong's regional economic role 
— not least its US$8 billion trade deficit with 
Japan. The object: to involve as many coun- 
tries and groups as possible in the promises 
of the 1984 Joint Declaration on Hongkong 's 


TA. 


Howe: someone else needed. 
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future, which Britain has neither the will nor 
the power to deliver upon. 

> Promote direct elections as an antidote to 
compradore and British self-interest, and to 
make local politicians who currently have in- 
fluence, but no direct power, more responsi- 
ble. Such elections are currently the only 
way a local leadership can emerge that is 
clearly answerable to Hongkong people. 
Those appointed by the government or 
elected by narrow interest groups are too 
compromised by their proximity to the 
British, in turn too compromised by their 
weakness in dealing with Peking. 

> Borrow money overseas to finance 
much-needed infrastructure development 
in Hongkong rather than financing it 
out of recurrent revenue or reserves. It may 
be too much to expect a government obsess- 
ed by the need for surpluses to run a deficit 
budget. But returning past surpluses to their 
owners, Hongkong’s taxpayers, before 
China gets access to them would impose a 
restraint on the post-1997 administration. 

> Britain should tell China that the draft 
Basic Law is not in keeping with the Joint 
Declaration. It should press China to see the 
wisdom and self-interest in making substan- 
tive improvements in the Basic Law, and in 
offering to limit the People’s Liberation 
Army presence after 1997 to a token number 
for ceremonial purposes only. 

> British Foreign Secretary Sir Geoffrey 
Howe must cease to have responsibility for 
Hongkong, preferably by the appointment 
of a minister with sole responsibility for the 
territory who is able to draw on advice from 
non-Foreign Office sources. 

Even the granting of the above would 
not fully guarantee Hongkong's future. 
However large the territory might be on the 
world scale of toy factories and stock- 
markets, it remains small and powerless and 
its role as a source of foreign exchange and 
technology for China is easily exaggerated. 
But urgent practical action is needed to get 
Hongkong back on a road which is pragma- 
tic but gives some hope for the future. 

B Philip Bowring 
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THAILAND 


Labour unrest highlights deeper political divisions 


More heat than light 


By Rodney Tasker in Bangkok 
he one-week crisis over the Electricity 
| Generating Authority of Thailand 
(Egat) may have ended early this 
month, but the episode has heightened poli- 
tical debate about the Chatichai Choonha- 
van government's style and its possible vul- 
nerability. While critics are again complain- 
ing about big-money politics, for which 
Prime Minister Chatichai's Chart Thai party 
has been known, some senior officials are 
concerned that the government's recent 
ham-fisted tactics are playing into the hands 
of powerful forces which would like to see it 
fall. 

The government seemed to shoot itself in 
the foot in its handling of the Egat affair, 
where the sudden sacking of the state elec- 
tricity enterprise's board led to a strike by its 
workers (REVIEW, 13 July). This happened 
only a week after another seemingly un- 
necessary raising of an old issue: a widely 
unpopular proposal to return millions of 
dollars worth of assets to former dictator 
field marshal Thanom Kittikachorn and his 
political brood. 

The assets issue, which has been brought 
before successive governments since their 
seizure by the state following the popular 
overthrow of the Thanom regime in 1973, 
was mysteriously slipped into the cabinet 
agenda. Not even Chatichai's personal ad- 
visers were aware of this when the issue was 
leaked to the press before the cabinet meet- 
ing. 

he students and workers gathered on 
the streets to protest, the cabinet quickly de- 
cided to drop the proposal. Some newspap- 
ers claimed that the proposal to return the 
assets was placed on the agenda by 
Chatichai’s secretary-general Gen. Panya 
Singhsakda, who is known to be close to 
ambitious army commander Gen. Chaovalit 
Yongchaiyut. 

Hardly had the dust settled on that inci- 
dent when, Chalerm Yubamrung, a minis- 
ter in the Prime Minister's Office, was 
quietly allowed by the cabinet to go ahead 
with his plan to sack all 11 members of the 
board of Egat, probably Thailand's most 
successful state enterprise. This resulted not 
only by a spontaneous eruption of well-or- 
ganised labour protest at Egat, with workers 
apparently upset at political interference 
with their popular board, but Chalerm was 
singled out for scathing condemnation. 

On the face of it, it seemed like a massive 
miscalculation by the government, and 
Chatichai had to back down to a certain ex- 


tent by forming a new Egat board with three 
of the original members, and agreeing to 
take the state enterprise out of Chalerm's 
hands. But the political damage had been 
done, and some government officials were 
wondering if the two apparently uncon- 
nected issues were somehow being ex- 
ploited by political forces set on discredit- 
ing the otherwise popular Chatichai govern- 
ment. 

"It all seems too much of a coincidence," 
commented one senior official connected 
with national security, pointing also to the 
strange resurfacing of an enigmatic revolu- 
tionary council, Sapa Patiwat, the previous 
month. Police have detained 14 of its mem- 
bers after they circulated leaflets calling for 
the overthrow of parliament and the 
cabinet, with Chaovalit being appointed 
prime minister. 

While the military officially took a hands- 
off position during the Egat crisis, at one 





Chalerm: miscalculation. 


stage there were unconfirmed rumours that 
they would intervene if the situation got out 
of hand. Perhaps significantly, as the affair 
ended Chalerm publicly lambasted Chati- 
chai's secretary-general Panya and even 
threatened to resign from the govern- 
ment. 

Panya had reportedly tried to stop state- 
owned television channels 9 and 3 from 
broadcasting Chalerm's statements on the 
Egat situation. Apart from Egat, Chalerm is 
responsible for the two channels, and Egat 
workers bitterly complained at the way the 
minister used them to broadcast his reason 
for sacking the Egat board. 

Political analysts regard Chalerm as im- 
portant to Chatichai, even though his Muan 
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Chon party is the smallest in the six-party 
ruling coalition. The former police captain is 
an outspoken maverick whose unrestrained 
political and personal attacks on the then 
government of Prem Tinsulanond in 1988 
helped to precipitate a snap election, after 
which Prem stood down. 

His value to the Chatichai government is 
as a "dirty tricks expert," as one analyst put 
it. For instance he closed a Bangkok dis- 
cotheque associated with the mass-circula- 
tion Thai Rath newspaper early this year, 
which was seen as a warning to the daily, 
which had been relentlessly critical of gov- 
ernment policies. He also sacked the board 
of the Mass Communications Organisation 
of Thailand and the comparatively indepen- 
dent news team at Channel 9 for which he 
was responsible, thus bringing them into 
line. 

Now, Chalerm is one of four ministers 
who will be brought to task by opposi 
parties in a 19 July no-confidence motior 
bate in the House of Representatives. While 
the move is unlikely to threaten the govern- 
ment coalition, which has 229 of the House's 
357 MPs, it has shown up the way money 
and vested interests are apparently impor- 
tant weapons in the administration's politi- 
cal arsenal. 

Political commentators have raised eye- 
brows at the fact that none of Chatichai's 
Chart Thai party ministers are being grilled 
in the debate. Chart Thai's secretary-general 
Banharn Silpa-archa, the industry minister, 
was originally expected by political obser- 
vers to be a prime target for the opposition 
onslaught. 

Newspaper columnists have com- 
mented on the fact that Banharn and Com- 
munications Minister Montree Pongpanit, 
secretary-general of the coalition Social Ac- 
tion Party and also an original no-confidence 
target, had lunch with leaders of the leading 
opposition Solidarity party before the 
list of no-confidence victims was draw. „p. 
"We do not have the evidence, but believe 
that the money is flowing smoothly as a re- 
sult of the opposition's no-confidence de- 
bate attempt," a columnist wrote. 

There is also wide suspicion that Solidar- 
ity, with 62 MPs, is wooing Chart Thai (96 
MPs) with a view to joining the coalition 
after the no-confidence debate. The opposi- 
tion has had no qualms about targeting two 
ministers of the coalition Democrat party — 
Agriculture Minister Sanan Kachornprasart 
and Science, Technology and Energy Minis- 
ter Prachuab Chaiyasarn. 

It is widely speculated that the Demo- 
crats (48 MPs), who are known to have ob- 
jected to aspects of their more powerful 
coalition partners’ pro-business political 
style, may leave the coalition after the vote. 
Government supporters hope that the likely 
changes in the coalition government do not 
provide any more opportunities for forces 
outside parliament to further exploit the po- 
litical situation. a 
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BHP earned a record 73 cents+ per 
share for the year ended 31 May 1989, an 
increase of 285% on the 1988 earnings of 57 
cents. 

The record $1,035 million operating 
profit was achieved on an operating revenue 
of $11127 million. 

Both the Steel and Minerals businesses 
achieved record profits despite the effects of 
a higher exchange rate on export revenues. 
The effects of the lower corporate tax rate 
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was offset by higher interest charges. 


Steel 


4 sustained high level of demand from the domestic market, further 
productivity improvements from new plant and increased concentration 
on higher value added products all contributed to a record profit of $451 
million. 


Minerals 


Improved US$ prices were received for mans products including 
coking coal, manganese, copper and other non-ferrous materials 

Improved volumes for gold, copper, manganese and thermal coal all 
helped offset the impact of lower production of iron ore and 
unfavourable exchange rates 

\ record profit of $413 million was achieved. 


Petroleum 


Lower world crude oil prices and production, together with a higher 
valued Australan dollar reduced Petroleum earnings by 7% to $338 
million. 

These effects were partly offset by lower taxes, à higher contribution 
from the Timor Sea, and improving U.S. gas operations, 
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BURMA 


Anti-government protests evoke 1985's violent clashes 








By Bertil Lintner in Bangkok - 


he 7 July anti-government demon- 
l strations in Rangoon bore a striking 


similarity to the initial marches that 

ed the massive protests of August 
and September last year, with thousands of 
students shouting political slogans and wav- 
ing banners bearing a fighting peacock 
emblem — the traditional symbol of Bur- 
mese nationalism. 

The students were commemorating 
those killed in 1962 when the Burmese army 
attacked young people at Rangoon Univer- 
sity during a protest against the military 
takeover in March of that year. An attempt 
to lay a wreath at the site of the students’ 
union building, which was dynamited by 
the military on 7 July 1962, was thwarted by 
armed troops. 

But Aung San Suu Kyi, secretary-general 
- of the main legal opposition party, the Na- 
tional League for Democracy (NLD), address- 
ed crowds of several thousand people in 
Rangoon's Pazundaung and Botataung dis- 
tricts. Gatherings of five or more people 
have been banned since the State Law and 
Order Restoration Council (Slorc), led by 
army chief Gen. Saw Maung, seized power 
on 18 September 1988. 

The 7 July commemoration was the third 
in a series of significant anniversaries the op- 
position has vowed to mark in defiance of 
martial law regulations. The first such anti- 
government protest was held on 13 March 
in Rangoon and Mandalay to mark the an- 
niversary of the death of the first students to 
be killed by the military in the 1988 demon- 
strations. However, only a few took to the 
streets on that day (REVIEW, 13 Apr.). 

The second occasion was on 21 June, 
when at least 3,000 people commemorated 
the first anniversary of a clash between 
demonstrators and police at Rangoon's 
Myenigone market — generally regarded as 
the start of the student-led campaign against 
the military government. According to 
sources in Rangoon, the mood of the public 
has radically changed since that second an- 
niversary. They said that "although the 
army came out in force, with their machine- 
guns aimed at the crowd, people were not 
intimidated." 

This attitude, observers point out, has 
been reinforced by the recent arrests of pro- 
democracy activists as well as some political 
leaders. On 16 June, Cho Cho Kyaw Nyein, 
leader of the Anti-Fascist People's Freedom 
League, was detained and interrogated for 
21 hours about her alleged links with stu- 


Echoing vo 


Ices 


dent activists and foreign diplomats. In the 
wake of the 21 June protests, Suu Kyi was 
briefly detained. Later, two members of the 
NLD's top leadership, Aung Lwin and Win 
Tin, were arrested and remain in detention. 

Leo Nichols, a well-known Rangoon 
businessman who is also the unofficial con- 
sular representative for Denmark, Norway, 
Finland and Switzerland, was taken in for 
questioning. Although not a prominent op- 
position figure, Nichols is reported to have 
aided the NLD financially and the decision to 
detain him has been interpreted as an at- 
tempt to intimidate businessmen who con- 
tribute money to the opposition. 

On 6 June — before these arrests — the 
authorities issued a directive reminding 
people of laws dating from 1962 and 1977 
that require all books, newspapers and 
periodicals to be submitted to the authorities 
for approval before printing and publica- 
tion. The reminder seems to have been 
prompted by the current flood of printed 
and mimeographed newsletters and pam- 
phlets which the opposition is producing to 
counter the government's version of events, 
as disseminated through the state-run Work- 
ing People's Daily — Burma's only legally per- 
mitted newspaper. The directive also in- 
creased maximum prison terms from three 
to seven years and fines from Kyat 2,000 
(US$305) to Kyat 30,000 for publishing mate- 
rial without proper registration. 

June also marked a watershed in 
Burma's current political turmoil in other re- 
spects. For years it has been virtually taboo 
to mention Gen. Ne Win by name. Opposi- 
tion figures and others usually refer to Ne 
Win, Burma's undisputed leader since the 
1962 coup d'état, as "the Old Man" or 
"Number One" — and then often in a 
whisper. Recently, however, Suu Kyi has 
told political rallies that she considers Ne 
Win responsible for Burma's plight, imply- 
ing that nothing will change fundamentally 
as long as he is pulling the strings from be- 
hind the scenes. 

In a speech in Rangoon's Lanmadaw dis- 
trict on 20 June, Suu Kyi said "the Slorc is 
claiming that free and fair elections are going 
to be held but its actions prove otherwise. 
We must ask ourselves why this is so. If the 
Slorc is really an independent body, why 
can't it keep its promises? Clearly, there is 
someone behind the Slorc who is dictating 
what to do. And that man is Ne Win." 

Judging from the applause of her audi- 
ence, this approach seems to have popular 
appeal. Observers note that the crowds 
have grown larger since the opposition 


FAR EASTERN ECONOMIC REVIEW 





began criticising Ne Win openly. The mili- 
tary’s response has been a mixture of per- 
sonal attacks on Suu Kyi and her British hus- 
band and outright intimidation. 

On 29 June, the Working People’s Daily 
published an article which distinguished be- 
tween a “martial law regime” and a “military 
administration.” In the former case, which is 
the situation in Burma, the article said a mili- 
tary official has absolute freedom of action 
— in the same way a “field commander has 
in the battlefield” — and is not accountable 
to any higher authority for his acts under 
martial law regulations. 

“The warning on 29 June is an . . . omin- 
ous sign. In effect, the Slorc has given a go- 
ahead for any military officer to order his 
troops to open fire on demonstrators if he 
deems it necessary," one observer said. 

Steadily rising prices of basic staples are 
adding to the tense political atmosphere in 
Rangoon — another striking parallel `“ 
the prelude to last year's upheaval. 
now is Kyat 18-25 a pyi (one pyi equals eight 
condensed milk tins), double the price a 
year ago. The prices of cooking oil, eggs and 
meat are also soaring. The black-market price 
for petrol is up to Kyat 75 a gallon from 45 in 
April. Perhaps more significantly, the US 
dollar now fetches Kyat 52-54 on the black- 
market, up from Kyat 40-45 a few months 
ago, and against the official rate of Kyat 6.55. 

The military authorities have responded 


Lor. 
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by warning private traders not to manipu- 
late prices, while doing little else to address 
the underlying problems of the economy. 
According to one observer "the govern- 
ment's apparent inability to deal with the 
present political and economic crisis could 
lead to serious trouble." Probably anticipat- 
ing this, the authorities in early July decided 
to "temporarily suspend issuance of visas to 
foreign correspondents," closing a door that 
was opened in January this year when for- 
eign reporters allowed to visit Burma for the 
first time in more than two decades. a 


20 JULY 1989 


SOUTH KOREA 


A spy scandal threatens Kim Dae Jung’s party 


Opposition crisis 








By Shim Jae Hoon in Seoul 

he political prospects of opposition 

leader Kim Dae Jung have dimmed 

with the arrest of seven people, in- 
duding So Kyong Won, a legislator for 
Kim's Party for Peace and Democracy (PPD) 
and four others associated with the party, 
on suspicion of spying for North Korea. The 
scandal has seriously damaged the PPD's at- 
tempts to cultivate a moderate, centrist 
image during Kim's short-lived political 
honeymoon with President Roh Tae Woo. 

The scandal broke on 28 June when PPD 

lers voluntarily called the agency for Na- 

ial Security Planning (NSP, formerly the 
KCIA) to tell them that So had made a secret 
visit to Pyongyang 10 months ago. But the 
NSP has been leaking daily the results of its 
questioning, which indicate that the visit led 
to much more than a simple exchange of 
views on the reunification of North and 
South Korea. 

So faces charges of accepting a total of 
US$50,000 from North Korea including 
US$12,000 from a North Ko- 
rean spy in Europe. Of the 
seven detained by NsP agents, 
two are So's relatives who have 
been charged with managing a 
Won 100 million (US$150,000) 
fund, the origin of which re- 
mains obscure. They believe it 
came from a North Korean es- 
pionage operation. 

The widening investigation 
^^7 enveloped the PPD in a 

pening crisis, as four out of 
the seven detained are party 
members: So, two of his aides 
and Lee Gil Jae — one of 30 
members of the central execu- 
tive committee — who has been 
arrested on suspicion of with- 
holding the news of So's Pyong- 
yang visit from the authorities. 
The NSP in addition is question- 
ing a second PPD legislator, formerly an un- 
derground dissident named Lee Chol Yong. 
This has provoked alarmed speculation that 
an overzealous government probe could 
end up destroying the party. 

Also under suspicion though still free is 
Moon Dong Hwan, the PPD's vice-president 
and So's political mentor. The younger 
brother of the Rev. Moon Ik Hwan, who is 
currently on trial for illegally visiting Pyong- 
yang and meeting with North Korean Pre- 
sident Kim Il Sung in March, Moon Dong 
Hwan has resigned from all party positions 
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including the leadership of PPD's radical fac- 
tion, following So's arrest. Immigration offi- 
cials prevented Moon and his American wife 
from leaving the country on a short family- 
related trip to the US early this month. 

The major question facing the party 
is whether Kim or Moon were really 
kept in the dark about So's trip until 
they were told, and if some of So's money 
from the North had flowed into the PPD. 
The first possibility might be discounted, 
given the fact that it was Kim who urged 
So to tum himself in to the Nsp. The 
second possibility may be more of a problem 
as it would be nearly impossible for So to 
prove he has never spent any money for his 


The NsP alleges So spent Won 20 million 
to fund a major farmers’ demonstration 
against opening domestic markets to US 
agricultural imports in front of the national 
assembly in February, which turned into a 
riot. He also is accused of funding demon- 
strations by radical students. 

So far, these are the only allegations, but 
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the NSP has grabbed the headlines every day 
with its one-sided leaks while PPD lawyers 
have been prevented from meeting with So 
and other detainees. The upshot, however, 
is a successful — if morally dubious — cam- 
paign of propaganda warfare against Kim 
and his party. Painting So and his colleagues 
as a naive and ideologically suspect group of 
firebrands, these leaks have succeeded in 
confirming the lingering suspicions that 
many urban voters have of the PPD's com- 
mitment to a moderate course. 
Unfortunately for the party, the spy 
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Student Lim Su Kyong in Pyongyang: propaganda 


scandal has erupted just before an impor- 
tant parliamentary by-election in Seoul 
caused by the invalidation of a government 
candidate who won the last election. The 
PPD had wanted the election to vindicate its 
carefully crafted new image as a mainstream 
centrist group. But the spy scandal threatens 
its chances at the polls at a time when an 
alarmed public opinion is swinging to a 
more conservative line. 

Meanwhile, the government is making 
use of another unauthorised trip to North 
Korea by a student activist to crack down 
hard on dissident organisations. The arrival 
in Pyongyang on 30 June of Lim Su Kyong, a 
22-year-old student representing the radical 
student organisation Chondaehyop, to take 
part in the leftist World Youth Festival, has 
provided the government with new lever- 
age to deal with the campus agitation for 
reunification. 

Lim, the rebellious daughter of a middle- 
class civil servant, has provided massive 
propaganda benefits for the Kim Il Sung re- 
gime by severely criticising the South Ko- 
rean Government and wholeheartedly em- 
bracing the North's proposal on reunifica- 
tion. Her vow to return via the Panmunjom 
armistice border — the symbol of Korea's 
partition — “even at the cost of my life,” is 
expected to further embarrass Seoul. Politi- 
cally, her action has indirectly added fuel to 
the current troubles of the PPD which is still 
associated in the public's view with support 

for radical causes. 

3 The government is deter- 
mined to smash Chondaehyop 
or at least cripple its top leader- 
ship, which has made a moc- 
kery of Roh's policy forbidding 
such visits by spiriting her to 
Pyongyang. Tens of thousands 
of policemen have been de- 
ployed to search for and arrest 
Yim Chong Sok and Chon 
Mun Hwan, Chondaehyop's 
two key leaders, in an effort to 
shore up the government's bat- 
tered prestige. 

As the fight against campus 
radicals continues, the other 
war against underground dissi- 
dents connected to labour, 
farmer and religious groups, 
has been more or less com- 
pleted. According to an unoffi- 
cial estimate, about 540 anti-government fig- 
ures from various groups have been jailed 
by the government since April. 

The government would not say exactly 
how or when the current crackdowns will 
stop, but the NSP estimates that many of the 
leaders of some 10,000 hardcore dissenters 
might have to be "brought under control." 
In the government's view, the issue is not 
just that of unauthorised visits to Pyong- 
yang, but goes much deeper into AREE 
South Korean society from subversive ef- 
forts from the North. " 
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BANGLADESH 


Politics of legitimacy 





By S. Kamaluddin in Dhaka 


he Bangladesh parliament has pass- 

ed a surprise government-initiated 

amendment to the constitution limit- 
ing a president to two elected terms of five 
years each and creating the post of an 
elected vice-president. The provision has 
been criticised by the mainstream opposi- 
tion, which boycotted last year's parliamen- 
tary polls and sees the amendment as an at- 
tempt to legitimise the rule of President H. 
M. Ershad. 

Simultaneous elections for the two posts 
will be held, with Ershad becoming eligible 
for a second term when his first expires on 
15 October 1991. Observers believe the 
amendment indicates Ershad and his ruling 
Jatiya Party (JP) have opted in favour of the 
existing presidential system and ruled out 
any possibility of coming to terms with op- 
position demands to restore a form of gov- 
ernment where an elected parliament holds 
final authority. 

Prime Minister Moudud Ahmed's intro- 
duction of the bill on 6 July surprised not 
only MPs — most cabinet members, includ- 
ing two of the three deputy prime ministers, 
were unaware the move was planned. 

The JP MPs were only informed that 
morning at a meeting attended by Ershad, 
who heads the party. Ershad, confirming 
that he would be subject to the amended 
provision, told the meeting he was willing to 
stand for a second term "if he is nominated 
by the JP.” 

In supporting the constitutional amend- 
ment, Ershad said that it was aimed at keep- 
ing the current constitutional process unin- 
terrupted and at giving an institutional 
shape to the democratic system in the coun- 





FF Mondad Ahmed told the REVIEW the 
amendment “has further democratised the 
constitution . . . It will ensure stability of the 
democratic constitutional process in the 
country.” 

Predictably, the mainstream opposition 
reacted sharply to the bill and described it as 
a step to prolong the rule of the current gov- 
ernment. The Bangladesh Nationalist Party, 
led by Khaleda Zia, which heads a seven- 
party alliance, described the current govern- 
ment as illegal and said it had no right to 
amend the country’s constitution. 

Sheikh Hasina Wajed, who heads the 
Awami League-led eight-party alliance, 
said: “When the nation is continuing the 
mass movement to remove the present re- 
gime from power and establish a democratic 


government through a free and fair election, 

this amendment has been moved to per- 

petuate the rule of the present autocratic re- 
e.” 

Kamal Hossain, a noted lawyer, former 
foreign minister and an Awami League 
leader, has described the amendment as 
“contemptuous not only of the constitution 
of the republic but also of the people as well 
as of democracy.” 

A former attorney-general and chairman 
of the Supreme Court Bar Association, Syed 
Ishtiaq Ahmed, said that it was a clever at- 
tempt by the government to “confuse the 
people.” 

However, another legal expert, S. R. Pal, 
said that though the opposition had been 
demanding the restoration of parliamentary 
authority, given the current presidential sys- 
tem of government “it is not a bad bill.” The 


After the parliament discharges this 
necessary function, it stands prorogued or 
dissolved, states the amendment. This par- 
liamentary action takes effect, "not with- 
standing anything contained in the constitu- 
tion." 

Government sources assert that this pro- 
viso has been incorporated to bring about 
stability and continuity of the constitutional 
process. 

However, opposition politicians doubt 
whether a hastily summoned parliament, 
facing impending dissolution, can dis- 
charge its functions properly at a time of 
crisis. 

In the amendment debate, Ali Asghar 
Khan, a former major and now an indepen- 
dent MP, even suggested that the army 
chief of staff should be made the vice-presi- 
dent of the country to remove any ap- 
prehensions of a violent army takeover. 

A highly placed source told the REVIEW 
that widespread rumours that another par- 
liamentary poll would be held sometime 
this year or early next year had no basis. 
with the successful holding last month of 
elections giving considerable autonomy to 
the three districts in the Chittagong Hill 
Tracts, the government would now like to 
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amendment, which seeks to ensure a 
"peaceful transfer of power," appears to 
have the blessing of the armed forces, with- 
out which such a vital development could 
not have taken place. 

In this context, it is significant to note that 
the amendment has a crucial bearing in the 
event that the elected president is incapaci- 
tated or that an extra-constitutional move — 
in the view of opposition politicians, a mili- 
tary coup — takes place. If such an event 
takes place when parliament is not in ses- 
sion or has been dissolved, it shall meet at 
noon on the day after "such contingency 
arises," and will make "n provi- 
sions for the discharge of the function of the 
presidency." 
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go ahead with the sub-district elections 
due in May 1990 to consolidate its ad- 
ministrative reform measures, the source 
added. 

However, another source said that if the 
opposition agreed to participate in mid-term 
parliamentary polls, these could take place 
simultaneously with the next presidential 
elections, but that these could not possibly 
be held before April 1991. 

The source added that Ershad was likely 
to nominate Moudud Ahmed as his vice- 
presidential running mate for the next elec- 
tion as he appears confident that in case of 
any untoward development, the prime 
minister could be entrusted to continue his 
policies. u 
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Island dispute continues to mar Soviet-Japanese ties 


Bleak prospects 


By Sophie Quinn-Judge in South 
Kurilsk, Kunashir 


fter years of secrecy, the Soviet Union 





is beginning to open up the four 

southern Kuril Islands, which it oc- 
cupied in 1945. Japan claims these islands — 
Iturup (Etorofu), Kunashir, Shikotan and 
the Habomai group — as its “northern ter- 
ritories,” and says they are not technically 
part of the Kuriles chain. The Japanese have 
refused to sign a peace treaty formally end- 
ing World War II with the Soviet Union until 
the islands are returned. 

But in early July, the first visit to the 
Southern Kuriles by any non-communist 
foreigners since the Red Army moved in, 
gave the Soviets their turn to stake a 
counter-claim. The three-day visit by five 
foreign correspondents to Kunashir island 
coincided with the 250th anniversary of the 
first Russian landing in the Southern 
Kuriles. The message was clear: the islands 
are now thoroughly Soviet and no one is 
contemplating a swap of territory for Japan- 
ese credits and technology. 

From Kunashir's airport, on the slope of 
a volcano, the cliffs of Hokkaido are clearly 
visible across the 39-km strait that 
separates the two islands. But Japan 
and its economic miracle could be 
thousands of miles away: Kunashir 
is a distant, undeveloped outpost 
of Soviet power with few traces 
left of the Japanese who lived there 
before their repatriation in 1948. 
This island, at least, appears to be 
anything but a threatening military 
garrison. 

The airport, where the runways 
are surfaced with what islanders say 
is US military-issue perforated steel 
sheeting, can be closed for weeks at a 
time during the spring thaw when 
the ground becomes water-logged. 
The largest aircraft it can handle is the 
48-seat Antonov 24 turboprop. South 
Kurilsk, the island's main settlement 
and regional capital, has only a makeshift 
log pier. The ships which resupply the is- 
land unload their cargoes and passengers — 
everything from newsprint to fresh contin- 
gents of border guards — onto barges 
offshore. 

Why anyone would want to fight over 
the Kuriles is, at first glance, unclear. They 
are caught in an almost permanent fog 
bank, where warm and cold ocean currents 
meet. Warm sunshine is guaranteed only in 
August and September, and the boat trip 
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from the Sakhalin port of Korsakov is likely 
to become a 38-hour odyssey if the weather 
turns foul. The Soviet Government has to 
pay workers, most of whom are employed 
in the fishing industry, twice the wages they 
would earn in the western part of the coun- 
try, with increments bringing this up to 2.8 
times standard pay after five years’ resi- 
dence. 

South Kurilsk, located on the island's 
Pacific coast, could at best be called weather- 
beaten — its tar-papered houses giving it the 
air of a makeshift shanty town. Wooden and 
steel walkways bypass the muddy, un- 
paved streets. Frequent low-intensity earth- 
quakes crack the plaster inside homes and 
force local people to keep furniture and pos- 
sessions close to the ground. They learn to 
start counting when they feel the tremors 
start. "I count to 13 and if the quake is still 
gathering force, I run outside," one resident 
explained. No one on the islands, though, 
seems particularly worried by its four active 
volcanoes, one of which, Tyatya, last 
erupted in 1973. 

To long-term Kunashir residents, the is- 
land's attraction is simple. Aside from high 
salaries and the closeness engendered by 
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Shevardnadze and Nakasone: no treaty in sight. 


living within a small community, they now 
consider it home. "I was born and studied 
on Shikotan and it's my native place," 
Masha Kuzevanova, deputy editor of the 
local newspaper says. "We have a fourth 
generation now being born here," says 
schoolteacher Fyodor Pyzhyanov. Two- 
thirds of the Southern Kuriles region's 7,800 
population now live there permanently, he 
estimates. The Soviets do not include Iturup 
in the region — it is administratively in the 
Central Kuriles. 
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Asked whether he thought it had been a 
mistake to repatriate the remaining Japanese 
from the islands in 1948, 78-year-old builder 
Grigory Kochetov said "it's hard to say — 
everyone has his homeland. Ours was here, 
theirs was in Japan." He was one of the first 
civilian Russians to arrive in 1946. The de- 
parting Japanese received no compensation 
for the houses and belongings they left be- 
hind. "They took with them everything they 
needed," Kochetov said. The Soviets had lit- 
tle regard for the wooden Japanese houses. 
"They had only sliding doors and were 
heated by iron stoves," Kochetov said, add- 
ing “we improved them by putting on per- 
manent doors and insulating them with 
sawdust." During our visit we met only one 
resident of Asian extraction: Ivan Kim, of Ja- 
panese-Korean parentage, from Sakhalin. 
He is the president of a cooperative dealing 
in scrap metal and marine products. 

Many of the early settlers, such as 
Lyubov Nepryanina from Saratov, came 
from the western Soviet Union, where t 
homes had been destroyed during the was. 
She admits that when she arrived in the 
Kuriles with her husband and two-month- 
old son in 1949, she thought she had made a 
mistake. “We lived very poorly — now we 
live at a higher level. In the first years you 
had to wait in line at the well for water — the 
government only started to build a piped 
water system in the 60's," she says. 


ive years ago work started on the 
regional party headquarters and 
wooden apartment buildings on a hill 
overlooking the small harbour. Until 
then, the town had clustered along 
the shorefront, where fsunami tidal 
waves are a constant threat. Now, 
after 28 years’ work in the local 
fish processing plant, Nepryanina 
lives on a pension of Rbl 132 (US$200) 
a month. Her son has moved to 
South Sakhalinsk, but a daug’ ` 
— married to a military man — 
stayed in the Kuriles with her 
children. 

The 2 July commemoration of the 
first Russian landing in the Southern 
Kuriles gave these old-timers a 
chance to assert their roots and the 
legitimacy of the Soviet claim to the 
islands. For the island's youngsters it 
was the chance to hold a disco under 
the watchful eye of Lenin in the town 
square. The celebrations were organised 
in the hope of attracting major Japanese 
media coverage. The propaganda impact 
was weakened, however, by the last-minute 
decision of most Japanese media not to risk 
their Foreign Ministry's sanctions against 
companies visiting the islands on Soviet 
visas. Only the small PA news organisa- 
tion sent a television crew to record the 
event. 

The event being commemorated centred 

on a Danish sea captain, Martin Spanberg, 
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hired by Tsar Peter the Great to take part in 
Vitus Bering's exploration of the Arctic and 
the Northern Pacific. His landing on Shiko- 
tan in 1739 was re-enacted in full dress, with 
a family of long-time residents playing wel- 
coming Ainu — the region's indigenous 
people — on the town beach. Earlier Rus- 
sian explorers had mapped some of the 
Kuriles in 1711-13, and more accurately in 
1720-21. As Soviet historians point out, 
this was during the Shogunate, when Ja- 
panese were forbidden to travel beyond the 
home islands on pain of death. The Soviets 
admit that Spanberg was a less than model 
leader. He sold his stocks of flour to his crew 
at extortionate prices, and was vengeful to- 
wards his more capable subordinate, 
Englishman William Walton. 

By 1828, the Russian-American Co. 
had established a trading outpost on 
the island of Urup, just north of the 

outed Iturup. By this time the Japan- 

had become more outward looking; 
in 1786 they had sent two of their own 
expeditions to the Kuriles. In 1800 they 
established their first fort on Iturup. The 
1855 Shimoda treaty between the two 
powers fixed the border be- 
tween Iturup and Urup until 
1875, when another treaty gave 
the Japanese jurisdiction over 
all the Kuriles in exchange for 
Russian possession of Sakhalin 
island. 

The anniversary was or- 
ganised by a local citizens' 
group, the Frigate Society, with 
help from the party secretary 
for ideology. The Frigate So- 
ciety appears to be the Soviet 
answer to the Japanese societies 
for the return of the northern 
territories, which stage nation- 
wide demonstrations every 7 

ruary. Led by 54-year-old 
-,-dor Pyzhyanov and com- 

mainly of his ex-stu- 
dents, it is what the Soviets call 
a "local studies" society. 
Pyzhyanov has acquired an en- 
cyclopaedic knowledge of the 
islands' unique geology, as well 
as early Russian exploration and settlement. 
Small, bearded and energetic, he undoub- 
tedly has the right qualities to succeed at 
“people-to-people diplomacy," one of the 
methods the Soviets are banking on to 
defuse the northern territories issue in 
Japan. 
The Frigate Society has issued a formal 
invitation to the Northern Territories Society 
of Hokkaido to visit Kunashir, along with a 
group due to visit the island's four Japanese 
cemeteries later this summer. Such groups 
come directly from Hokkaido without being 
issued Soviet visas. Last year one visited 
graves on uninhabited Habomai island. 
Pyzhyanov is taking on the task of cleaning 
up the overgrown cemeteries. 
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Leonid Stashkevich, the new director of 
Kunashirs 65,000-ha nature reserve — 
where brown bear roam and ordinary plants 
grow to gigantic proportions — is already a 
successful citizen diplomat. While director 
of the Wrangel Island nature reserve in the 
Arctic Ocean, he gained favourable publicity 
for the Soviet Union by participating in an 
international campaign to save a threatened 
species of wild geese. Now ornithologists on 
his staff are helping their Japanese counter- 
parts on Hokkaido track threatened species 
— all by mail so far. "But we would like to 
invite them to visit," his deputy Mikhail 
Dykhan says. According to Pyzhyanov, 
though, the single most important ecologi- 
cal question for the Kuriles is how to pre- 
serve their rich schools of fish. "This can't be 
put off until a solution of the territorial prob- 
lem," he emphasised. 


Ithough the Soviets may manage to 
A give the Kuriles a more human face, 
their efforts to improve their image in 
Japan can only go so far towards defusing 
the territorial issue, Western diplomats be- 
lieve. And assertions of historical legitimacy 


The disputed islands 5 
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carry little force in international law. With 
seemingly little hope of a quick resolution to 
this territorial dispute, just how long will the 
Soviet Union maintain its claim at the ex- 
pense of finally signing a peace treaty with 
its powerful neighbour? 

Even Japanese diplomats admit that in 
this time of glasnost, the Soviets cannot neg- 
lect the voices of the people living on the is- 
lands. “Frankly speaking, the situation is 
getting more difficult,” one told the REVIEW. 
This analysis was borne out by a leader of an 
informal democratic group on Sakhalin. 
"How can [Soviet Foreign Minister Eduard] 
Shevardnadze hold talks about the return of 
the Kuriles without consulting the people?" 
he asked in a private conversation with jour- 
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nalists. Three sessions of a peace trea 
working group, in which the Soviets have 
agreed to discuss the territorial issue, have 
already been held, and a fourth is due later 
this year. 

The most compelling reason for hanging 
onto the Southern Kuriles is rooted in real- 
politik. The Soviets believe they cannot risk 
setting a precedent for tampering with their 
post-war boundaries, established by Great 
Power agreements at Yalta and Potsdam. 
Had they signed the 1951 San Francisco 
peace treaty, in which the Japanese agreed 
to abandon the islands, they would have an 
international treaty to support their claim. 
Stalin’s reasons for refusing to sign are 
obscure — Soviet Asia specialists now say 
ruefully that failure to sign was a major mis- 
take. For its part, the US placed its support 
firmly behind the Japanese claim by May 
1957. In a note to the Soviet Government, 
the US stressed that the term “Kurile Is- 
lands” in the San Francisco peace treaty 
and the Yalta agreement did not include 
the Habomais, Shikotan, Kunashir and 
Iturup. 

When Japan and the Soviet Union nor- 
malised their diplomatic rela- 
tions in October 1956, their 
-ë joint declaration called for fur- 
y ther negotiations to conclude a 
peace treaty. At that time the 
Soviets stated their agreement 
to hand over the Habomai Is- 
lands and Shikotan to Japan on 
conclusion of a peace treaty. 
But after the extension of the 
US-Japan security treaty in 
1960, Soviet willingness to re- 
turn the islands evaporated. 
Ever since, growing US-Japan- 
ese strategic cooperation has 
been a major obstacle to the im- 
provement of Soviet-Japanese 
relations. 

When agreement was 
reached on normalising US- 
Chinese relations in 1978 and 
the Japanese signed a peace 
treaty with China, this also saw 
the start of a new period of 
heightened tension between 
the Soviet Union and Japan over the dis- 
puted islands. In 1979, Japan's Self Defence 
Agency charged that the Soviet Union had 
deployed new military forces and was con- 
structing new military facilities on Kunashir 
and Iturup. Later they announced that 
forces had also been deployed to Shikotan. 
Western sources say that a motor rifle divi- 
sion was deployed to the islands around this 
time, as well as more advanced fighter air- 
craft. The Soviets, on the other hand, saw 
Japan developing into — in former Japanese 
prime minister Yasuhiro Nakasone's words 
— "an unsinkable aircraft carrier" for the 
US. 

Western experts now believe that the mi- 
litary arguments for retaining the islands are 
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O protect sea passages to the Pacific from 

e Sea of Okhotsk for ballistic missile-carry- 

-ing submarines has been overtaken by the 
development of new long-range missiles, 
-carried in submarines deployed close to the 
-Soviet mainland. And though Western 
.. Sources say the Soviets still have elements of 
|. one army division, if not a full division, on 
the islands, they do not believe an attack on 
|. "Hokkaido could be mounted from the 
Kuriles — Sakhalin would be the obvious 


-. Staging point. 

5 W kov, referred to as the regimental 
DM commander on Kunashir, met re- 
-porters on 3 July, he claimed that “we don't 
have the strength or possibilities to attack 
t Japan." He said he knew of no plans for 
troop reductions in the Kuriles, within the 
framework of overall troop cuts now plan- 
ned for the Soviet Far East. But he did ex- 
plain that, in line with the new Soviet doc- 
trine of defence sufficiency, some changes 
chad taken place in the equipping of his 
forces and in their training exercises. "We do 
not practise attacking manoeuvres," he said. 
» Soviet Deputy Foreign Minister Igor 
Rogachev confirmed in May during the visit 
of his Japanese counterpart to Moscow, that 
the Soviet Union did not consider the US- 
Japan security partnership to be an obstacle 
to a peace treaty with Japan. "The meaning 
of the US-Japan security treaty will evidently 
lessen after the conclusion of the agreement 
on medium-range missiles,” he told jou 
nalists. 

_ The understanding among diplomats in 
Moscow now is that the Soviets will not 
make any more unilateral peace initiatives in 
the Pacific until they get an answering move 
from the US and Japan. But having reduced 
the tension on their border with China, their 
perception of a military threat in the Far East 
obviously has changed. 

. If the military face-off loses its intensity, 
. economic aspects of the Japan-Soviet re- 
- lationship may be the decisive factor in an 
- eventual solution of the territorial question. 
. "Ultimately, everybody knows that the 
|. Soviets will have to deal with Japan," a 
Western diplomat in Moscow told the 
-- Review. “But this may be farther down the 
-vroad than anyone realises,” he added. The 
. Soviets are not yet ready to fully open Vla- 
. divostok, for example, or to absorb large- 
scale credits. And the Japanese have, since 
_ the 1970s, found alternative sources of raw 
. materials. “Every indication from Tokyo is 
that they can wait,” the diplomat said. 
“The Soviets have alternatives to the Japan- 
ese, and the Japanese don't need the 
.. Soviets.” 

. But during the reporters' visit, the local 
eaders did not hide their interest in getting 
apanese help to develop the Kuriles. If 
there were foreign partners wanting to in- 
vest money in the islands, it would be easier 


hen Lieut-Col Anatoly Kleshchu- 



































o longer as strong as they were. The need 
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to open them up, Yevgeny | Soldatenko, 


head of the regional party committee, said. 
The local authorities believe that the deve- 
lopment of the hot mineral springs on 
Kunashir as international tourist centres 
would be a good investment. The 98% pure 
sulphur. deposits on Iturup could also be 
exploited. under joint partnership, officials 
on Sakhalin say. They did not mention what 
are rumoured to be rich deposits of titanium 
in the black sands of Kunashir. 

However, it is the rich fishing grounds 

around the islands which give the Soviets 
their greatest incentive for keeping them, 
and which also probably provide the great- 
est potential for cooperation. The confluence 
of warm and cold ocean currents off Shiko- 
tan forms one of the three richest fishing 
banks in the world, the local people say. It is 
a devastating indictment of the Soviet econ- 
omy that they have been unable to make a 
profit out of their reserves of salmon, her- 
ring, crab and scallops. The regional au- 
thorities collected Rbl 647,00 in poaching 
fines this year. 
Rbl 15 million in annual subsidies. Now, in 
order to cut high labour costs, they are plan- 
ning to thoroughly mechanise their process- 
ing industry. For this, however, they want 
foreign partners and equipment. | 

Under annually renewed agreements, 
Soviet and Japanese fishermen already 
jointly exploit their respective 12-mile eco- 
nomic zones. The Soviets complain, 
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ML ofthe turmoil of May and June has 
been revealed in an investigative report by 
Peking Mayor Chen Xitong. The report at- 
tempts to link former party chief Zhao 
Ziyang and prominent Chinese liberal intel- 
lectuals to what it called "a political con- 
spiracy" in collusion with Western political 
forces whose eventual aim was to bring 
China "under the rule of international 
monopoly capital" and to adopt capital- 
ism. — | 

The accusations in Chen's report, pre- 
sented to the National People's Congress 
standing committee on 30 June, could serve 
as the basis for future criminal or party dis- 
cipline charges against Zhao and key liberal 
intellectuals. The intent of the charges ap- 
pears to be not merely to target these 
officials and intellectuals as. individuals, 
but also to define as heretical the ideas and 


though, that the fast Japanese trawlers often 








ignore international fishing quotas when 
they are in the Soviet zone. They also use il- 
legal methods to catch crabs and fail to re- 
turn egg-bearing females to the sea. 

When caught, Japanese fishermen often 
use the argument that they are in Japanese 
territorial waters. Local fish inspectors claim 
the Japanese authorities do little to discour- 
age these violations. So far the Sakhalin au- 
thorities have collected Rbl 647,00 in poach- 
ing fines this year. - 

The Japanese, too, are making some ad- 
justments to the spirit of perestroika. When 
the then foreign minister Sosuke Uno vis- 
ited Moscow in May, he announced that the 
conclusion of a peace treaty, while the most 
important aspect of relations, was not the 
only way to improve them. As he told a 
press conference, the development of busi- 
ness ties in a "correct and realisable way" 
was another way to improve the relat’ 
ship. 

It is clear that the Japanese are planning 
to develop all fields of the relationship to- 
gether, which means that the Soviet Union 
cannot bypass the territorial issue. But the 
solution of the territorial issue is not a pre- 
requisite for the development of relations. 
Diplomats also pointed out that the eco- 
nomic relationship is governed by economic 
principles: Japan obviously has no intention 
of restraining its business if there is a profit 
to be made. a 








Report details allegations against Zhao 





The allegations of collusion with foreign 
enemies in theory could be used to justify 
capital charges against the plotters if the cur- 
rent events are a prelude to a much more 
serious anti-Western campaign. A recent 
editorial in the party newspaper, the People's 
Daily, charged that foreign forces, having 
failed in the 1950s to overthrow communism 
through direct confrontation and armed at- 
tacks, had adopted a new strategy of com- 
bining economic and technical aid with 
"Spiritual weapons" of Western political 
concepts. By using economic pressure and 
supporting liberal elements in China, the US 
and other Western governments sought to 
bring about an internal collapse of the - 
socialist system through peaceful evolution, 
the editorial said. ] 

But what is most striking in Chen's re- 
port is the weakness of the substantive 
charges, which ultimately hinge on the pre- 
sumed intent of the plotters to “overthrow 
the leadership of the Chinese Communist _ 








Party and subvert the socialist people's re- 


public." 


Describing the plotters as a "tiny handful e 


of people inside and outside the party who 
sia clung to their position of 

bourgeois liberalisation,” Chen claimed that 
they undertook “ideological, public opinion 
and organisational preparations for years." 
What the report documents in this regard, 
however, are statements and petitions in 
support ob human rights and political re- 
form which are arguably permissible under 
Chinese law and under what was previ- 
ously understood as party policy. 

The intellectuals named in the document 
are a virtual Who's Who of contributors to 
China's new thinking on reforms over the 
past decade, many of whom have become 
important patrons of younger intellectuals. 
They include: 

P> Bao Tong, formerly Zhao's political secret- 
and director of the party's Research 
itre for Political Structural Reform (RCPSR). 
> Gao Shan, deputy director of the RCPSR. 





> Chen Yizi, ‘director of the State Council's "Ss : 
Research Institute for Economic aie 


Reform.  . 
b» Yan Jiaqi, former director of the Political 


Institute of the Chinese Academy of Social - 


Sciences (Cass), now in France and a co- 
founder with student activist Wuer Kaixi of 
a new exile-based organisation of Chinese 
dissidents. 

P Su Shaozhi, former director of the Mar- 


xism-Leninism-Mao Zedong Thought Insti- 


tute of Cass, now in the US. 
> Ge Yang, c 
party monthly magazine, who is believed to 
be still in China. 

9 Zhang Xianyang, a research fellow of the 
Marxism-Leninism-Mao Zedong Thought 
Institute of Cass, believed to be still in 
China. 

> Li Honglin, research fellow of the Fujian 
Academy of Social Sciences. 

> Bao Zhunxin, associate research fellow at 
the Institute of Chinese history of Cass, be- 
lieved to be still in China. 
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Democratic Seoul could talk tough with the US 


Friction: on fighters 
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s two South Korean ministers pre- 
A: pare for routine visits to Washington 
later this month, some US officials are 
worried that the US Congress' objections to 
Seoul's plan to coproduce a fighter aircraft 
(dubbed the FX) with a US manufacturer 
could develop into a major bilateral prob- 
This could further complicate US- 
th Korea relations which the latter's 
democratisation efforts have put on a 
"sound and solid" footing but, concomit- 
antly, have also made those relations more 
difficult to manage in some respects. 

While South Korean Defence Minister 
Lee Sang Hoon and Foreign Minister Choi 
Ho Joon will visit separately, the topics of 
their discussions here are likely to overlap. 


Aside from the question of US forces ~ 


stationed in South Korea (REVIEW, 13 July), 
both ministers will exchange views on 
North Korea with the Americans. US offi- 
cials are likely to stress the importance of di- 
rect North-South talks — with a suggestion 
that Seoul could be trying a little harder — 
while assuring the visitors that in US-North 
Korea contacts there has been and will be no 
discussion of military matters. 

Some economic topics will confront 
Choi. Although in May Seoul narrowly es- 
caped being designated an "unfair trader" 
under the "Super 301" clause of the new US 

trade E tonum many US trade officials: and 





politicians remain dissatisfied with its trade 
record. Seoul made last-minute conces- 
sions, promising liberalisation of agricultural 
imports and investment into South Korea as 
well as cessation of "border closure" mea- 
sures to protect infant industries. 

Even some Seoul officials admit they did 
not concede in vital areas of agricultural 
trade and were instead able to convince the 
US that the unfair trader designation would 
only inflame anti-American sentiments in 
South Korea and threaten the country's 
budding democracy. Thus the pressure is 
still on for Seoul to revalue the won against 
the US dollar and to liberalise further in farm 
trade and services. 


oth Choi and Lee are likely to talk 
2 about the FX coproduction deal, par- 
. D) ¿ticularly if by the time they come, 
Seoul makes the long overdue choice of air- 
craft and discloses what proportion of the 
purchase will be bought outright and what 
proportion coproduced. Seoul is looking at 
General amics’ Fl6 and McDonnel 
Douglas' FA18. Both the Seoul government 
and South Korean companies involved have 
tried to maximise the rate of coproduction 
and the US vendors, in a desire to win the 
contract, have competed to oblige them. 

But some US legislators, including those 
who opposed the recent FSX aircraft agree- 
ment with Japan and forced its revision, are 
now objecting to the FX deal too, insisting 
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. The specific charges against Zhao in- 


] volve presumed ties between members of E 
thief editor of New Observer, a 


his “brain trust" — in particular his former. d 


political secretary Bao — and liberal Hong- 2 


kong publications and a failure to support) 
firm action against pro-democracy protes- — 
ters at an early stage in the development of — 
the crisis. Finally, Zhao is accused of escalat- . 
ing the crisis by encouraging open reporting 
of the protests in the Chinese press and pub- 
lidy supporting a conciliatory approach to 
the demonstrators at variance with the 
hardline advocated by conservative party 
leaders and Deng Xiaoping. a 




























that if the South Koreans are a strong ally 
and fair trading partner, they should buy all 
the aircraft off the shelf from the US. . 

The Bush administration considers the Fx 
deal to be much less of a threat to US indus- 
try than the rsx deal, which involves no 
coproduction but codevelopment of a new 
and advanced aircraft, and the US Com: 
merce Department, which led the fighi 
against the original FSX deal, is favoura 
disposed to the Fx deal. Besides, Soutt 
Korea's trade surplus with the US is down 
too, for structural and technical reasons, 
which reduces the political temperature. Bu 
“techno-nationalism” is still on the rise in 
Washington and the fear is that it could pro- 
voke South Korea's own, adding fuel to its 
nationalism which has strained the bilater ra 
relationship. ! 

Some specialists here complain thi 
democratisation in South Korea — while its 
advantages far outweigh the disadvantages 
particularly in the long term — has made i 
vulnerable to domestic pressures and has 
unleashed nationalist fervour, thus com 
plicating the conduct of its diplomacy. | 
Democratisation has resulted in freer and __ 
stronger institutions, including the national 


assembly, the press, labour unions and | 


other interest groups, which do notalways —— 
agree with the US, the specialists say. E 

Pointing to the Philippines, which has 
also moved to democracy with American __ 
help, a US official said: "[Former president — 
Ferdinand] Marcos could deliver the [US] __ 
bases agreement and make it stick. Now just - 
eight Philippine senators can undo it." A- 
real threat from the North makes it unlikel 
that South Koreans, in a democracy, will ac 
“irresponsibly” on security issues but highh 
charged economic disputes may be enoug! 
to damage the bilateral relationship, the offi 
cial added. 
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Asia1989 Yearbook 

We give you Asia, 

minus the mystery, 
minus the myth: 


W= M 
SNN AA Asia, the world's most dynamic market place is home to more than half of man- 


kind. Every day events occur here which not only shape the destinies of its more 
Z4 than 4 billion population but affect the entire world as well. 


777 The Asia 1989 Yearbook does more than just cover these events — it compiles, ana- 





ing region. 


lyses and interprets them for the reader. No businessman or scholar can afford to ignore 
them. Nor can any professional or anyone who has dealings with or an interest in this excit- 


Decide for yourself whether any other single medium puts the social, political and economic realities of Asia at 


your fingertips as does the Asia Yearbook. 
NOW IN ITS 30TH YEAR... 


Matching the rapid pace of Asian development the Asia Yearbook goes into 
great detail, with greater insight — a book which everyone who needs to 
know about Asia should have on the bookshelf. Now in its 30th year the Asia 
1989 Yearbook is more thorough and comprehensive than ever before. 


COUNTRY-BY-COUNTRY ANALYSIS . . . 

Each country is discussed with up-to-date reviews of its Politics and Social 
Affairs, Foreign Relations, Economy and Infrastructure, complete with a 
map and lists of leading public officials. The Asia 1989 Yearbook gives you 
localised, first-hand information on everything from market potential and 
population trends to foreign aid involvement and social and cultural land- 
marks. Each country chapter has a Databox giving essential vital statistics. 
And there is also a statistical round-up compiled against a master question- 
naire provided by Yearbook experts. 


HOW IT IS DONE... 

Published by the Far Eastern Economic Review, the Asia 1989 Yearbook is 
the result of thousands of manhours of work during the year. Every week, 
the Review's correspondents file on-the-spot reports from every major 


Asian capital and other areas of interest throughout the region. This leading 
team of writers, analysts, experts and research staff contribute (as they have 
regularly for 30 years) to keep the Asia 1989 Yearbook on top of events. To 
give you Asia minus the mystery, minus the myth. To give you Asia as only 
the Far Eastern Economic Review can. 


SOME OF THE FEATURES YOU'LL FIND . . . 

The Asia 1989 Yearbook offers completely revised chapters — covering 
another historic year in Asia, and analysing US involvement in the region 
and you will also find familiar chapters and features as well: a portrait of The 
Entire Region, The Power Game, Population & Food, Development 
Banks, Asian Finance, Asian Investment, Commodities, Energy, Aviati 
Shipping, Fishing, Trade & Aid, the Pacific, Asian & Pacific Organisations, 
and much more. 

As in the past, the Asia 1989 Yearbook has an abundance of charts, tables 


and graphics to illustrate the material, including a full military profile of 
each regional country. 


The main body of the book contains chapters on 31 countries, ranging from 
Afghanistan to Japan, from China to New Zealand. 
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DEREK DAVIES 


Traveller’s Tales 


ir Geoffrey Howe, Britain’s foreign 
secretary, is a difficult man to in- 
vigorate, but I am pleased to say 

that the REVIEW a to have ac- 
complished this. In the aftermath of the 
Tiananmen outrage, he had chosen to come 
to Hongkong anyway, though with nought 
for the comfort for what he called “this his- 
torical eccentricity,” except for a vague and 
divisive scheme to allow certain categories of 
Hongkong people who had served London 
well to live in Britain and 
an even vaguer promise 
of help in the event of a 
strophic emergency 

by which time it 
would, of course, be too 


(ironically a 
synonym for “good” in 
the language used by Pe- 
king) about his absolute 
denial that there was 
anything racial behind 
Britain’s refusal to con- 
template honouring, 
with the right of abode, 
the third-rate British passports issued 
to Hongkong British citizens. This hard- 
ly seemed to square with his remark 
on a British television programme only a 
week before that the sudden arrival of 3.2 
million Chinese in Britain (which was never 
ilistic prospect anyway and which was 

| by London as a scare-story) would 
double Britain's population of ethnic 
inorities. But my raised hand was not rec- 


ognised 


Instead, Review Editor Philip Bowring 
asked how London could refuse resident 
rights to the Hongkong citizens while pre- 
paring, as of 1992, to accept the right to settle 
in Britain of up to 60 million Greeks, 
Spaniards and Portuguese with lower 
standards of living than Hongkong citizens 
and with recent experience of living under 
dictatorial regimes. Howe his usual 
evasive flummery and bridled when Bow- 
ring asked him to address the actual ques- 
tion. "I don't come to press conferences to 
be heckled," he pouted, refusing to answer 
further. To quote a local newspaper he sub- 
sequently took the opportunity to "make 
several swipes" at the REVIEW. 


In fact, the burden of Howe's m 
message was that Peking had much to do 


20 JULY 1989 


F ni 





over a long period of time if it was to rebuild 
the “gap of broken confidence” which 
yawned after the 4 June Tiananmen mas- 
sacre, and that “everyone agrees” (he obvi- 
ously did not include the present Chinese 
leadership in this generalisation) that the 
1984 Sino-British Joint Declaration was “the 
best starting point.” In other words, Britain 
was taking advantage of China's gross loss 
of legitimacy to attempt to go back to Square 
One. Naturally, he did not mention the 
equally gross erosion of 
confidence meanwhile 
as the British negotiators 
have given way on 
pledges — both those in 
the joint declaration and 
those given verbally by 
the Thatcher govern- 
ment in their early effort 
to sell the agreement to 
Hongkong and to the 
British Parliament. 

A fellow journalist 
commented to Bowring 
later: "You've been dead 
sheeped!” Possibly 
Howe was galvanised by 
Emily Lau’s dispatches 
which week by week 
have recorded Britain's process of be- 
trayal. Or perhaps he was stung into 
uncharacteristic life by our cover stories 
showing Hongkong as an increasingly mag- 
gotty apple about to fall into Peking’s 
lap. 


That these articles reflected honest 
doubts (and not a pre-prejudiced editorial 
"line") was surely illustrated by the en- 
thusiasm of our 4 
October 1984 cover, 
welcoming ^ the 
Joint Declaration as 
a brand plucked 
from the burning. 
The cover (as 
above), under the 
title “A New Lease 
Of Life,” was 
drawn by our 
former art director 
Morgan Chua, who 
based it on a 19th 
century lithograph 
of the signing of the 
Treaty of Nanking, 
which granted the 
British the 99-year 
lease on most of the 


territory. 
FAR EASTERN ECONOMIC REVIEW 





This cover won the approval of Bernard 
Ingham, Margaret Thatcher's press secret- 
ary, who is even more of a thuggish brow- 
beater of down-trodden hacks than the man 
employed to perform the same offices for 


Howe: 
NM | 
10 DOWNING STREET yi 
d Q. Danis ‘ i 


The Prime Minister has asked me to thank you for - 
your photocopy of the entertaining cover of the Far | 
Eastern Economic Review covering the Sino/British 
joint declaration. } 


She is impressed with your professionalism and 
much amused by your cover. 


y 7 3 
ee ere: 


Sadly, the enthusiasm of both Downing 
Street and the British Foreign Office for the 
REVIEW's coverage of the Hongkong ques- 
tion has waned, though all the doubts it has 
been expressing in the years since the Joint 
Declaration were more than amply justified 
in Tiananmen Square. 


The best expression of my reaction to 
Howe's press conference must be politely 
limited to a magnificent cartoon on compu- 
ter technology, which emerged anonym- 
ously from the fax machine recently: 


Understanding Computer Technology 


APPUCATION 
SOFTWARE 
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EDUCATION 


Professors open Vietnam 's first private uruversity 


Mind over Marx 


By Murray Hiebert in Hanoi 


handful of Vietnamese professors, 
frustrated at the deteriorating qua- 
lity of education since the com- 
munists reunified Vietnam 14 years 
ago, recently opened the country's first pri- 
vate university. The University of the Soar- 
ing Dragon, or Thang Long, the original 
name for Hanoi, will be testing the limits of 
doi moi, or renovation in Vietnam. For star- 
ters, this university has admitted students 
based on academic performance rather than 
dass background and offers courses not 
taught in state schools. 

The opening of the new university fol- 
lowed the first known protests in Ho Chi 
Minh City by students demanding that the 
outdated curriculum in government col- 
leges be overhauled. More recently, several 
state universities in the former capitalist 
south have been allowed to elect their own 
rectors, which in at least one case resulted in 
defeat for the communist party's candidate. 

The University of the Soaring Dragon 
opened in late February with six part-time 
professors and 70 students of computer 
science. Over the next three years, it hopes 
to expand to 500 students. Next year, the 
school plans to venture into the field of busi- 
ness management, said vice-director Bui 
Trong Luu, one of the founders. 

This is a potentially risky endeavour. 
“We'll have to choose the appropriate cur- 
riculum," is the way Luu puts it, alluding to 
a problem of deciding what type of manage- 
ment techniques should be taught in a coun- 
try which has been reforming its communist 
economic system during the past two years. 
“It's hard to distinguish between socialist 
and capitalist economics when Vietnam is 
establishing relations with the market econ- 
omy." Later, the university plans to intro- 
duce courses in law, including taxation, Luu 
said. 

One of the main goals of the new univer- 
sity is to raise the level of teaching to inter- 
national standards, said Luu, who taught 
mathematics and mechanical theory at the 
government-run Polytechnical University in 
Hanoi for 33 years. He had received his doc- 
torate in France. 

“It’s well known that when the economy 
is poor, the first impact is on education," he 
said, citing as evidence the fact that only 200- 
300 professors out of 1,000 teaching at the 
Soviet-built Polytechnical University are 
qualified for their jobs and they are so poorly 





paid that they have to find second jobs to 
feed their families. "Many posts which 
should be occupied by scholars are occupied 
by politicians," Luu said. "Their first priority 
is politics and national defence, not technol- 
ogy and science." 

Luu said that students in state schools 
have no incentive to study because they are 
guaranteed government jobs. In contrast, 
students at Thang Long University are ex- 
pected to do four hours of homework each 
day and they will have to look for their own 
jobs after they graduate. "There is no way to 
change the state system. It's too rigid and 
takes a long time," Luu said. "So it's better to 
set up a pilot institute. We hope the private 
school will bring improvements to the state 
system." 

The opening of the new university was 





" | d 
Merit, not class, will get her in. 


advertised on radio and television and 
within a few days more than 200 students 
had applied. The top 120 applicants were 
given oral examinations and the 70 with the 
highest grades were admitted to the first 
class. The revolutionary credentials of a can- 
didate's family were not considered as they 
are in state institutions. 

Thang Long University opened without 
buildings, equipment or even books for a li- 
brary, and lectures are held in classrooms re- 
nted from the medical college. Luu's 
brother, Bui Trong Lieu, who teaches maths 
at the Sorbonne, helped raise funds among 
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overseas Vietnamese to set up the new uni- 
versity. Several wealthy Vietnamese in the 
south also contributed. 

About one-fifth of the university's 
budget comes from the students them- 
selves. Unlike students in state schools who 
receive government scholarships, those en- 
rolled at Thang Long University pay for 
their tuition. The fee is 15 kg of rice a month, 
now Dong 10,000 (about US$2) a month, a 
hefty sum in Hanoi where a government 
employee only earns Dong 30,000 a mo 
Vice-director Luu earns Dong 60€  . 
month from his job at the government 
school, but he and his colleagues still give up 
their time to the new private university. 

After three years, graduates will receive 
the rough equivalent of a bachelor's degree. 
Those who do well will be invited back for a 
fourth and possibly a fifth year after which 
they can begin studies for a doctorate, Luu 
said. 

Ho Chi Minh City has approached 
Thang Long University to open a branch 
there and the government is considering re- 
quests from two other groups seeking per- 
mission to open private universities in the 
south. Two doctors are preparing to open a 
private medical college in Ho Chi Minh City 
and several social workers are looking to 
open a private social work school. 


he growing interest in private 
schools comes in response *^ 
mounting discontent among 
dents, particularly in the south. 
Early this year, students in the Economics 
Institute and the Po ical University in 
Ho Chi Minh City organised the first known 
“teach-ins” or symposiums in communist 
Vietnam to voice their complaints about 
their curriculum, student recruitment and 
the poor living conditions of students. 

Students complained that they are 
taught concepts of Marxism-Leninism 
which were fashionable before Vietnam 
began its economic reforms nearly three 
years ago, said Tran Ngoc Chau, a member 
of the editorial board of the Tuoi Tre (Youth) 
magazine which reported the student de- 
mands. 

“If you just teach students that socia- 
lism is a society where everyone is happy, 
you can't explain why Vietnam is still 
so backward," Chau said. Students also 
demanded that academic performance, 
not their family's political background, 
should determine whether they are admit- 
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Ho Chi Minh City met representatives of the 
disgruntled students early this year and as- 
sured them that a studenfs “political 
biography” would no longer be used to de- 
termine admission and that textbooks for 
courses on Marxism-Leninism would be re- 
written. 

Chau said the Economics Institute had 
already introduced new courses, including 
ones on capitalism, business management 













TOURISM 





Pu p^ and ; touris m ; . to 


e journalist said. 
and couldn't f 


ism was written a century ago 
would take place," said Tran Minh Duc, 

deputy editor of Youth. "We should contri- 

bute to the attemptto adjust Marxism to pre- 

sent reality." 

The academic reforms have also been 
accompanied by some administrative 
changes, including allowing the staff of 
some educational institutions to elect lead- 
ers who they think best qualified to raise 
money to operate their schools. In April, 


Travel industry's social costs and political ends 





olicymakers have often made the er- 

# roneous assumption that the growth 

. and needs of the tourist industry are 
the chief criteria by which tourism develop- 
ment should proceed. A new book, Linda 
Richter’s The Politics of Tourism in Asia (Uni- 
versity of Hawaii Press, Honolulu, US$24), 
shows that there is a big difference between 
developing tourism and using tourism as 
a vehicle for development; it explores the 
political factors that, its stated economic 
rationale notwithstanding, underlie the 
first, or “developing tourism" approach. 
Thus successful tourism confers legitimacy 
on a regime abroad and contributes to the 
government's prestige at home. It provides 
ample opportunities for patronage, as well 
as for direct profit by members of the regime 
itself. 

The book shows, through a series of case 
chides of ten Asian countries (the seven 

atries of South Asia plus China, the 

ippines, and Thailand) how these and 
other motivations can combine with the 
biases of the international travel industry, 
especially in authoritarian regimes, to result 
in a particular type of tourism that is capital 
and import intensive, wasteful of energy 
and other scarce resources, and aggravating 
of social tensions. 

The classic case in the region is of course 
Marcos’ Philippines where the spate of con- 
struction of luxury hotels, cultural com- 
plexes and convention centres transformed 
Manila’s skyline but contributed at the same 
time to the national debt, the bankruptcy of 
financial institutions doling out subsidised 
credit, and eventually to inflation and ter- 
rorism. The tourist industry is critically de- 
pendent on stability and it had reason to be 

"happy about martial law when things ap- 
<: peared to be going well. 

^. However, precisely because of the indus- 
- try's vulnerability to instability, its identifica- 
-tion with the cronies and the first family, 
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and the fact that only foreigners would be af- 
fected, the hotels became an ideal target for 
the spate of arson that drove the tourists 
away in the last days of the regime. Thus the 
industry contributed, for the most part un- 
wittingly, both to the consolidation and the 
downfall of the regime. 

India presents a contrast in that there 
what travel industry critics would call an ab- 
sence of a tourism policy has led ironically to 
a more gradual and balanced growth of the 
industry, with a much lower import con- 
tent, a stronger base of domestic tourism to 
cushion the impact of fluctuations in foreign 
tourist arrivals (India has its share of disor- 
der, but only in pockets), and a more diver- 
sified mix of accommodation, nearly all of 
which is locally managed and owned. (Since 
the book was written India, in a major de- 
parture of policy, has permitted majority for- 
eign ownership of hotels.) 

Like the Philippines, India also went on a 
hotel building spree along with the con- 
struction of extravagant stadiums and sports 
complexes for the 1982 Asian Games. How- 
ever, the author views this as an aberration. 
The pluralism and federalism of the Indian 
policy make for a messy but usually self-cor- 
recting process of tourism development, 
and one which is more viable in the long 
run. 
The growth of foreign tourism has 
been far more spectacular in China than 
in India and the author traces changing 
political attitudes to tourism there. Like 
India, China is primarily a cultural tourism 
and sightseeing destination. However, 
China has had much greater novelty value. 
While China has been forced to rely much 
more on the international industry than 
India (with predictable results in terms 
of greater homogeneity, the author 
perhaps underestimates the extent to which 
budget and individual tourism has grown 
since she was there in 1981. It remains to be 


. _ FAR EASTERN ECONOMIC REVIEW 





meet. the students' : de | faculty, staff and student re 
m wi the agricultural university in t 
oresee all the changes that southern Mekong delta, elected Tran Phu 

US, to be the school’s new rector. Duon 
- who heads the university’s biological centre 









Duong, who received his doctorate in tt 


which produces animal feed to raise money 
to run the university, surprised some obser- 
vers by defeating the faculty member who 
heads the university's communist party 
committee. Similar elections are scheduled — 
to be held at the Polytechnical Universityin — — 
Ho Chi Minh City in May. " 


seen how it will be affected by the events of E 
May and June. 




































dangers of letting the consumer dictate ex- 
cessively to the industry — by the early 
1980s the dominance of sex tourism was 
keeping other tourists away. As the book 
points out, it is hard to de-sleaze a destina 
tion once millions have acquired an inten 
in its continuation. However, the major 
campaign launched last year to sell the 
country's cultural and other attractions 
should make a difference. E. 
To minimise the social impact of tou 
Sri Lanka has been considering moving 
the direction of enclave tourism and de- 
veloping beach-front areas on the more 
sparsely populated eastern coast of the is- 
land. Maldives, of course, has carried en: 


serenity, and the country’s wish to abide 
by the conservative dictates of Islam. E 

Few countries are fortunate enough to be 
blessed with a surfeit of uninhabited islands 
however, and most have sought to diffuse 
the benefits of tourism, the only other excep 
tion in the region being Bhutan, which un 
like Nepal caters to a select clientele o 
higher income tourists. The clientele is giver 
a sampling of Bhutanese culture but few 
concessions are made to non-Bhutanese in- 
terests. An interesting political use of tour- 
ism in Bhutan is to enhance the country’s — 
legitimacy as a distinct political entity inde- — 
pendent of India. as 

While there is much greater awareness __ 
now of the social impact of tourism, and 
greater appreciation that on the economic _ 
side it is not gross aggregates such as foreign | 
exchange receipts of tourist arrivals that - 
matter, but net foreign exchange retain 
ed, and also how long visitors stay (as 
measured for example by visitor night), this : 
is one of the first books to explore the pol 
tical economy of tourism — the political 
needs, uses and motivations that influenc 
the course that tourism development actual- - 
ly takes in a particular country. (8 
= Prabhu Ghate- 
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MEGATOP 747 — the largest, fastest long-haul 
aircraft in the world — is sweeping even Economy 


[4 13 SE THE Class passengers off their feet. In yet another 
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aviation first, Singapore Airlines has equipped 


each Economy Class seat with a special footrest, 
a luxury hitherto found only in First or Business 
Class. The seats are contoured to provide full 
lumbar support, whilst unobstructed legroom 
and improved under-seat clearance combine to 
give a spacious “living area” in which to stretch 
out and relax. Especially as our new ‘superbin’ 
overhead lockers reduce the need for any carry- 
on luggage to be under your feet. So now, while 
you sit back and enjoy inflight service even other 
airlines talk about, you'll be travelling further, 
faster and more luxuriously, than you ever 
imagined. The MEGATOP 747 — the latest 
addition to the world's most modern fleet. 


ES 


A great way to fly 
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Guidebooks turn undiscovered spots into resorts 


From ruin to ruin 


he genus of travel guides up into the 
T 1970s embraced two distinct species, 

addressed to separate touristic 
ecosystems. The older, higher animal 
guided monied sophisticates to regal hotels, 
their bags carried by porters, their beds 
turned down by chambermaids, and their 
dinners served on fine china. The lower 
species catered to the rucksack-carrying, 
hitch-hiking student travelling during a 
summer break on US$5 a day. 

Both species of travel guide gave maps 
and directions to the most important sights. 
But while the former showed you where 
you could go to get the best for a lot of 
money, the latter told you how to scrimp, 
and more often how to earn money on the 
road — crushing grapes and the like. Any 
other information came by word of mouth. 

Fourteen years ago, evolution produced 
a new, Asian sub-species of the latter. This 
was exemplified by Lonely Planet Publica- 
tions’ Southeast Asia on a Shoestring. To 
the entries on major sights and cheap 
digs were added hostel notice-board 
information and the gossip of the 
road — what was interesting that 
was not famous or easily accessible, 
and how to get to it. This allowed the 
traveller on the cheap to leave behind 
the jet-setters on their comfortable 
20-m tour buses. 

Species evolution continued in 
the lower animal in the mid-1980s, 
giving life to a whole library of thick 
country-specific and now increas- 
ingly province-, island- or city-speci- 


fic guides. These did their best to get E Ss 
the reader into the most obscure Phuket: not a unique e . 


areas, every nook and cranny that re- 
mained unsullied by the feet of another for- 
eigner, so that the traveller could return 
home with The Unique Experience. 

Meanwhile, the higher species inbred 
until it became overly corrupt, the victim of 
an outdated, shrinking gene pool. Realising 
this, a few of the higher animals scampered 
to shore up their DNA base by breeding with 
the flourishing lower sub-species. 

There is no longer a clear dichotomy 
between the species, just as there is no 
dear distinction between types of tourists. 
The up-to-date information and off-the- 
beaten-track ideals of the backpacker's guide 
have blended with the expensive glossy pic- 
tures of the package tourist's Baedaeker. 
The best example of this intermingling was 
the Apa Insight Guide series published in 
Singapore; this combined high-quality 
frothy tourist writing and fine photography 





with reliable, intensely detailed information. 
Driven by the marvels of the information 
age, Macintosh desktop publishing and 
massive tourism growth, the guidebook in- 
dustry is now the fastest growing sector of 
trade publishing, according to Bangkok 
publisher Chris Burt of Pacific Rim Press. 
"Everyone is getting into it. There is now a 
huge mass of material. And it is impossible 
to tell off the shelf how accurate a book is." 
Well meaning as they were, the backpack- 
ers and their guidebooks cleared the way for 
industrial tourism in backward Asia, 
ing what they had wanted to keep secret by 
bringing the buses of destruction in their 
wake. Avoiding the group-tours on their 
tails, the backpackers struck out for more 
hideaways. What they found got into the 
second and third editions of the Lonely Pla- 
net guides and their imitators. Then every- 
one knew, including the greater animal. 
Locals welcome tourism, constructing 





hotels, souvenir shops, massage parlours, 
and, as in China, quickly learning to extort 
money. The luxury and package tourists 
can, alongside their frugal backpacking 
compatriots, trek alone in the Himalayas, 
border-hop in the Golden Triangle, and ride 
camels in the Rann of Kutch. The true 
Unique Experience, that night in a hill-tribe 
village in northern Thailand smoking opium 
with the headman, say, is no longer remark- 
able but something your grandmother could 
organise from far-off Norway. 

Iravel guides have played a crucial part 
in all this. Burt's favourite example is "the 
quote that killed the Tirtagangga Water 
Palace," an ancient Bali location little known 
to travellers 10 years ago. "Swim laps in big 
flower-strewn pools that are filled from 
fresh-water mountain streams," wrote Bill 
Dalton in one of the finest examples of the 
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genre, the Indonesia Handbook. Today the 
water-palace is surrounded by barbed-wire 
and ticket collectors charging to get in, and is 
full of group tourists. 

Another example is Thailand's beach cir- 
cuit. Ten years ago Phuket was an explorer's 
dream. As it blanketed itself with hotels, 
seekers of quiet moved to the Gulf of Thai- 
land's Koh Samui. When the Tourism Au- 
thority and guidebook writers got wind of 
this, they lost no time in making Samui their 
next Destination. The backpackers fled to 
Koh Phangan, and the beaches of Krabi pro- 
vince. But information travels faster and fas- 
ter, and both places are now being carved 
up — you guessed it — by four-star hotel 
builders. Somehow, as one of the 
guides put it, “you are always 10 years late.” 

The genus is now led by obese hybrids, 
books with far more information or destina- 
tions than can be consumed by the back- 
packer with two months on his hands, 
much less the two-week package to 
The Lonely Planet guide to India ha 
pages and weighs over 600 grams. Guides to 
China are now dose on 1,000 pages long. 
Utterly unwieldy, but still the best, is the 
1989 edition of the Indonesia Handbook. Its au- 
thor has knocked this up from the 610 pages 
or 560 grams it was five years ago to a whop- 
ping 1,068 pages, or 790 grams. Pity the 

traveller who wants to tour all three 
P countries over an extended period — 

with two kilograms of guides to haul. 

All this material actually discour- 
ages one from seeking out other 
sources of information, be 
books, or people. Rather than talk to 
each other about road lore, the back- 
packers prefer to bury their noses in 
their guides. Why is there any need 
for the books to include language 
primers when they tell you how to 
do everything yourself? 

The higher animal still surv’ 
in its modified form, and is well 
resented by the handsome series put 
out by the rapidly expanding Hong- 
kong-based Guidebook Company, 
which encompasses the earlier China 
Guides and Burt's Pacific Rim. Far slimmer 
than the Apa guides, but with numerous 
good photos as well, they answer the basic 
questions of any tourist, while forcing the in- 
quisitive to find things out for himself. The 
less interested are happy enough with the 
guides and the videos on the bus. 

For Burma, Laos, Cambodia and Viet- 
nam, still destinations with a small “d,” 
numerous guidebooks, all versions of the 
same higher and lower species, are under 
preparation. The tourists are lining up, and 
so are their big buses. If only the guides 
would just map and list the most famous 
monuments, roads, and a few deteriorating 
colonial inns and leave it at that. The bus 
tours would hit the main spots, and the rest 
of the visitors would again be real explorers, 
beating their own paths. # Paul Handley 
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Arespect for his future led him to Merrill Lynch. 


His grandfather began the 
library, his father built upon it, and 
now it is his. He knows that such 
an important legacy must be 
carefully tended. 

He came to Merrill Lynch 
because he knows we look after 
investments with the same kind 
of attention he lavishes on his 
books. 

Through Merrill Lynch Finan- 
cial Consultants, clients have 


easy access to an extensive array 


of investment opportunities, 
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everything from traditional equity 
and bond markets to Euronotes 
and financial futures. In addition, 
they can call upon a Merrill Lynch 
Private Banker for such services 
as multicurrency deposits, bank 
guarantees, discretionary port- 
folio management and securities 
financing. 

And that's perhaps what appeals 
to this entrepreneur and book 
lover most: the unique partnership 
of private banking and investment 
services available from the same 





capable source. 

To find out how Merrill Lynch 
can put a whole library of financial 
opportunities within your reach, 
call your Merrill Lynch Financial 
Consultant. Or write in complete 
confidence to Nancy Meyer, Merrill 
Lynch, St. George’s Building, 12th 
Floor, 2 Ice House Street, Central, 
Hong Kong, Tel: 852-5-8445768. 


vs Merrill Lynch 


A tradition of trust. 





Entrust Your Textiles 
To Us And “Look Good" 
Worldwide. 
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Whoever trades in textiles is known all 
around the world. Therefore, it is important 
to have a reliable and punctual transpor- 
tation partner who is available at local level 
and worldwide. However, Hapag-Lloyd of- 
fers you more than just this. With the sup- 
port of our overseas logistics, your goods 
will be packed and loaded exactly to your in- 
structions. You receive detailed information 
as to where within the container your goods 
are situated. We then transport the con- 
tainer to your destination, with costs geared 
effectively, to your logistical requirements. 


Overseas transport within Hapag-Lloyd 
means a wealth of experience. We serve 
140 ports with 17 services offering you di- 
rect, punctual and reliable sailings accord- 
ing to schedule. We offer you 17 different 
container types — for every kind of cargo. 
We deliver your container wherever you re- 
quire it — virtually worldwide. With over 500 
freight offices, agents and sales offices, 
you will be able to contact a Hapag-Lloyd 
office locally, and when necessary we are 
available for you 24 hours a day. Therefore, 
your transport needs are always catered for. 
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Five for the road 


"Thailand: A Travel Survival Kit by Joe 

«Cummings. Lonely Planet. South Yarra, —— 
„Australia. Baht 250 (US$9.70). 

"Thailand and Burma hy Stefan Loose, 
Richard Doring, Renate Ramb and Ursula 
Spraul-Doring. Translated by Peter Conolly- 
Smith. Springfield Books, Huddersfield, 
England, Baht 339. 

Thailand and Burma by Frank Cusy and 

Frances Capel. Cadogan Books, London. Baht 
425. 

The Insider's Guide to Thailand by 
Bradley Winterton. CFW Guidebooks, 

Hongkong. No price given. 

Thailand: A Complete Guide by John _ 

n. Asia Books, Bangkok (also published | 

. Passport Books and the Guidebook 

Company imprints). Baht 260. 


Travel guides to Thailand seem to multi- 
ply in direct proportion to tourist arrivals in 
the kingdom, which number 5 million this 
year, Of the five under review, none is obvi- 
ously superior at first glance: they all cover 
the same ground with more or less detail 
and add no new places to visit off the foreign 
tourists’ beaten track. 

The old standard is Lonely Planet's Travel 
Survival Kit. Publishers are supposed to up- 
date their guides with every reprint, but 
what is actually most noteworthy about the 
1989 edition is that nothing is changed from 


the T edition. TO w ana other 





South Korea Handbook by Robert Niken. 
Moon Publications, 722 Wall St., Chico, 
California. LIS$14.95. 
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Itis easy to understand why South Korea 
has been overlooked by most tourists. The 
depth of Japan's cultural treasures (which 
have largely escaped war) and the over- 
whelming mass of China's cultural heritage 
have overshadowed Korea's simpler charms. 

The repeated devastations m marauders 
— the peninsula has suffered 900 invasions 
in the past 2,000 years — should also take 
some of the blame. Korea is.a nation which 
has managed to survive with the historical 
and geographical deck stacked against it. 

Perhaps because there has not been a 
great deal of demand for them, good travel 
guides to the country are few and far be- 
tween. While a number of books were 
brought out to coincide with last year's 
Olympic Games in Seoul, none of them 
have done justice to this austere vend BERE 
country. - 





eB travel data are far out of date. The back- 
. -ground sketches of Thai history and culture 
^ ^ were always good, however, and Joe Cum- 


mings' straightforward style makes easy 
reading. 

Updated and equally comprehensive is 
the excellent guide by Loose et al. This crams 
more information into less space, and in- 
cludes 26 pages on Burma — about all you 
really need for the quick trip you make on 
your standard seven-day visa. The maps are 
far superior to those of the other guides: you 
can actually make some sense of the trails in 
Khao Yai park, whose own map is guaran- 
teed to get you lost. 

The writing is slightly stiff, no doubt be- 
cause it is translated from German, and it is 
further marred by an obnoxious style better 
suited to museums. Sentences, as in this ex- 
tract, run tiresomely from one paragraph to 
the next: 

—»."CHINESE TEMPLE. There are an un- 
usually large number of churches, mosques, 
and Hindu temples in the settlement. Both 


the = 


ANIKASAN WATERFALL, approx. 11 
km towards Mandalay, and the 

WETWUN WATERFALL, 24 km away, 
are out of town...” 

More obnoxious still is the pervasive 
Greenish preaching de rigueur in guides by 
Europeans. The authors send readers on 
hill-tribe treks and then tell them to be 


Robert Nilsen's book fills this void. This 
is an exhaustive survey of almost every 
corner of the country, from the volcanic 
ridges of Ullung-do in the Sea of Japan to the 
honeymoon island of Hong-do off the 
southwestern coast. In between are descrip- 
tions of the tall ginkgo trees and jewel-like 
hermitages that reward travellers in the Ko- 
rean countryside. 

Mixed in with lucid commentaries on 
temples and mountains is plenty of practical 
information on accommodation and trans- 


portation. The latter section is especially - 


welcome because of the difficulty most vis- 
itors have in figuring out how to use Korea's 
excellent network of public transportation. 

Nilsen worked as a Peace Corps volun- 
teer in Korea and his qualifications are ap- 
parent. This is not a once-over book but an 
informed commentary. If. Nilsen has not 
been almost everywhere in South Korea, he 
has certainly done a superb job at pretend- 
ing that he has. 

South Korea Handbook is one of a small 


and monuments and mountains in and 


ashamed | of themselves for doing it. Their - 


examinations of poverty encourage hate for — 
the government and society. In a fawning - 
profile drug lord Khun Sa almost comes out. 

a folk hero. This puritansermonisingengen- ^ 
ders the very same closed-minded, col- 
onialist attitude that it means to correct. 

The remaining two books, both illus- 
trated with excellent photographs, are 
aimed specifically at the standard tourist 
with limited time, and only the very best- 
known tourists sights are included. 

The pedestrian and poorly edited text of ..— 
Bradley Winterton's guide is peppered with — 
mistakes and exaggerations. These are most- 
ly harmless, but they will give the foreign = 
tourist a distorted picture of what is actually = 
a rapidly modernising country. How, except 
by copying from a 20-year-old guide, didthe — 
author arrive at the notion that the water is _ 
barely potable even after being boiled for 30 _ 
minutes, and that rice bread is standard fare. _ 
with your American breakfast? The impor- . 
tance attached to reminding the reader of 
how cheap things are is enough to disgust. 
the advanced-consciousness writers from 
Germany. And it is a crime that less thar 
two pages are devoted to Esarn, the north- 
eastern third of the country. 





them. It is well-indexed and clearly laid out. 
The maps are without parallel, and good 
photos and drawings serve as a visual coun- 
terpoint to the text. B 
It will be especially welkome for anyone qe 
travelling outside of Seoul and isa mustfor — 
anyone who is interested in hikinginSouth — 
Korea. It covers all the major national parks — 
and gives a number of suggested hiking — 


routes, singling out ones where the scenery 


is particularly rugged or unusual. som 
The section on Seoul is less distin-  . 
guished. In his concentration on temples — 











around the capital, Nilsen seems to have 
missed much of what makes Seoul such a 
dynamic urban centre. Its great markets, 
from Dongdaemun in the east to the huge 
wholesale seafood market south of the Han 
River, are glossed over. The selection of res- 
taurants covers the obvious, but no more. 
These are, however, minor quibbles with a 
path-breaking book. u Mark Clifford 
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Manila gains a foreign aid boost by deception 


Illusion of substance 


By Rigoberto Tiglao in Manila 
he Philippine Assistance Program- 
me (PAP), conceived as a campaign 
to raise up to US$10 billion in new 
funds for the country in the next 
five years, has been transformed into a 
clever, and apparently successful, 
worldwide publicity campaign to beef up in- 
vestor and political confidence in the Philip- 
pines. 

The PAP — officially launched 3-5 July at 
the enlarged Consultative Group meeting in 
Tokyo — is also emerging as Manila's prime 
mechanism for accelerating its absorption of 
official development assistance (ODA) funds. 
Some US$4 billion of these were committed 
as far as three years back, yet they remain 
undisbursed. The aim is to focus these funds 
on projects with greater business impact. 

This is not the PAP, or the Multilateral Aid 
Initiative as the US called it, that was initially 
envisaged. That programme was supposed 
to take advantage of the worldwide support 
for the restoration of democracy in the coun- 
try in order to raise new funds beyond the 
ODA either pledged or expected under exist- 
ing programmes. 

"But in April," according to PAP Coor- 
dinating Council chairman Roberto Vil- 
lanueva, "the word coming in from every- 
body, except the US, was that they could not 
have a special, separate programme for the 
country. 

"So we were confronted with the situa- 
tion that only the Americans would partici- 
pate in the PAP," Villanueva explained. “All 
the countries and multilateral institutions 
we contacted then recommended that we 
call for an enlarged Consultative Group and 
call that the PAP," he said. "So the PAP now is 
defined as the entire universe of ODA.” 

(The Consultative Group for the Philip- 
pines, organised and chaired by the World 
Bank, has involved a meeting each year 
since 1974 of the Philippines’ major donor 
countries, together with the IMF, at which 
they announce their estimated aid commit- 
ments to Manila for the following year. The 
enlarged group includes countries and other 
multilateral groups which have been ex- 
tending only relatively small ODA to the 
Philippines.) 

Villanueva and most of Manila's officials, 
are certainly not complaining about the 
forced transformation of the PAP. 

The elation arises from the World Bank's 
announcement that 19 countries and six 
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multilateral institutions had pledged a total 
of US$3.5 billion for the progamme's first 
year. The bank even went as far as claiming 
that USS14 billion could be raised in the next 
four years, implying that this is more than 
the US$10 billion target the PAP earlier was 
supposed to raise. The US$14 billion figure, 
however, was arrived at by simply multiply- 
ing the US$3.5 billion by four. 

The 1989 US$3.5 billion “pledge” itself is 
a jump from the US$1.9 billion commitment 
made last year by the Consultative Group, 
attributed to the success of efforts by Manila 
as well as Washington to set up the PAP. 

However, the US$3.5 billion total is mis- 
leading, a fact which prompted Villanueva 
to point out to the REVIEW "that figure came 
from the World Bank. It didn't come from 





The Philippines’ aid pipeline 


Japan 331.1 8756 8095 10504 
US 2430 3783 2926 337.4 
Canada 82.7 x — na. 








us. They were the ones who announced it 
and they're in contact with the donors." 

A more accurate amount for total aid 
commitments for the next 12 months is 
around US$2.8 billion, based on the total 
that the National Economic and Develop- 
ment Authority had estimated, after indi- 
vidual talks with donor countries and 
multilateral institutions. Even this figure in- 
cludes US$337 million that Manila considers 
to be part of the payment for 1989 by the US 
for its military bases in the country. 

The World Bank's US$3.5 billion figure 
was virtually pulled out of the air by over- 
enthusiastic World Bank officials and in- 
flates the aid commitment because: 
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> It includes the US$481 million compo- 
nent of the US bases compensation package 
which the US administration has asked 
Congress to approve for its fiscal year 1990. 
> Of the US$1.6 billion purportedly 
pledged by Japan, only around US$1 billion 
(¥115 billion in concessional loans and X20 
billion in grants) has actually been commit- 
ted for its ODA to Manila for its 1989 fiscal 
year, under its 16th Overseas Economic 
Cooperation Fund loan. This was actue™ ^ 
disappointment for Manila as it had a: 

for US$2.7 billion. 

The additional US$600 million in the 
World Bank tally is an approximation of the 
amount Manila may get in Japanese funding 
(based on Manila's existing extended fund 
facility with the IMF which Japan earlier in 
the year had agreed to "parallel") in a 
worldwide  debt-reduction scheme be- 
ing worked out by the IMF and the World 
Bank. 


Discounting these questionable figures 
in the World Bank announcement, there 
were some increases in new aid pro- 
mised to Manila, coming mainly from two 
sources. 


irst, several European countries 
| ! | have markedly expanded their ODA 
commitments. West Germany fi- 
nally agreed to extend a US$50 mil- 
lion loan long under consideration, while 
Canada has committed to increase sub 
tially its ODA from the pastthree-yeartc f 
US$35 million. Australia will be extending 
US$30 million in grants, roughly the same 
amount it delivered last year, while France 
has committed US$57 million in loans and 
grants, higher than the US$43.5 million it 
committed in 1988. 

The biggest jump in commitments were 
those from Italy, which will be extending — 
with the agreement already signed early this 
year — US$300 million in loans and grants 
for fiscal year 1989. 

Secondly, the bulk of increases in ODA 
commitments came from the World Bank 
and the ADB. According to the bank's an- 
nouncement, its commitment for the pro- 
gramme’s first year would amount to 
US$630 million, a substantial increase from 
earlier estimates of US$520 million. About 
half of the World Bank’s commitment has al- 
ready been formally approved — the 
US$300 million Financial Sector Adjustment 
Loan (REVIEW, 6 July), US$150 million of 
which has been disbursed. A major loan 
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ying negotiated involves US$390 million 
for the National Power Corp. and the Philip- 
pine National Oil Co. 

REVIEW sources in the government noted 
that interest in the Philippines on the part of 
the World Bank reflects its aim of making the 
country a model among debt-ridden coun- 
tries as Manila has been adhering closely to 
World Bank-prescribed economic reform 
measures. The Philippines also has been an 
embarrassment of sorts for the agency as it 
had fallen into a deep debt-crisis despite the 
bank pumping into the country — mostly 
during the Marcos years — loans which 
now total about US$4 billion. 

On the other hand, the ADB has in the 
pipeline loan applications from Manila al- 
ready totalling US$660 million. ADB sources 
noted that the bank is confident that it could 
extend as much as US$550 million this year, 
especially as there is a move within the bank 

'efer loans to China in the wake of the 

anmen Square bloodbath. 

the significance of the PAP's launch is not 
in terms of the amount of new ODA it has 
raised, as this is minimal, but in the impact 
of the organisation itself: 
> Extensive worldwide media coverage on 
the apparent novelty of the PAP has effec- 
tively raised donor countries' interest in as- 
sisting the country. 
> The assumption by the PAP Coordinating 
Council and the new Committee for Official 
Development Assistance (Coda) of respon- 
sibility for ODA use, at least according to PAP 
proponents, should improve the country’s 
absorption of funds. 

According to council chairman Vil- 
lanueva, the PAP in effect has set up an "in- 
ternational organised mechanism. 

"In the old ODA set-up, we dealt with for- 
eign agencies only in a helter-skelter fash- 
ion. Now we have a single mechanism by 
which we can raise problems for immediate 

ion. 

Ne can also now approach the donor 

countries to propose the projects we want 
them to fund, instead of the set-up before in 
which officials of donor countries had their 
own ideas of assistance," he added. 
»> Thirdly, with the PAP Coordinating 
Council being run mainly by former cor- 
porate executives, there will be efforts to 
gear ODA funds towards projects with a clear 
impact on industry. Villanueva himself is 
lining up five such projects. 

One issue Manila officials have been 
evading is the PAr's links to negotiations 
scheduled to start late this year on the future 
of US military bases in the country. The PAP 
was motivated partly by US concern to build 
up support within the country for the reten- 
tion of its bases (REVIEW, 18 May). As a tech- 
nical staff report to the US House of Repre- 
sentatives put it: “The successful implemen- 
tation of the plan would certainly be ex- 
tremely helpful in terms of creating a favour- 
able climate in the Philippines for a renewal 
of the bases agreement." a 
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Indonesia bolsters rupiah money market 





By Adam Schwarz in Jakarta 


B 


anks in Indonesia are learning that fi- 
nancial deregulation cuts two ways. 
A series of liberalising reforms have 
made banking in Jakarta easier and more 
lucrative for national and foreign banks. At 
the same time, the promise of riches has 
given Bank Indonesia (Bi, the central bank), 
more leverage to make banks play by its 
rules. 

By changing the ways banks manage 
their treasury operations, the central bank 
has taken a major step towards accomplish- 
ing a few of its longtime goals: shaking the 
lethargy out of state banks, developing a 
viable money market for the rupiah, push- 
ing down local interest rates and forcing for- 
eign banks to inject more capital into their 
Indonesian operations. 

The changes are both unpopular — be- 
cause they will cause some banks to lose 
money — and risky — because, for all its 
progress, Jakarta is in no position to scare off 
the knowhow and funds that foreign banks 
can bring to the table. But the good news for 
BI governor Adrianus Mooy and Finance 
Minister Johannes Sumarlin, two of the 
brightest lights behind Indonesia's eco- 
nomic overhaul, is that the gamble seems to 
be paying off. 

Two changes, both of which went into 
effect in May, stand out. The first abolished 
the fixed ceiling on offshore borrowing, 
which for most banks averaged US$6-8 mil- 
lion, and replaced it with a ceiling on foreign 
exchange exposure equal to 25% of capital. 
The second new rule defines foreign bank 
capital as the difference between the funds a 
bank brings in from overseas branches or its 
head office and the funds it sends out to 
these institutions. Of this amount, called net 
head office funds (NHOF), only 25% can now 
be hedged via BI's currency swap facility. 

The broader message from BI, according 
to local and foreign bankers, is two-fold: de- 
spite the absence of formal foreign-exchange 
controls, BI will act to ensure that foreign ex- 
change is used for export development at 
home rather than currency speculation 
abroad. Secondly, as the domestic banking 
sector strengthens, foreign banks will have 
to ante up more if they want to play. 

“The objective of limiting open currency 
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Currency gamble 


positions is to ensure prudential manage- 
ment of foreign exchange by the banks," 
says Dahlan Sutalaksana, director of money 
markets at Bi. In the central bank's view, its 
efforts at financial liberalisation will fail if 
banks succeed in mobilising more domestic 
funds only to play the currency markets 
rather than ploughing funds back into 
domestic lending. 

By making foreign exchange dealing a 
function of capital, the central bank is forc- 
ing Jakarta’s capital-short banks to take a 
harder look at rupiah investments. The 
seven state banks, which together hold 
more than 60% of deposits and rupiah cre- 
dits and earned two-thirds of all banking 
sector profits in 1988, face the most adjust- 
ment. 

For a number of reasons, state banks are 
not aggressive lenders. They are bogged 


Sumarlin: good news. 


down by paperwork and surplus staff, cre- 
dit analysis is weak and their collateral re- 
irements are considered stringent and in- 
exible. With limited rupiah investment 
opportunities available, state banks have 
tended to place excess rupiah into dollars. 
One local banker estimated that prior to the 
new regulations, most state banks carried 
daily open currency positions equal to sev- 
eral hundred per cent of capital. 

For banks with large rupiah deposits, 
this makes sense. If the rupiah slides over- 
night by one rupiah against the dollar (a safe 
bet on most days), a bank holding dollars 
earns a 23% return on an annualised basis. 
And the state banks, with a virtual lock on 
deposits from Indonesia's 222 state com- 
panies, have no shortage of rupiah. 

In October the Finance Ministry gave 
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state companies the freedom to place up to 
50% of their deposits outside the state banks 
but, despite frequent sales pitches from pri- 
vate and foreign banks, most of these funds 
have stayed put. "Everybody is looking at 
the 50% that can move," explains one local 
banker, "and they forget about the 50% that 
has to stay in the state banks. Maybe if you 
move your funds, new loan requests get an 
unsympathetic hearing.” 

With foreign-exchange dealing scaled 
back, rupiah interest rates have been the first 
to benefit. State banks are unloading dollars 
and the rupiah interbank market is awash 
with funds, pushing down overnight rates 
from 15% to 11% and one-month rates from 
19% to under 17%. “In the beginning only 
short-term rates came down but now the 
longer rates are beginning to follow. People 
are beginning to believe BI is serious about 
doing whatever it takes to push rates 
down," commented a foreign-currency 
dealer. Lower interest rates, which encour- 
age more domestic investment, are a top 
priority for Indonesia as it tries to expand 
non-oil exports and absorb an estimated 2.2 
million new workers a year. 

The 11 foreign banks in Jakarta, with little 
or no local capital, are also affected seriously 
by the new rules. To continue holding open 
foreign-exchange positions, the foreign 
banks will have to raise capital well above 
current levels, Until that happens, most for- 
eign banks will be forced to match non- 
rupiah assets and liabilities on a daily basis, a 
logistical headache as well as a blow to the 
bottom line. “I figure the net open position 
limit is costing me US$20,000 a month,” 
complained one foreign banker. 

The greatest grievance for the foreign 
banks, however, is B's view of where the 
net open position rule and the net head of- 
fice funds definition should intersect. In 
mid-May, Bi announced a clarification of the 
original regulations which said that the 
NHOF account could not be included in the 
bank's daily net open position calculations. 
“Effectively, what BI is saying is that you 
can't have capital in foreign currencies, 
though they certainly won't tell us that di- 
rectly," said a foreign bank treasurer. 

The rule works like this. Assume a bank 
starts with zero capital and a zero net open 
position: that is, foreign-exchange assets 
and contingencies equal foreign-exchange 
liabilities and contingencies. The Jakarta 
branch of a foreign bank then borrows 
US$10 million from its head office and lends 
it out, in dollars, to an Indonesian client. By 
usual definitions of foreign-exchange expo- 
sure, there has been no change. A dollar 
asset is matched with a dollar liability. 

But, under Br's definition, the US$10 mil- 
lion borrowed from head office cannot be in- 
cluded in the net open position calculation 
because it is part of the NHOF account. There- 
fore, this transaction leaves the bank with a 
US$10 million open position even though 
there is no foreign-exchange exposure. To 
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BI headquarters: clarification. 


cover themselves with Bi, the bank must 
find a US$10 million liability from outside its 
own bank network or bring in US$40 million 
in capital. But a bank bringing in dollar capi- 
tal (by adding to its NHOF account) only com- 
pounds the problem because its open posi- 
tion will widen further, necessitating more 
capital. The answer, bankers acknowledge, 
is to convert funds into rupiah. 

One foreign banker estimated that his 
bank would have to raise capital to around 
US$30 million to maintain the open currency 
positions it carried before the new rules 
went into effect. At end-1988, foreign bank 
capital ranged from negative US$4 million to 
positive US$17 million, with an average of 
just over US$5 million. 

The US$30 million figure has another sig- 
nificance. This is the minimum capital re- 
quired of new foreign joint-venture banks 


T 
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allowed under last October's financial dere- 
gulation package. Six foreign banks — five 
Japanese and one French — have already 
agreed to form joint-venture banks with 
local partners. 

"The joint-venture banks are putting up 
more capital than we did [the start-up capital 
requirements for the 11 foreign banks aver- 
aged US$1 million] and we now have to 
raise capital to maintain our level of opera- 
tions. The fact that we both end up at 
around US$30 million doesn't strike me as a 
coincidence," said a US banker. 

There is one difference. For the foreign 
partners in the joint-venture banks, none of 
the initial capital can be hedged with the 
central bank. For the existing foreign banks, 
25% of their NHOF funds, which act as a 
proxy for capital, can be swapped with BI. 
But the foreign banks, which generally have 
carried no exposed rupiah on their balance- 
sheets, say they may have problems pu ` ; 
in more rupiah without suitable prote — 
from exchange risk. 

"Before we were required by head office 
to hedge everything," notes another US 
banker. "It's going to be hard to convince 
them to now increase capital unhedged. We 
have to go back and redo the country risk 
analysis on Indonesia." There are, as bank- 
ers privately acknowledge, other ways to 
hedge capital than by going through BI. 
These methods, such as swapping rupiah 
through the interbank market, are more ex- 
pensive and less convenient than buying a BI 
swap, but they exist and banks plan on 
using them. = 





BANKING 2 


Deregulation drives banks into consumer market 





ndonesia’s private banks, freed from a 
| host of regulatory hurdles and faced 

with a more sympathetic BI, have re- 
sponded vigorously to Jakarta's step-by-step 
financial deregulation. 

By bringing new products to market and 
aggressively expanding into consumer 
banking, the top private banks are eating 
into the dominant market share long en- 
joyed by Indonesia's seven state banks. 
They are also forcing smaller private banks 
to consolidate or close shop. Both develop- 
ments are heartily applauded by Bi, which 
recognises that Indonesia's very low savings 
rate — less than 1% of GDP — is a major con- 
straint to higher domestic investment. 

New schemes for attracting deposits 
have flourished and customer service, never 
a strong point among Indonesian banks, 
now gains more than lip service from the top 
banks. Bank Central Asia (BCA), Indonesia's 
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largest and most profitable private bank, 
along with Lippobank, Bank Bhumy Bahari 
and Bank Umum Asia, launched a savings 
scheme on 1 May which features a 15% de- 
posit rate and a tri-monthly lottery. It has 
been a roaring success, according to bankers 
within the group and outside. 

Depositors in the savings plan, known 
locally as Tahapan, receive one lottery tic- 
ket for every Rps 10,000 (US$5.78) depo- 
sited. Each lottery has 351 winners who split 
a pool of Rps 500 million, with a top prize 
of Rps 150 million. With a minimum ini- 
tial deposit of Rps 10,000 and freedom to 
withdraw funds up to six times a month, 
Tahapan and other schemes like it are pos- 
ing a serious challenge to time deposits, the 
traditional source of deposit funds for all 
banks. 

At the end of May, time deposits in In- 
donesia totalled Rps 21.4 trillion, with 60% 
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ed at the seven state bank | 

tal savings deposits at the end of May 
amounted to only Rps 2.7 trillion, with more 
than three-quarters controlled by state 
“banks. This discrepancy looks set to change. 
In the first six weeks after the Tahapan lot- 
«tery scheme was announced, the four banks 
‘in the BCA Group collected over Rps 140 bil- 

lion in new deposits. 

Bank Niaga, Indonesia's second-largest 
private bank, launched its own savings plan 
in mid-May, offering 17% interest computed 
daily and unlimited withdrawals. Within a 
month, the bank attracted Rps 43 billion in 
new deposits. | 

Officials at private banks said that un- 
attractive savings accounts at state banks 
would be the first to suffer. One account, a 

. Bank Indonesia-guaranteed deposit known 
as Tabanas, offers a 15% annual return but 
this is calculated monthly on a depositor's 
lowest balance. Until May, Tabanas ac- 


i ted for more than 70% of all savings.de- 
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which would need Bank Indonesia ap- 
proval, I think Tabanas will disappear,” said 
a top executive at a leading private bank. 
State banks are not the only ones af- 
fected. The smaller private banks, unable to 
compete effectively for new depositors, are 
also feeling the sting. The Tahapan scheme 
will cost the BCA Group Rps 2 billion a year 
in prizes plus an estimated Rps 500 million 
in annual promotional expenses. Bankers 
say Tahapan would have to attract at least 
Rps 50 billion in new deposits to break even, 
something the BCA Group, with more than 
150 branches, has been able to do. The 
smaller banks cannot match this network. 
The major state banks, which enjoy 
priority access to state company deposits, 
deny that the new savings schemes at pri- 


vate banks have drawn off funds. "I am not _ 


concerned about withdrawals for the time 
being," says Kamardy Arief, president of 
Bank Rakyat Indonesia (BRI). Still, BRI has 


Bangkok's mass transit project is delayed again 
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lion (US$1.56 billion) elevated railway pro- 
ject, has been delayed following govern- 
ment rejection of a final contract proposal 
from a consortium led by Lavalin of Canada. 

The government did not rule out further 
. t" with Lavalin, which won the right to 
1  tiate for the 38 km Skytrain project in 
November last year (REVIEW, 8 Dec. '88). 
However, the Expressway and Rapid Trans- 
port Authority (ETA), the government 
agency that will oversee development of the 
project, has decided to negotiate with the 
Asia-Euro Consortium (AEC) led by 
Leighton Contractors of Australia, runner- 
up in last year's bidding. pm 

A final agreement on Skytrain could now 
be 12 months away, despite the urgency the 
current government has given the project. 

None of the companies has been in- 
formed officially of the next step. The ETA 
board still needs permission from its 
overseers, the Ministry of Interior, to drop 
talks with Lavalin and call in AEC. And 


sources say senior politicians have weighed 


in with requests to keep Lavalin's proposal 
in play. 

Lavalin, with partners Mitsubishi Heavy 
Industries, Sino Thai Engineering and Con- 
struction, and Ch. Karnchang Co., has been 
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rebuffed because it cannot fulfil the contract 

terms it originally said it could meet. 
Consultants to the ETA originally gave 

overwhelming backing to AEC, whose pac- 


kage at Baht 39 billion, was much smaller 


that Lavalin's Baht 42.3 billion. 

Lavalin, however, was chosen on the 
strength of its financial backing. The Cana- 
dian Government was to lend Baht 16 billion 
and the Export-Import Bank of Japan 
another Baht 7.6 billion to the project with- 
out requiring Thai Government guarantees. 
The original terms of reference stressed the 
Thais would not provide any financial sup- 
port above taking a 2576 equity stake, a 
maximum of Baht 2.5 billion. 

Negotiations, however, became bogged 
down when it became clear that the Cana- 
dian Export Development Corp. (CEDC), a 
government soft-loan agency, could not 


provide the Baht 16 billion without some - 


sort of guarantee from Bangkok. 
An ETA subcommittee gave the Cana- 


dians a chance to amend their proposal 


but in the end the CEDC still requested a gov- 
ernment guarantee fund of Baht 6 billion. 
The subcommittee rejected the proposal, 
but before its decision went to the ETA board, 
Lavalin, in vain, cut its request to Baht 2 bil- 
lion. 

The impasse had been expected by 
many, including AEC, which according to 
group sources has revamped its original 
proposal. AEC, which includes several West 
German and Belgian companies and finan- 
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yosits. "Unless they change the terms, covered its. 






red its bets by launching its own sav- 
ings plan which offers a 1595 return, unli- 
mited withdrawals and prizes bought with 
0.625% of new deposits collected every six - 
months. 


As a consequence of Jakarta’s financial |. 
dere ! 





regulation, all banks have been forced to 
define their market niche more carefully. For 
most private banks, this means a move into 
consumer lending such as car financing or 
home mortgages. Advertising for BCA's 
Tahapan scheme, for example, also pro- 
motes consumer financing and promises à 
quick turnaround on loan requests. 


BCA, as well as other top private banks,  . r 


are expanding branch networks dramati- 
cally in order to gain market share in the re- 
tail end of the market. Following October's 
deregulation package, banks no longer need 


approval from BI to open new branches. . s 
Bank Niaga, for example, will open 15 new | 28 


branches this year and another 20 in 1990. E 
| a Adam Schwarz | 


cial advisers Wardley Capital, has trimmed - 
another billion baht or more from the overall - 
cost and removed what ETA found most ob- 
jectionable in its original proposal — a re-- 
quest for the government to invest in Baht 7 . 
billion worth of rolling stock which would ` 
be rented by the project. This, the ETA felt, - 
was the same as asking for government - 
guarantees for the project. E 

ETA's negotiators have thrown out every - 
type of guarantee scheme, including fare . 
and passenger traffic support schemes and - 
exchange-rate protection. But many obser- 
vers believe Skytrain cannot be built without - 
government involvement over and above. 
the 25% equity stake. i 

The very nature of such build-operate- 
transfer projects, with their long-term in-. 
vestment and slow returns, makes more. 
support imperative, say several sources. 
close to the project. AEC will not explain how ` 
they plan to get around this difficulty. | 

Even if AEC's new proposal meets ETA's. 
terms of reference, final agreement is un~. 
likely to be reached until the authority gives 
the third bidder, the Franco-Japanese Cone = 


sortium (EC), a chance to modify its pro- 
posal. FIC sources say they are confident of — 
being asked to amend their bid. But one. 


consortium official doubted that Bangkok 


. would be able to find anyone willing to meet : 


its strict terms. : 
It is likely that Lavalin will be allowed to... 
resubmit a bid once the other two have 


. modified their proposals. One independent - : 


consultant expects that eventually the gov- E 


ernment will re-examine and ease its terms- : 
of reference before signing a contract with __ 


the best bidder. That could be mid-1990, say. k 
consortium members, some 20 years after 


the mass transit system was first mooted. 
"In Thailand, you have to be patient," says 
Oradee Rungruangroj, an adviser from 


Wardley Capital to AEC. . 











INDUSTRY 


Seoul hopes of Gulf construction bonanza recede 


A Mideast mirage 


By Jo Jonathan FriedlandinSeoul _ in Seoul 


ne year after the end ofthe eight-year 

Iran-Iraq war, the bonanza of new 

Middle East contracts expected by 
South Korean construction companies has 
failed to materialise. While the situation is 
expected to improve in the wake of the six- 
day visit to Seoul in early July by Iranian Oil 
Minister Gholam Reza Azhazadeh, several 
factors militate against a substantial increase 
in new contracts. 

Analysts say that indecision by cash- 
strapped Middle Eastern governments, 
tough competition for major projects, and a 
lack of guaranteed finance are key reasons 
why new big-ticket business might continue 
to elude the aggressive South Korean con- 
glomerates. 

The strong won and higher wage bills, 
which have translated into spiralling over- 
seas costs, and a bitter taste left by arrears 
that have run as high as US$3 billion on past 
projects have also made construction giants 
such as Hyundai, Ssangyong and Daewoo 
more cautious in their once cavalier bidding 
practices. 

"The emphasis is no longer being placed 
on just winning construction orders," said 
Thae Khwarg, a senior analyst at Baring 
Brothers and Co. "Much more attention is 
being paid to the bottom line." 

Further, the Seoul government is no 
longer offering an array of incentives for its 
construction companies to go abroad. As a 
result of South Korea's current-account 
surplus and strong domestic demand — pri- 
vate construction starts were up 42% year on 
year in the first quarter of 1989 — South Ko- 
rean firms might well find it 
easier and more profitable to 
stay at home. 

According to preliminary 
data for 1988 released by South 
Korea' s National Statistics 
Bureau, the value of overseas 
construction contracts declined 
27.4% from Won 3.25 trillion 
(US$4.89 billion) in 1987 to 
Won 2.36 trillion last year. 
This continued the sharp re- 
treat seen since 1981 when 
60% of all work undertaken 
by South Korean construc- 
tion companies was overseas 
and contracts valued at 
US$13.7 billion were signed. 
Overseas work last year ac- 
counted for 13.9% of all con- 
tracts. 











South Korea re a market 








“In many respects, overseas construc- 
tion, like shipbuilding, is a sunset industry 
for [South] Korea,” said Sean Goldrick, chief 
representative for brokers Hoare Govett. 
“The enormous past success of these firms 
was based on cost competitiveness.” 

New Middle East contracts signed this 
year should, nonetheless, be enough to re- 
verse the overall declining trend, according 
to Soh Jae Oh, operations director of the 
Overseas Construction Association of Korea 
(OCAK). While fresh orders tallied only 
US$450 million during the first half of the 
year, Soh said the association expects a fur- 
ther US$2 billion in new foreign contracts 
before the end of 1989, including US$700 
million in [ran and Iraq. 

“This should climb to US$3.5 billion in 
1990,” said Soh. “The trend in the future will 
be patterned like this; slow and stable 


growth." 


mmm | -. a M EE bc 


ai^ hd 
ig ! t | 
" lul LI I 
tii "^ "uia 


FAR EASTERN ECONOMIC REVIEW 


NH AX 





South creas workers in Saudi Arabia: ERPE industry.’ 


This cautious optimism stands in con- 
trast to the euphoric predictions made wheni 
the Iran-Iraq armistice was signed in July 
1988. At that time, government and OCAK 
officials cited Wharton Econometric Fore- 
casting Associates figures which pegged re- 
construction spending by the two countries 
at US$71.4 billion through to 1992. South 
Korean construction firms, these officials 
said, were well positioned to win contracts 
valued at between US$15-17 billion during 
this period. 

Immediately after the ceasefire, South 
Korea's Ministry of Construction formed a 
task force to pursue new business oppor- 
tunities in the region while the chaebol indi- 
vidually dispatched senior executives to 
Teheran and Baghdad. In a further display 
of the practicality shown during the hos- 
tilities, Daelim Industrial, Daewoo, Ssang- 
yong and Shinwha Engineering and Con- 
struction concentrated on Iran while Hyun- 
dai, Samsung, Dong-Ah Construction and 
Han Il Development focused their atte: — 
on Iraq. 

To date, said OCAK's Soh, no Iran and 
Iraq contracts have been signed though 
most of the 14 South Korean firms au- 
thorised to do business in the Middle East 
now have outstanding bids, some in con- 
junction with Italian and Japanese contrac- 
tors. In a bid to speed up awards, OCAK offi- 
cials and Construction Minister Park Seung 
had "frank discussions" with Iranian Oil 
Minister Aghazadeh, Soh said. OCAK is also 
hopeful that a Libyan Government mandate 
will be given late in 1989 or early 1990 for 


South Korean contractors to take part in the 


USS$3.7 billion, second phase of the “Great 
Man-Made River" project. 

South Korean firms are currently less 
keen on doing business elsewhere in the 
Middle East, particularly in Saudi Arabia, 
which has the poorest repayments record in 
the region, and the United Arab Emirates 
(UAE), which is engaged in an acrimo-- s 
dispute with state-owned Korea E y 
Industries and Construction Co. (KHIC). 

Debt-ridden KHIC said on 7 July 
1 that it stands to lose US$115 
million in cost overruns on 
a power plant and desalina- 
tion project in Dubai. The 
UAE Government has 
threatened to ban South Ko- 
rean construction firms from 
participating in fresh projects 
unless KHIC completes the 
job. 

OCAK says that payments six 
months overdue to South Ko- 
rean construction firms now 
amount to US$500 million, 
though US Government offi- 
cials peg total arrears on all 
types of projects in which 
South Korean companies have 
taken part at a hefty US$3 bil- 
lion. u 
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round the middle of every year the 
heads of the world's seven biggest 
industrialised countries — the US, 
Canada, Britain, West Germany, 
France, Italy and Japan (known as G7, the 
Group of Seven) — hold a summit at which 
they try to achieve macroeconomic policy 
coordination on matters ranging from ex- 
change rates to Third World debt. 

The only Asian nation presentis Japan — 
as a sort of honorary Westerner. Although 
Tokyo consults various neighbours before 
the summit, it usually has a hard time get- 
ting its voice heard. The Paris summit, be- 
oinning 14 July, promised to be no excep- 

given Japan's weakened domestic poli- 
«s Situation. 

Other countries, in Asia and elsewhere, 
should care that they are not invited. It is a 
dangerous fallacy to think — as many 
people do — that these annual jamborees of 
the G7 nations are simply talk-fests, long on 
ceremony and short on substance. 

Decisions at summits — on such things 
as exchange rates — have a critical impact 
around the world. In today’s liberalised for- 
eign-exchange markets, currency 
parities can be defended only 
through the domestic interest-rate 
structure. In the case of the US dollar, 
this directly affects the cost of interna- 
tional credit. Exchange rates are a 
prime determinant of trade policies, 
too. 

What is often lost sight of is that 
the G7 countries as a group can mus- 
ter nearly half of the total voting 
p^r at the MF. Its predecessor, the 
( - simply the G7 minus Italy and 
Canada — could muster 41% of the 
vote. 

The political reality facing that interna- 
tional institution nowadays is that it has to 
take its orders from the G7, after its mem- 
bers have cut deals behind the scenes at the 
summit. So too does the World Bank. 

A scheme is currently being canvassed 
that would alter the present balance of 
power by creating a “non-G5 group” of up 
to 10 nations which (on the basis of 10 mem- 
bers) would include three Asian nations — 
probably South Korea and Taiwan, and 
maybe Indonesia. It would also include 
three from Europe, two from elsewhere in 
the Western hemisphere and one each from 
Africa and the Middle East. 

This group would be able muster more 
IMF votes than the G5 (whose members 
would be excluded), and would cut across 
North-South divisions by allying develop- 
ing countries with Asian and other newly in- 
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dustrialised nations (NICs), plus the smaller 
industrialised countries in Europe and else- 
where. 

The idea emanates not, as might be ex- 
pected, from a Third World source but from 
a group called WIDER (World Institute for De- 
velopment Economics Research). This is 
backed by former IMF managing director 
Johannes Witteveen and former World 
Bank president Robert McNamara. It also in- 
cludes Japan's former foreign minister Sa- 
buro Okita and Indonesia’s Soedjatmoko 
(former UN University rector) as well as Sri 
Lankan Lal Jayawardena, one-time special 
adviser at the OECD. 

The ideas of this Helsinki-based group 
appear to be sound. Against those who 
argue that the present status quo reflects the 
true balance of current international eco- 
nomic power — and therefore political real- 
ity — they argue that the non-G5 group 
would be more representative of IMF voting 
power and accounts for more than half of 
world trade. 

This would give it more than a moral 
right to prevent the current “Gang of Five” 
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hijacking the economic governance of the 
world or, as WIDER more diplomatically 
phrases it, to end a situation where deci- 
sions "central to the world economy are 
taken by a body with no constitutional 
linkage to the existing institutional 
framework." 

If GDP calculations were based not upon 
current exchange rates but upon what WIDER 
claims is a more realistic valuation of NICs 
and developing-country currencies (on the 
purchasing-power-parity [PPP] formula), 
then the non-G5 could claim to speak for 
more of world GDP than does the G5 or even 
the G7. 

Voting power in the non-G5 would be 
weighted according to a country's GDP (on 
PPP basis), its share in world trade and (mar- 
ginally) according to its population. By 
reaching common positions on key issues 
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which are currently the sole province of the 
G5/G7, the new group would then be able to 
use its voting muscle within the IMF. The 
idea is that ultimately all this should lead not 
to confrontation between G5 and non-G5, 
but to the formation of a World Economic 
Council. 

Japan, which saw its Miyazawa Plan for 
Third World debt relief crushed by the iner- 
tia and opposition of other G5 members 
after last year’s Toronto summit, might well 
go along with the idea of a non-G5, which it 
could expect to influence. 

So too might those industrial nations out- 
side the G5 whose central banks have been 
compelled willy-nilly to support US dollar 
parities to which they never really sub- 
scribed. 

The trouble is that the non-G5 will not 
happen unless the Asian and other develop- 
ing countries make it happen by agreeing to 
come together (as WIDER will invite them to 
before long) with other countries outside the 
charmed circle of the G5/G7. 

The inevitable alternative seems to be 
that Asian countries will follow the now 
global trend towards economic 
regionalism, with all that this im- 


worse. 


A name which will appear a 
good deal more in international 
capital markets is that of the Wash- 
ington-based Internationa! Finance 
Corp. (IFC) which has just made 
it first issue in Tokyo's so-called 
Daimyo bond market. (Daimyo 
bonds are superior to Samurai bonds 
— as Japanese feudal traditions 
says they should be — in that they are 
listed simultaneously in Luxembourg and 
Tokyo.) 

This ¥20 billion (US$140 million) issue 
follows closely on FC's US$200 million 
Eurodollar bond issue — its first public issue 
since it recently achieved a triple-A rating by 
Standard & Poors and a similar top rating by 
Moody's. 

The point is that IFC is no longer hiding 
behind the skirts of its sister institution, the 
World Bank, when it comes to raising capi- 
tal. In the current fiscal year (starting 1 June), 
it will raise roughly half of its US$1.6 billion 
borrowing requirement in its own name. 
This is fitting for an institution which is all 
about capital market development anyway 
— and institutional investors will welcome 
the new prime-rated paper. 

a Anthony Rowley 
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TECHNOLOGY 1 


Hi-tech advantage shifts across the Pacific 


Start up, ship out 








By Bob Johnstone in Palo Alto, 
California and Tokyo 


T he hi-tech balance of power is shifting 








across the Pacific, from the US to 

Japan. Although it can also be ob- 
served in other technology-based industries 
such as advanced materials and biotechnol- 
ogy, the shift is most obvious in semicon- 
ductors. 

, A major factor in Japan's rapid post-war 
rise to economic prominence is that Japan- 
ese companies have always been able to buy 
the latest US technology at 10 cents on the 
dollar. Relieved from the burden of having 
to re-invent the wheel — and, equally im- 
portant, develop a market for it — the Japan- 
ese have been free to concentrate on improv- 
ing the manufacturing process. 

Today, despite lip-service paid in Tokyo 
to the need to do more creative research, 
and despite efforts in Washington to 
strengthen the laws governing intellectual 
property, the eastward flow of technology 
across the Pacific continues unabated. In 
fact, technology transfers to Japan are actu- 
ally increasing. They were up almost 15% 
last year, with the US continuing to be by far 
the largest source. 

That this should be so is not surprising. 
Americans are quicker and better at creating 
new technology than anyone else. The main 
reason is that the US has evolved a very ef- 
fective mechanism for making technological 
breakthroughs — the venture capital-backed 
start-up company. 

The Japanese have yet to develop an 
equivalent mechanism. Able to draw on the 
extraordinary fertility of the American sys- 
tem, they have not needed one. 

The start-up is an ideal vehicle for discon- 
tinuous innovation (as opposed to the incre- 
mental innovation at which the Japanese 
excel) because it enables a degree of concen- 
tration on a single area of technology plus a 
freedom from bureaucratic interference that 
rarely occurs in big companies. 

A start-up starts when an inventor-en- 
trepreneur comes up with a radically differ- 
ent idea for building a better mousetrap (or, 
more likely these days, microchip). Armed 
with this idea, he convinces a group of in- 
vestors to back him financially, then recruits 
the multi-disciplinary technical skills he 
needs to make the idea happen. 

If it does, the company goes public, the 
backers get a handsome return on their in- 
vestment, and the entrepreneur himself at- 
tains the quintessential American dream of 
millionairehood. Next thing you know, 





some of the new company's technical 
people figure out a new wrinkle for building 
the mousetrap/microchip even better, they 
split off to form their own company, and the 
whole process begins anew. It has been esti- 
mated that in the past five years, four-fifths 
of all US innovations have come from such 
companies. 

Nowhere has the start-up formula been 
applied more successfully than in Silicon 
Valley, an hour's drive south of San Fran- 
cisco. And in no industry have start-ups 
been more prevalent than in electronics. 
Especially in the industry's most dynamic 
sectors, semiconductors and their down- 
stream descendants, computers. Silicon Val- 
ley-based companies such as Intel, Apple, 
LSI Logic, Tandem Computer, MIPS and Sun 
Microsystems are all graduates of the ven- 
ture capital-backed start-up system. 

Today, exactly 50 years after Bill Hewlett 
and Dave Packard founded the valley's first 
hi-tech firm (now its biggest employer) in a 
garage in Palo Alto, some 4,200 electronics 
firms do business along a strip of land barely 
30 km top to bottom. Such an extraordinary 
concentration of talent — aided and abetted 
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by the presence, also in Palo Alto, of an intel- 
lectual powerhouse like Stanford University 
— has made Silicon Valley an R&D mecca, 
the hi-tech capital of the world. 

A mecca attracts pilgrims. From the early 
1960s on, Japanese firms like NEC (Nippon 
Electric Company, as it then was) have jour- 
neyed to Silicon Valley to pay homage to the 
high priests of hi-tech. 

There, often at bargain basement prices, 
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the Japanese learned the recipes in th. 
microchip cook-book from US semiconduc 
tor start-ups under pressure from customer: 
demanding multiple sources of supply. Th: 
Americans licensed the Japanese — ironi 
cally, as it turned out — because they 
thought that to do so would be safer thar 
licensing local rivals. 

Such was the pattern for more than 26 
years. In the interim, US entrepreneurs re 
tained their pre-eminence by dint of a re 
markable series of innovative products anc 
processes. These have included dynamic 
random access memories (D-RAMs), micro- 
processors, chip-design software, applica- 
tion specific integrated circuits (ASICs), re- 
duced instruction-set computing (RISC), 
programmable gate arrays and ferroelectric 
materials, to name but a few. During this 
period, there has been not a single Japanese 
semiconductor innovation of comparable 
importance. 

Over the years, however, several «ioni- 
ficant changes have been taking place i 
structure of the semiconductor indi | 
The first is that Japanese companies, with no 
debilitating status (or salary) differentials be- 
tween their design and production en- 
gineers and a much more disciplined work- 
force, have demonstrated an ability to follow 
the recipes in the microchip cook-book more 
closely than the authors. 

To put it another way, the Japanese have 
been able to make the same products as the 
Americans, only cheaper and better. Profit 
margins depend on yields, so producing 
more chips per wafer of silicon is a signi- 
ficant advantage. And, in the current boom 
market for semiconductors, high yields 
have meant huge profits. This combination 
of cash plus manufacturing expertise gives 
Japanese makers tremendous leverage in 
bargaining for new technologies. 


he second change is that, as the size 
i of individual chips gets smalle- ~> 


they become more and more di! t 
to make — and thus, manufacturing skills 
assume an even greater importance. In sub- 
micron processing — in which the average 
size of the lines making up a chip's circuits is 
less than one millionth of an inch — the Ja- 
panese lead the world. Few US firms are 
even close in this area, and many industry 
analysts find it increasingly difficult to see 
how, under present economic conditions, 
the US can catch up. 

At the same time, the price of the equip- 
ment needed to make semiconductors has 
soared. A leading-edge chip fabrication 
plant will cost around US$200 million today 
— much more than 10 years ago. This kind 
of money is way beyond the ability of ven- 
ture capitalists to raise. 

The third change is that this huge in- 
crease in the industry's capital costs has 
come at a time when Wall Street, in the 
wake of changes in US capital gains laws, is 
increasingly unhappy funding high-risk, hi- 
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tech firms, especially after the October 1987 
market crash. In the US in 1987 there were 
107 computer and chip-related initial public 
stock offerings — for start-up companies, 
the customary way of financing the next 
phase of growth — which raised a total of 
US$1.6 billion; in 1988, there were just 33, 
for a total of US$418 million. In Japan, capital 
is still cheap and, with the right connections, 
easy to get. 

Add all these changes up, and what you 
have is an environment in which fledgling 
US semiconductor firms are virtually ob- 
liged to turn to wealthy Japanese production 
firms for their manufacturing, sometimes 
even for their initial funding, too. "Without 
a partnership with a Japanese company, un- 
less you've got a monopoly, you can't sus- 
tain over the next 10 years," says the presi- 
dent of a Silicon Valley start-up. 

Thus the increase in trans-Pacific technol- 

traffic, computers and semiconductors 

z the principle items responsible for the 
rise. As hordes of cash-hungry US inventors 
descend to hawk their proposals around 
town, Tokyo-based venture capitalists re- 
port that Japanese firms are becoming 
spoiled for choice. 

From a US point of view, does this mat- 
ter? Yes, argues economist Stephen Cohen 
of the University of California at Berkeley. 
Production is where the lion's share of the 
value added is realised. Design without 
manufacture deprives companies of the 
"rent on innovation" they need to subsidise 
future research, and is not sustainable inde- 
finitely. 

" America cannot maintain its high wage 
economy," writes Cohen, "by trying to 
play the role of laboratory for the world, 
producing ideas and prototypes while 
others make the products." Lose control of 
the manufacturing, he warns, "and you risk 
losing control of both technology and final 

uct." 
j _. addition, there is also the techno- 
nationalist argument that over-dependence 
on Japanese chips could endanger other sec- 
tors of the US economy that use chips. Most 
notably the computer industry, which is 
said to be responsible for 2% of US GNP. 

Japanese chipmakers that also make 
computers, runs this argument, could easily 
channel their most advanced products for 
their computer divisions' use ahead of their 
US customer-competitors. Or, as has hap- 
pened in the past, they can divert supplies 
away from the US during chip shortages. 
"The [Japanese's] major target," as the co-in- 
ventor of the integrated circuit, Intel's Bob 
Noyce puts it, "is not semiconductors, it's 
the whole enchilada." 

Others, like Silicon Valley guru Regis 
McKenna, are more sanguine. Semiconduc- 
tors are components that depend on process 
innovation, computers are systems that re- 
quire product innovation and market crea- 
tion. Neither of the latter has been a Japan- 
ese strong point. Japan's penetration of the 
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US computer market has been confined to 
compatibles and clones. 

Although he adinits that last year's 
D-RAM drought left US computer makers 
looking vulnerable, McKenna argues that 
the need to stay competitive in American 
markets is causing the Japanese to locate 
plants in the US. This, he reckons, should 
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secure supplies and ensure that technology 
is transferred back. 

The threat to the computer industry is 
probably overstated. Computer makers 
such as IBM, Hewlett Packard and Tandem, 
all of which run highly successful Japanese 
subsidiaries, do not seem to feel particularly 
threatened. 

And there is plenty of recent anecdotal 
evidence to indicate that, so far from deny- 
ing their US customers during chip famines, 


at least some Japanese chip producers have 
made every effort to keep supplies coming. 
This is credible, because the goal of firms like 
Fujitsu is to become true multinationals — 
like IBM — and that means being a good 
citizen of every country in which they oper- 
ate. 

Fujitsu, NEC and the rest of the big Japan- 
ese chipmakers are rapidly establishing 
themselves as manufacturers on a global 
scale. But this does not seem to have made 
them any less receptive to the importance of 
snapping up promising new technologies, 
such as software chip-design tools or re- 
duced instruction set microprocessors, as 
soon as they emerge. 

In addition to these established elec- 
tronics firms, a second wave of Japanese 
firms has recently been making its presence 
felt in Silicon Valley. Non-electronics com- 
panies like Kawasaki Steel, Kubota and 
Minebea are all keen to diversify into chips. 

For its part, Silicon Valley appears (out- 
wardly) confident that it can keep coming 
up with new products and processes indefi- 
nitely. Entrepreneurs and innovators will 
continue to become millionaires. 

But until the US Government alters its 
policies to encourage Wall Street to look fur- 
ther than the next quarter, and until US 
companies learn to buy in the technology 
that bubbles up in their own back yard, the 
cream of US hi-tech is likely to continue its 
eastward exodus to connect with the state- 
of-the-art production that it needs to 
flourish. w 
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Japanese capital backs small US hi-tech firms 


Chips and sushi 


ley start-up, is by a significant margin 

the fastest-growing semiconductor 
company ever. Set up in 1985, the firm’s rev- 
enues this year should top US$200 million. 

Yet Chips is a semiconductor company 
with a difference because, despite its name, 
the company makes none of its own micro- 
chips. Instead, it elects to subcontract manu- 
facturing, much of it to silicon foundries in 
Japan and elsewhere in Asia, where the 
company sells 50% of its products. 

NMB Semiconductor, a subsidiary of 
precision-bearing maker Minebea, is a Ja- 
panese-style start-up. In 1987, just 18 
months after shipping its first products, the 
company turned a profit. Today, it makes 
the fastest dynamic random access memory 
(D-RAM) chips money can buy. 

NMB is currently the eighth-largest maker 
of D-RAMs in the world, selling almost all of 
its output to US computer firms. But what 


C hips and Technologies, a Silicon Val- 
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makes NMB unusual is that it designs none of 
its own chips. Instead, it buys designs from 
US specialists. 

But what does this mean for the initial 
capital outlay for the two firms? All Chips 
needed to start was a few million US dollars 
for some standard chip-design software 
tools and a second-hand mainframe compu- 
ter on which to run them. 

But rounding up even such a relatively 
small sum in the dark days after the 1985 
slump in personal computers (the single 
largest market for semiconductors) proved 
hard work, as Gordon Campbell, Chips’ 
president, recalls. His unusual proposal for 
a factory-less chip firm was turned down by 
about 60 US venture capital firms. 

Ironically, the man who saved their 
bacon was Kazuhiko Nishi, the whizz- 
kid founder of Ascii (a microcomputer 
systems firm that is one of Japan's few 
successful start-ups). Nishi persuaded Mit- 
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sui, Kyocera and Yamaha to put up the 
funds that enabled the fledgling US com- 
pany to keep going. Two months after the 
infusion of Japanese cash, Chips was mak- 
ing money. 

NMB, by contrast, seems to have had no 
difficulty raising US$120 million to build a 
state-of-the-art plant that has been key to its 
success. Now it is adding two more produc- 
tion lines, bringing its total investment over 
five years to US$410 million. 

Is this, then, the shape of the semicon- 
ductor industry as it enters its fourth decade, 
a synergistic coupling of US design skills 
with Japanese financial and manufacturing 
resources? Shosuke Shinoda, NMB's senior 
managing director, seems to think so. "It's 
an efficient combination," he says. 

Campbell concurs. He points out that in 
a conventional semiconductor company — 
one with its own wafer fab, as chipmakers 
call their factories — fixed and variable costs 
can gobble up to two-thirds of revenue. 
Whereas at Chips, Campbell says, fixed 
costs are so low that the company can afford 
to do five times as much research and deve- 
lopment than a firm with a hungry wafer fab 
to feed. 

But take a closer look at what Chips de- 
signs — the company pioneered the concept 
of the chip-set for IBM-type personal compu- 
ters. These comprise the peripheral devices 
around a microprocessor, that do all the 
things that it does not, such as looking after 
what goes onto the screen. It turns out that 
Chips is not a semiconductor company in 
the traditional sense — that is, a maker of 
electronic components — but a systems de- 
sign house that implements its systems in 
silicon. 

Not only that, it is a systems house in a 
niche market, though a big one. Outside of 
personal computers, there are few if any 
other niches big enough to offer a Chips- 


style company sufficient customers to sur- 
vive. 

Meanwhile, across the Pacific, the or- 
chestra is tuning up for the second act of 
NMB's D-RAM business. The first act starred a 
design (and product strategy) for a high-per- 
formance, premium-price 256-kilobit chip 
which NMB bought from the US wing of 
Inmos, a company then owned by the 
British Government. Although Inmos' de- 
sign was an outstanding one, NMB's 
Shinoda says it was not suitable for mass 
production until his process specialists went 
to work on it. 

As Inmos struggled to resolve its man- 
agement problems (ownership has passed 
from the British Government through 
Thorn EMI to the Franco-Italian firm SCS- 
Thomson), some of its engineers left to join 
Ramtron, a start-up which has developed an 
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innovative new approach to memory chip 
materials. Starting at around the same time 
and NMB, Ramtron was forced for 
lack of US interest to turn to two Australian 
entrepreneurs for its initial capital. 

Ramtron has just broken ground on a 
US$20-million pilot plant in which to make 
product prototypes. That is big money for a 
company with fewer than 100 employees, 
but chicken-feed compared with the cost of 
building a high-volume wafer fab. So the 
company’s strategy for mass production is 
to make alliances with partners like NMB. 

This is all very well to begin with. But 
over the long term, as Ramtron’s president 
Richard Horton admits, “if the company is 
to continue growing and to remain viable in 
terms of leveraging technology in innova- 
tions on the product design and applications 
side, it will either have to become a man- 
ufacturer in its own right or be merged with 
a concern that has the ability to afforc 
capital for a US$200-400 million type v 
fab.” 

Eventually, a start-up has to bite the bul- 
let. And that usually means forming a 
strategic alliance with a Japanese firm, such 
as was the case for LSI Logic and VLSI 
Technology, two pioneers of the chip-de- 
sign software tools needed to make applica- 
tion specific integrated circuits (ASICs). 


Nihon Semiconductor, a joint venture 

between it and Kawasaki Steel, for 
which the Japanese firm provided most of 
the capital. (Kawasaki has just announced a 
US$200-million plant that will enable the 
steelmaker to go into the chip business in its 
own right.) : 

VLSI tried to go it alone, fell behind 
because it lacked the resources to do its 
own process development, and was forc- 
ed to trade its tools to Hitachi in ex- 
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Short-term vision 


As Japanese companies come to dominate markets for commod- 
ity chips like D-RAMs, so they shift from imported to domestic 
suppliers for their semiconductor production equipment. US 
equipment makers’ share of the US$3 billion Japanese market has 
slipped from around half five years ago to just over 10% today. 

Why such slippage? Take the example of Perkin-Elmer, a US 
precision optics firm whose machines for transferring circuit pat- 
terns onto silicon — "wafer steppers" — were among the key 
production tools for the nascent semiconductor industry. In 
1987, Perkin-Elmer ranked No. 2 in semiconductor equipment. 
At the beginning of May, citing competition from Japanese rivals 
and the need to appease Wall Street, the company announced 
that it was quitting the business. 

Critics claim that T; to make the effort to provide the 
service and support that Japanese customers expect, firms like 
Perkin-Elmer simply gave the business away to their rivals. As 
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evidence for the ineptitude of such companies they point to the 
success of Applied Materials, a US company which leads the 
market in at least two types of semiconductor equipment, and 
which does 40% of its business in Asia. 

Crucial to Applied’s success, according to the company’s 
chairman, James Morgan, is an approach that is both global and 
long term. “So many [US] companies make short-term deci- 
sions,” he says, “with the result that they lose their technology 
and their market opportunities.” 

Japanese chip makers have long complained that US equip- 
ment, though innovative, is difficult to use and prone to break 
down. When it does, service has all too often been slow in com- 
ing. What the Japanese seek above all else in equipment for their 
high volume plants is dependability. 

The way to improve the reliability of equipment is to work 
closely with its users. Japanese customers, Morgan claims, are 
more willing to cooperate with equipment suppliers than their 
US counterparts. “The Japanese are more open about exchang- 
ing technology,” he says, adding that “for engineering refine- 
ments, interaction with our Japanese customers is essential.” But 
developing close working relationships is difficult if you 
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change for manufacturing technology. 

Wes Patterson, a former VLSI employee, 
reckons that the company sold its crown 
jewels. "They should never have done 
that," he says. Patterson now works for 
Xilinx, a specialist in a type of ASICs known 
as programmable gate arrays (REVIEW, 6 
Apr.), most of whose manufacturing is done 
in Japan by Seiko Epson. 

The Japanese firm's expertise in a low- 
power, low-voltage process technology 
known as C-MOS (which it originally de- 
veloped to make chips for its own quartz 
watches) has made it popular with US start- 
ups. Although it serves as a silicon foundry 
for other firms, too, Seiko Epson has very 
cose contacts with four start-ups: Xilinx, 
Lattice, SCC and IMI (a recent addition is 
Ramtron). Together, these firms accounted 
for around 10% of Seiko Epson's US$520 
million semiconductor sales last year. 

n return for manufacturing, the Japan- 

firm typically gets the rights to market 
domestically its own version of the pro- 
ducts. That may sound like a recipe for di- 
saster, but a remarkable feature of many of 
the tie-ups between small US firms and big 
Japanese manufacturers is the high degree 
of mutual respect and trust. 

"Trust overrides everything else," says 
Xilinx president Bernie Vonderschmitt 
about their relationship with Seiko Epson. 
"If you can develop trust, the rest falls into 
place.” Ramtron's Horton seems similarly 
delighted with his NMB,connection: 
“It's an excellent relationship, mov- 
ing very well and expanding very 
rapidly . . . we find that they comple- 
ment us culturally, as well as techni- 
cally and commercially." 

Despite such enthusiasm, how- 


velop long-term relationships — provided 
that they remain mutually beneficial. "Both 
partners have to keep growing, [and] if one 
stops growing, then too bad," says one 
pragmatic Silicon Valley-based Japanese 
executive. 

But continued growth is a problem for a 
small firm. Ironically, the industry's Achilles 
heel is the very thing that makes it dynamic 
— its entrepreneurial nature. 


T he availability of venture capital en- 


courages bright engineers to leave 
their companies and set up in their 
own right. In addition, venture capitalists 
are keen to get their return on investment, 
and in many cases, if that means selling off 
the crown jewels to Japan, then so be it. 
Perhaps the best approach to overcom- 
ing the problem is the one adopted by 
Kubota, an Osaka-based manufacturer of 
tractors, agricultural and industrial equip- 
ment. Recognising that there was great po- 
tential for future growth in electronics and 
that electronics would be increasingly neces- 
sary to remain competitive in its basic busi- 
ness, in the past three years Kubota has 
spent around US$100 million buying into 
half a dozen US start-ups (and probably 
as much again setting up manufacturing 
facilities in Japan for them). 
These include some of Silicon Valley's 
hottest new names, like Ardent, a maker of 
graphics mini-supercomputers and MIPS, à 





specialist in reduced instruction-set comput- 
ing (RISC). Kubota's hi-tech connections 
began when a French bank tipped them off 
that Ardent was looking for capital. On 
making inquiries, they discovered that it 
was led by two of the US' best-known com- 
puter designers. 

"In the US, they have famous engineers, 
but not enough money," says Keizo Ya- 
mada, manager of Kubota's business plan- 
ning and development. “We can supply it.” 
But Kubota has been careful to keep its in- 
vestments to a minority level to ensure that 
the crucial entrepreneurial spirit of its small 
partners stays alive. 

When a company like MIPS goes public, 
Kubota stands to make a bundle. But that is 
not its intention. Yamada said: “Our basic 
way of thinking, is that we want them to be- 
come big. We're not in this for capital gains 
— our idea is to broaden our base." 

Other Japanese shake their heads in dis- 
belief at the risks Kubota is taking. Ardent's 
total sales, for example, are considerably less 
than the US$90 million that the Japanese 
firm has invested in the start-up. 

But then they also shook their heads in 
1984 at Fujitsu's decision to produce the RISC 
microprocessor designed by the then-un- 
known Sun Microsystems, a device on its 
way to becoming an industry standard; at 
Minebea's decision to go into the D-RAM 
business when memory makers were losing 
billions of US dollars; and at Canon paying 

US$100 million for one-sixth of work- 


Top chip production equipment makers d station maker NeXT. 


— Estimated 1988 worldwide calendar year sales (US$ million) 
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z All these big firms have two 
things in common — an appreciation 
for US hi-tech and the ability to make 
quick decisions. Such fleetness of 
foot is a rare quality, but one that 


ever, the question of the sustainabil- Applied Materialist — — makes these Japanese companies à 
ity of such tie-ups remains. For their Gua Soa t good match for their fastmoving US 
part, the Japanese seem keen to de- rini partners. m Bob Johnstone 
do not speak the same language. Perkin-Elmert| Americans feel that loss of pre- 
Applied Materials overcame this Tera ou eminence in production equip- 
in 1979 by setting up a Ja- NN ment will mean futher erosion of 
panese subsidiary run by all-Ja- Source: VLSI Research inc. the US semiconductor industry's 
panese mana t. In addition, competitive edge. 
the company has organised an ag- The response to this sentiment 
gressive programme to teach Japanese language and culture to has been the formation of Sematech, a t-backed con- 
employees who have to spend time in Japan. sortium whose brief is to bolster US semiconductor manufactur- 
The degree to which Applied Materials has managed to get ing techn 


the message across that it is serious about Japan can be judged by 
its success in attracting Japanese investors. Nearly 10% of its 


stock is already placed in long-term J 


Poe Nm n 
10 million technical centre at Narita came 


hands and the aim 


ology. 
But Sematech's detractors point out that instead of tapping 
start-ups — which are the source, as with the chips themselves, 
of innovation in the industry — the consortium has thus far 
dished out contracts mainly to established firms. However, in a 
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for the company's 
from the Japan t Bank. Chosen out of 80 applicants, 
Applied Materials Japan was the only (at that stage) wholly for- 
eign-owned subsidiary to have received such ing. 

The likely successors to the market share abandoned by Per- 
kin-Elmer — Japanese equipment makers Canon and Nikon — 
follow an Applied Materials-style global strategy based on close 
links with customers all over the world. Nonetheless, many 


round of recently announced awards, several smaller firms were 
among the winners. Without such support, and lacking the re- 
sources of a company like Applied Materials to enable them to 
compete on a scale, small US ventures are finding it in- 
creasingly difficult to compete. As a result, many of them are also 
turning to the same sort of warheads diio ap 
plus-manufacturing relationships with Japanese firms as the 
chipmakers. u Bob Johnstone 
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AND INNOVATION 


Memories from the past 


Ithough memory chips are sold 
in a bewildering variety of fla- 
vours, there are just two basic 
types: 
P Volatile devices, like the dynamic ran- 
dom access memories (D-RAMs) com- 
puters use, which lose the information 
stored in them as soon as you turn the 
power off. 
> Non-volatile devices, like programmable 
read-only memories, which do not need 
power to retain their information. This 
makes them useful for applications like con- 
trolling desktop printers or fuel injection 
systems in cars. But they are more expensive 
than D-RAMs, and too slow at storing for use 
as computer main memory. 

Now along comes Ramtron, a Colorado 
Springs-based start-up company, with a 
new chip flavour that promises to deliver 
the best of both worlds. The ferroelectric 
memories that the company has developed 
are fast, non-volatile and — potentially, at 
any rate — cheap. 

The secret is a material, a crystalline com- 
pound of lead, zirconate and titanate, that 
can be polarised in opposite directions like a 
magnet. It is thus well suited for stor- 
ing the digital ones and zeroes which 
computers understand. 

Once polarised, the compound 
stays polarised — even after the 
power is switched off — until an elec- 
tric current is applied to alter the di- 
rection of polarisation. In the form of 
a thin film, Ramtron's material can be 
deposited on top of conventional 
semiconductors. 

The notion of applying ferroelec- 
tric materials (the name, incidentally, 
is a misnomer — ferroelectrics have 
nothing to do with iron-based mate- 
rials, they merely behave like them) 
to computer memories dates back 20 

ears. 

At that time, researchers at IBM, 
Bell Laboratories and elsewhere 
were casting round for a replace- 
ment for the "core" memories — tiny 
doughnut-shaped magnets strung together 
on wires — then used as computer stor- 
age. 
Ferroelectrics with their magnet-like 
properties seemed like a good bet. But there 
were several snags, the most serious of 
which was reliability — the materials 
showed a disconcerting tendency to wear 
out, or to revert over time to a preferred 
polarisation. 

Then, in the early 1970s, up popped 
semiconductor memories and that was 
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more or less the end for ferroelectric re- 
search, for the time being at any rate. Several 
factors have been responsible for its recent 
resuscitation. 

One is that, ironically, the development 
of semiconductor memory techniques such 
as thin-film deposition have given ferroelec- 
tric researchers important fabrication tools 
which they previously lacked. Another 
is that as conventional semiconductor 
memonies get tinier, they become increas- 
ingly difficult to make. So, the hunt for re- 
placements began again. 

As so often in scientific endeavour, the 
breakthrough in ferroelectric materials came 
with the fortuitous throwing together of re- 
searchers from two separate disciplines. 
Historically, ferroelectric specialists have 
tended to be inorganic chemists, whereas 
most semiconductor scientists are solid-state 
physicists. 

Normally, the two specialities inhabit 
separate universes, with little information 
passing between them. By chance, a 
group containing experts from both fields 
formed at the University of Colorado in Co- 
lorado Springs (an area which is rapidly 
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blossoming into a mini-Silicon Valley). This 
group devised and patented a method of in- 
tegrating stable ferroelectric films with con- 
ventional semiconductor technology, thus 
setting the stage for the formation of Ram- 
tron. 

Established in 1984, backed by capital 
from two Australian entrepreneurs, the 
company developed a family of highly en- 
gineered, functional materials. With them, 
at the end of 1987, Ramtron succeeded in 
building its first ferroelectric non-volatile 
memory, dubbed à FRAM. 
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Since then, the company has developed 
a range of commercial products. These are 
now in pilot production and samples have 
been shipped to customers. Ramtron's ini- 
tial strategy is to target high-premium, non- 
volatile niche markets. Market researcher 
Dataquest predicts sales of ferroelectric pro- 
ducts worth US$350 million by 1992. 

In the future, the company also plans to 
go after the much larger (and, correspond- 
ingly, much more cost-sensitive) commo- 
dity markets for computer chips like D-RAMS. 
For its dreams to come true, however, a tiny 
(40-person) company like Ramtron n 
powerful partners with plenty of fina | 
and manufacturing resources. 

Thus far, the company has signed five 
partnership agreements. Three are with US 
firms, ITT, TRW and most recently, Alcan 
Aluminum; the remaining two, with Japan- 
ese ones, NMB Semiconductor and Seiko 
Epson. Of the Japanese alliances, the one 
with NMB is potentially the more signi- 
ficant. 

NMP's ties with Ramtron pre-date the lat- 
ter's formation. NMB is the maverick offshoot 
of Minebea, a maker of precision bearings. 

Established in 1984, the company has 
$ soared to prominence — it is now the 
world's eighth-largest D-RAM maker. 

The two companies are now 
working together to come up with a 
4-megabit chip. Although other firms 
such as Toshiba are already well 
along with samples of their 4 
megabit designs, the Ramtron-NMB 
combination could stillhavethe > 
when it comes to mass producti 

One reason is that ferroelectrics 
can store 100 times as much electrical 
charge in the same area as their sili- 
con dioxide cousins. There is thus 
no need to resort to such hard-to- 
make extremes of structural com- 
plexity as fabricating tiny trenches or 
stacks on the surface of the silicon 
in order to hold sufficient 
(and thus retain a bit of data). A 

simple flat layer of ferroelectric material 
suffices. 

The other reason is that the chips will 
be made on NMB’s production lines at 
Tateyama, widely regarded as the most 
sophisticated of their kind in the world. A 
combination of clever modular design and 
custom-designed robot systems means that 
workers — a major source of chip-spoiling 
contaminants such as spit and dandruff — 
never have to enter the ultra-clean areas 
where wafers are exposed for processing. 

u Bob Johnstone 
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Banks in need of shake-up 


he Thai financial system is an im- 
portant agent of economic growth, 
especially the commercial banking 
sector that dominates the financial 
ntermediation process in Thailand. 

Commercial banks and finance and sec- 
arities companies together account for 
nearly 80% of savings mobilisation in Thai- 
and and extend a little more than 80% of the 
xountry's credits. The commercial banking 
sector is many times the size of the finance 
ind securities company sector, though that 

i not detract from the vital role of the sec- 
i the development of the capital market. 
in the past, the banking sector domi- 
nated the financial system to an even greater 
legree. Before 1969, the system was com- 
prised almost entirely of commercial banks. 
Then, the economy was heavily dependent 
on commodities and financial intermedia- 
tion involved little more than mobilising sav- 
ings to finance short-term trade transac- 
tions. Through requiring the banks to hold 
low-yield government bonds, the govern- 
ment also diverted some savings towards 
the funding of fiscal deficits. 

The Thai banks then were on the whole 
small, normally owner-mana institu- 
tions which extended short-term credits to a 
narrow customer base. It was a rudimentary 
but stable system. The authorities ac- 
quiesced in the inefficiencies inherent in 
such a system. By the late 1960s the econ- 
omy started to become more diversified. In- 
dustrial growth began to free the country 
f ^ dependence on commodities; control 
‘pital was dispersed more widely and 
there were stirrings of interest from foreign 
investors. 

But as the economy grew, banks still fo- 
cused on short-term credits. To cope with 
the needs of a more complex economy, the 
authorities permitted a degree of fragmenta- 
tion or diversification of the financial sys- 
tem. Finance and securities companies and 

purpose banks emerged, and it was 
hoped that these would complement the 
lending activity of banks through extending 
medium- and long-term loans and open- 
up the equity markets. 

The regulators also began to pay atten- 
tion to such problems as excessive interest 
rate spreads and the narrow client base of 
commercial banks. They saw concentration 
of ownership of banks as an underlying 
cause of inefficiency, and attempted to legis- 
late the problem away. This met with limit- 
ed success. The degree of capital concentra- 
tion remained high and, as the equity mar- 
ket was underdeveloped, ownership diver- 
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By Chulakorn Singhakowin 


sification proved easier to legislate than to 
achieve. 

Fragmentation in the financial system 
also caused problems. The finance com- 

ies did most of their business in the 
high-risk, short-term market instead of the 
medium-term market as envisaged. Their 
number grew rapidly, but several were used 
by operators to funnel savings directly into 
the owners’ nal business ventures. A 


number of commercial banks were guilty of 
the same offence, too. 

The regulators found themselves under 
pressure as the rapid growth financial in- 
stitutions placed strains on the supervisory 





. The economic slowdown in the late 
1970s and early 1980s brought this to a head, 
exposing the burden of many inferior loans, 
brought about by poor management, im- 
prudence and occasionally fraud. 

The authorities moved quickly to re- 
habilitate several finance companies and 
banks. We are fortunate that this drive coin- 
cided with an unprecedented period of eco- 
nomic growth. The higher level of funds 
flowing through the financial system ena- 
bled financial institutions to generate higher 
earnings. The authorities are seeing to it that 
these earnings are being applied towards 
augmenting reserves for loan losses. At the 


.s 
Many inefficiencies exist because 
Thai banks have been 
over protected. This has dulled 
their competitive edge and made 
them complacent. 
99 
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same time, marginal enterprises that might 
in lean times have collapsed became viable, 
to the relief of their lenders. 

Now that strong economic growth is 
helping to resolve the problems of stability 
and insolvency that have preoccupied reg- 
ulators, the focus can return to efficiency. 
Since the commercial banks are the domin- 
ant players in the financial system, the effi- 
ciency of the intermediation process in Thai- 
land comes down to the question of the effi- 
ciency of the banking sector. 

Efficiency means lowering the cost of in- 
termediating between savers and borrow- 
ers. This in turn means reducing the leak- 


ages caused by high operating costs, by 


$ dubious loans that ultimately have to be 


written off, and by other ill-conceived use of 
depositor funds. An efficient banking sys- 
tem encourages the generation of savings, 
allocates funds to the highest economic use 
and provides a satisfactory return to share- 
holders. 

An efficient banking system places little 
or no burden on the government and on tax- 
payers, while an inefficient system retards 
savings mobilisation, discourages invest- 
ments through imposing high financing 
costs, and threatens stability and prosperity. 

Regulators, economic planners and the 
commercial bankers, too, are all reflecting on 
the present condition of commercial banks 
and exploring approaches to raising effi- 
ciency. Efficiency, like everything else, is re- 
lative. On the international scale, the Thai 
banking system probably ranks somewhere 
in the middle in terms of efficiency. How- 
ever, there exists substantial room for im- 
provement, and Thailand's rapidly growing 
economy both needs and deserves a bank- 
ing system which performs the inter- 
mediary role with the utmost efficiency. 

The two main inefficiencies are: artifi- 
cially — and externally — applied restric- 
tions and constraints; and operational and 
managerial laxness within the banks. Both 
are amenable to solution. 

The institutional inefficiencies imposed 
on the system are an historical outcome of 
the earlier stage of Thailand's economic de- 
velopment, but are now anachronistic and 
require the attention of ; 

The regulators might first consider the re- 
quirement for banks to maintain large hold- 
ings of low-yield government bonds in their 
reserves, Banks have had to pass on these 
costs to the customers through the lending 
rate. Now that Thailand is enjoying a budget 
surplus, it is perhaps an opportune time to 
lessen this burden and reduce bond-holding 
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requirements, and also free up the interest 
rate on such instruments. More realistic 
rates for government bonds would also 
have the beneficial side-effect of deepening 
the money market. There are signs that the 
authorities are already moving in this direc- 
tion. 

Second, the authorities might consider 
lifting controls on the movement of interest 
rates. These controls seriously interfere with 
the efficient allocation of financial resources 
through the market mechanism. The au- 
thorities in June took the first steps towards 
freeing up the interest rate structure. 


hird, there are many deficiencies in 

the the archaic legal framework 

within which banks operate. These 

inhibit innovation in corporate re- 
structuring, in raising equity and in develop- 
ing financial products that are already com- 
mon in many countries. 

Finally, the restriction on the free move- 
ment of money in and out of the country, a 
legacy of the past, is rapidly becoming obso- 
lete. Such controls are incompatible with a 
dynamic and increasingly open economy. 

The authorities are looking at all these 
problems and will no doubt deal with them. 
But what of the inefficiencies for which the 
banks are responsible? 

Many of these inefficiencies exist because 
Thai banks have been over protected. This 
has dulled their competitive edge and made 
them complacent. The regulators now seem 
intent on lowering the protective barriers, 
and competition within the banking sector 
itself has been stiffening significantly in re- 
cent years. The rapid development of the 
Securities Exchange of Thailand in the past 
two years also signals the advent of disinter- 
mediation. It is clear that the commercial 
banks have to put their houses in order. 

The first internal inefficiency that needs 
addressing is the high operating costs. 
Many Thai commercial banks suffer from 
the twin curses of high staff costs and high 
technology costs. Few of them have sys- 
tematic manpower planning and human re- 
sources development, and this results in too 
many poorly trained staff and too few effec- 
tive ones on the payroll. Several banks com- 
pound this problem by misapplying compu- 
ter technology to their traditional operating 
procedures. We have to get our people and 
our systems right. 

Another major inefficiency is that few 
Thai commercial banks regard themselves 
as marketing organisations in a service in- 
dustry. They stick with traditional products 
and do little product innovation to meet 
customer needs and raise profitability. 
Moreover, they seldom sell products ag- 
gressively. Systematic marketing of banking 
products and real customer orientation are 
still things of the future. 

There is also a need to redesign the or- 
ganisational structure of banks which is 
primarily for control rather than for the effi- 


cient delivery of services and products to 
customers. A more rational organisation will 
facilitate transactions flows and lower 
operating costs without loss of control. 

A significant inefficiency of the sector is 
the lack of a professional standard. The 
banker's prime obligation is to look after 
other people's money. He may, with pru- 
dence and technical skill, put such money to 
work and make himself a living. All too 
often this fundamental tenet of banking has 
been ignored. 

Concern has been expressed that the 
drive towards efficiency may heighten the 
already high degree of concentration in the 
banking industry as the larger banks move 
to exploit their economies of scale and other 
advantages. In this scenario the smaller 
banks may be forced to merge or cease to be 
competitive. But as long as the regulators 
ensure fair play, let market forces rule, if 
greater concentration results, so be it. It is in- 
efficiency, not concentration, that is undesir- 
able. 

Voices have also been raised against the 
degree of concentration of ownership of 
Thai commercial banks. Again, this issue 
should be viewed from the standpoint of ef- 
ficiency. If the shares of a bank are tightly 
held and the bank is owner-managed, this is 


not necessarily an undesirable situation. The 
question is whether the owner-manager is 
managing well. In any case, Thai commer- 
cial banks are growing rapidly along with 
the economy. In the not-too-distant future, 
few if any individuals will have the capacity 
to fully satisfy a bank's unceasing appetite 
for capital, at which point the equity market 
can be confidently left to reward the effi- 
cient, punish the recalcitrant, and generally 
sort out the sheep from the goats and the 
wolves. 

When allis said and done, Thailand has a 
strong indigenous banking system which 
has played an important role in fostering the 
current prosperity. The authorities speedily 
acted to restore stability to the system after 
the crisis of the late 1970s and the early 
1980s. They are now focusing very clearly on 
how to make the system a more effective 
agent of economic growth through address- 
ing the inefficiencies which have beer ' - 
scribed above. At the same time, the r 
agement of the banks themselves clearly rec- 
ognise the imperatives for change. It is an 
exciting and challenging time to be a com- 
mercial banker in Thailand. s 


Chulakorn Singhakowin is senior vice-presi- 
dent of the Bank of Asia, Bangkok. 
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Tokyo agrees to US demands on mobile phones 


On same wavelength 





By Charles Smith in Tokyo | 


n llth-hour agreement between 
A ee and the US on the admission of 

US companies into the potentially 
vast Tokyo market for mobile telephones 
could be good news for Japanese consumers 
who will enjoy cheaper and better service if 
the agreement is properly implemented. But 
the story of how the two sides settled their 
differences reads like an object lesson in 
how not to conduct trade negotiations. 

The mobile phone dispute, which ended 
on 29 June when Japan agreed to reallocate 
radio spectrums in the Tokyo area so as to 
accommodate a cellular phone system de- 
veloped by Motorola Inc., might have 
ended very differently if Japan had not faced 
the threat of retaliation in other areas of bila- 
teral trade under the "Super 301" clause of 
the new US Trade Act. The use of Super 301 
to bludgeon Japanese negotiators into ac- 
cepting nearly all the US demands set a 
dangerous precedent, according to Japanese 
analysts. 

The Tokyo media has accused the US 
Trade Representative's Office of acting as a 
spokesman for Motorola, rather than for the 
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national interest, in deciding to give top 
priority to the mobile phone issue. Yet the 
dispute might never have happened at all 
without an ill-judged Japanese attem  » 
exclude mobile telephones from the fi 

fects of a three-year-old programme of 
liberalising the telecommunications indus- 


Under policy guidelines laid down by the 
Ministry of Posts and Telecommunications 
(MPT) in 1987, only one private company has 
been allowed to compete with Nippon Tele- 
graph and Telephone (NTT, the recently 
privatised state telecoms entity) in providing 
mobile phone services in the Tokyo area. 

The company concerned, Nippon Ido 
Tsushin Corp. (IDO), uses NTT-designed 
hardware which is incompatible with US, or 
other foreign telecom equipment, and has 
thus been "unable" to allow its customers to 
buy Motorola phones. IDO shareholders in- 
clude Toyota Motor Co. and Teleway Japan 
Corp., a telecoms services operator affiliated 
with the public corporation that runs Japan's 
motorways. 

IDO's equipment and services are 
cheaper than those offered by NTT but are 
still expensive by international standards, 
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ay US officials. The same sources say high 
rices, and lack of real competition, are one 
eason why the mobile phone market in 
apan has expanded less rapidly than in the 
JS or Western Europe. 

At the end of May an estimated 270,000 
nobile phones were in use in Japan, com- 
yared with about 2 million in the US and 
ibout 650,000 in Britain. This is despite the 
act that NTI's mobile phone service dates 
yack to the late 1970s, before operators in 
nost other countries had even started. 

In the Kansai region in western Japan, 
nobile phone services are provided by a 
ival company, Dainidenden, which does 
ise Motorola equipment. But the Kansai 
narket is estimated to be only a third the 
size of the Tokyo market, and is likely to fall 
urther behind as Tokyo increases its lead as 
in international business centre. 

US officials now see the exclusion of 
‘*~*>rola equipment from Tokyo as a delib- 

act of protection by the MPT, though 
ne ministry itself originally sought to justify 
ts decision by the need to avoid "over- 
rowding” of the capital's airwaves. 


PT officials reckon that a mobile 
M phone service needs a radio wave- 
band of at least 10 MHz to be able to 
»perate efficiently. Given that NTT's mobile 
phone system was already using 15 MHz, 
the ministry pleaded that there simply was 
not enough space to allow two "non-NTT" 
carriers into the capital region. The total ex- 
tent of the Tokyo wavebands available for 
public telecommunications services is just 
over 150 MHz but much of the available 
space is needed for airline communications 
and for other specialised services, such as 
coastal radio links. 
The Mrr's plea of congestion on the 
Tokyo airwaves was reluctantly accepted by 





One step ahead 
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Motorola’s cellular telephone. 


Motorola when the ministry laid down its 
original guidelines in 1987. But in mid-1988 
the ministry undermined its own case by an- 
nouncing that it was planning to start re- 
search on a new Convenience Radio Phone 
(CRP) service for use by taxis in Tokyo. 

The CRP system of mobile phone com- 
munication, which uses a different concept 
from the more modern cellular phone sys- 
tem, was excluded from the definition of 
“mobile phone services” in a 1986 US-Japan 
agreement on liberalisation of Japan’s tele- 
communications and thus seemed likely to 
become yet another protected area. 

More important, the MPT announcement 
seemed to suggest that the ministry was 
holding back wavebands for its own pur- 
poses which could have been made availa- 
ble to accommodate foreign mobile phone 
systems. This gave Motorola its cue to de- 
mand full-scale negotiations between the 
US and Japanese authorities. 

Under the agreement hammered out in 


loved status symbol of ostentatious yuppies ; 
In introducing Micro TAC, Motorola has managed to beat 


late June, the MPT will instruct IDO to reallo- 
cate to the Motorola system 2 MHz out of 
the 10 MHz waveband the company is al- 
lowed to use in the Tokyo region, leaving 
another 8 MHz for its customers using the 
rival NTT-designed equipment, which is in- 
compatible with Motorola hardware. In case 
this turns out to be insufficient the MPT is 
also apparently ready to provide another 3 
MHz from other sources, including 
wavebands originally reserved for the CRP 
system. 

The decision to reallocate wavebands to 
the Motorola system has been bitterly criti- 
cised by IDO, which claims that it could be 
forced to make up to * 10 billion (US$71 mil- 
lion) worth of additional investments in in- 
frastructure. But even IDO officials appear to 
feel that the blame for this situation rests 
with the MPT, rather than the US. Outsiders 
say that the adaption of IDO's system to in- 
clude Motorola phones could benefit IDO in 
the long run, because it will enable the com- 
pany to sell more telephones than would 
have been possible with the unwieldy NIT 
system. 

Motorola officials see the June agreement 
as a chance to compete on equal terms with 
Japanese electronics makers in their own 
market as well as in the US (where the com- 
pany’s market share has been whittled 
down to about 30% by Japanese sales ef- 
forts). Much still depends, however, on 
whether the agreement is implemented in 
full and on how long iDO takes to adapt its 
system for use by Motorola. 

IDO officials suggest that the infrastruc- 
ture needed to accommodate Motorola 
could take at least two years to install by 
which time Japanese electronics companies 
could be flooding the market with equip- 
ment that is as small as Motorola’s latest 
hardware. * 


everywhere 


powerful Japanese rivals such as NEC, Matsushita and Mitsubishi 
at their own game of miniaturisation. 
Drawing on its expertise as a maker of semiconductors as well 
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Underlying the disputes between Japan and the US on telecom- 
munications trade is the superiority of US telecoms technology. 
Unique products should give US companies opportunities in the 


Japanese market. This is precisely why the Japanese Govern- 
ment wants to keep them out — at least until domestic makers 
have managed to catch up. 


In the latest dispute over access to the lucrative Tokyo cellular 
telephone market, a prime example of a superior product is 
Motorola's new, lightweight personal telephone. Known as 
Micro TAC (which stands for total access communications), the 
phone, introduced in April, weighs just 303 g and is the first cel- 
lular phone small enough to fit into a pocket. The company 
claims that it is about half the size and weight of the nearest com- 
petitor. 

To achieve such com , the new phone features a 
built-in antenna and a mouthpiece that folds up. It is intended 
to replace the conventional "brick" style cellular phone, be- 


as communications , Motorola was able to reduce the 
number of chips in the phone by a factor of three compared with 
its predecessor and the area required to house them by a factor of 
10. Fewer chips need less power to run them, hence Micro TAC 
can get by with a much smaller battery. 

One reason Motorola has managed to stay ahead of the Japan- 
ese is the US company's unrivalled experience in mobile telecom- 
munications, a field which it vi invented, starting with the 
introduction of the first mobile telephone in 1973. Motorola is the 
world's top producer of cellular phones. 

Another is the sheer size of the US domestic market for 
cellular phones, which with over 2 million subscribers repre- 
sents approximately half the total world market. The Japanese 
market, by contrast, though growing rapidly, still has fewer 
than 250,000 subscribers (compared with about 60,000 in Hong- 
kong alone). Around 90% of these are car phones. 

m Bob Johnstone 


FAR EASTERN ECONOMIC REVIEW 


57 


BUSINESS AFFAIRS 





ECONOMIC MONITOR: 





SINGAPORE 


Losing momentum 


hile some signs of a slowdown 

in growth are emerging, Singa- 

pore's economy is still ex- 

pected to meet, and perhaps 
even exceed, the government's forecast of 6- 
7% GDP growth for the year, compared with 
an actual increase of 11% in 1988. In the first 
quarter of this year, GDP grew by 8.4%, com- 
pared with the same period of 1988. A sec- 
ond-quarter growth figure is not yet availa- 
ble but it is still expected to be about 7%. 

On an annualised basis, the growth rate 
declined to a less impressive 6.4% in the first 
quarter. A similar pattern was shared by the 
manufacturing, commerce and construction 
sectors. Economists generally agree that the 
annualised figures are a better indicator of 
the economy's momentum. 

Trade has shown an erratic pattern in the 
first quarter, falling sharply in January, re- 
bounding in March and then falling again in 
April and May. But the medium-term trend 
is one of a slowdown in the rate of growth. 
In the first five months of this year non-oil 
domestic exports grew by 13.7%, compared 
with an annual growth rate of 40% in 1988. 

Another sign of slowdown is the de- 
crease in the rate of growth of domestic con- 
sumption. It rose by only 6.3% in the first 
quarter even though the period included the 
Chinese New Year, generally a time of 
higher spending. It also included an 18% 
rise in transport spending as a result of con- 
sumers rushing to buy cars before the im- 
position of new duties. 

Despite slowing growth, the economy is 
still suffering from a shortage of labour. La- 
bour costs are expected to rise by at least 


Company results 


10% later this year. But as such costs are al- 
ready rising at an even faster rate in the 
other newly industrialised countries, the in- 
crease is not expected to hurt Singapore's in- 
ternational competitiveness. 

The Consumer Price Index rose 2.4% in 
May, the biggest increase since 1984. But the 
figure for the year is to be still less 
than 3%. Any rise is likely to be mitigated by 


Signs of a slowdown 
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a strengthening of the Singapore dollar. The 
price index rose 1.5% in 1988. 

Despite the increasing number of eco- 
nomic problems, there are some bright 
spots. Japanese tourists continue to pour 
into the city state. Total arrivals rose by 
15.2% in the first quarter, pushing hotel oc- 
cupancy rates to 82%, even though room 
rates were increased twice during the 
period. Price rises in the ship-repair sector 
have similarly failed to ease a capacity 





squeeze, largely because South Korea, Sin- 
gapore’s main competitor, has been suffer- 
ing even more acutely from labour cost in- 
creases, 

The construction sector, which was fi- 
nally expected to show positive growth in 
the first quarter of this year after many years 
of decline, posted a 2.9% drop against the 
same period of 1988. Compared with the 
fourth quarter of 1988, building activity fell 
by 20.3%. But analysts remain positive 
about the sector. They say that it has been 
the fall-off in public sector construction acti- 
vity that has dragged down the buildin; 
tor as a whole. 

Construction contracts awarded ur 
creased by 33.5% in the first quarter and 
housing loans by financial institutions rose 
37.9% in the same period. These factors 
should mean that the construction sector 
will show positive growth soon, ensuring 
that it picks up some of the slack in the econ- 
omy as other sectors slow down. 

Prices and rents in the p market 
are a ing the levels of 1981, the 
height of the previous property market 
boom. They have been helped by a shortage 
of office space in prime areas and an increase 
in demand in the residential sector, which 
has been boosted by Hongkong money. 
Property buying is also being assisted by the 
relatively low interest rates in Singapore. 

In the near term, Singapore stands to 
benefit from the crisis in China as investor 
interest shifts to Southeast Asia. But over the 
medium and long term, a slowing Chinese 
economy may adversely affect Singapc - 

m N. Balakris 
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The Commerzbank report on German business and finance 


No. 7/89 


“Allfinanz” and the future 


of West German banking 


Worldwide, the market for 
financial services is in a state 
of flux, and West Germany is 
no exception. Its banks, tra- 
ditionally “universal” in char- 
acter through their involve- 
ment in commercial, invest- 
ment and mortgage banking 
activities, are increasingly 
moving into other related 
areas—an approach to finan- 
cial services known in Ger- 
man as “Allfinanz”, or provid- 
ing all financial services 
under one roof. 

Undoubtedly, this trend 
has been encouraged by the 
banks’ desire to expand their 
product lines in order to tap 
more effectively the growing 
financial potential of West 
German private households, 
whose monetary assets total 
some DM 2.6 trillion, and are 
increasing by about DM 150 
billion per year. 

Yet even more significant 
is the change taking place 
in the structure of private 
monetary asset formation. 


Insurance and securities 
preferred 


For several years now, the 
share of such assets chan- 
nelled into insurance has 
been rising relative to the 
share held in bank accounts— 
partly due to people's con- 
cern about the future ade- 
quacy of the pension system. 
At the same time, with in- 
creasing affluence, savers are 
tending to become investors. 

In the final analysis, it is 
this shift in the preferences of 
banks' retail customers that is 
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bringing about changes in the 
market. To respond effective- 
ly, the banks will probably 
have to adopt some form of 
the “Allfinanz” approach, 
which offers customers the 
convenience of “one-stop 
shopping” and lowers costs 
for them. 

By broadening its range of 
products and services, a bank 


tomer relationship increases 
as it takes in more products, 
while more efficient utilis- 
ation of the sales organis- 
ation—either in the form of 
the bank's branches or a net- 
work of field agents—leads to 
improved earnings. 
Generally speaking, the 
"Allfinanz" option can be 
implemented in one of two 





West Germany: monetary asset formation of private households 





with banks'! 


1) incl. cash; 2) incl. money-market paper. 


with insurance 
companies 


securities? 





can secure and even improve 
its market position. Apart 
from selling its traditional 
products, it can branch out 
into insurance, real estate and 
the type of mortgage lending 
which has hitherto been the 
exclusive domain of the Bau- 
sparkassen (home loan asso- 
ciations). Not only is a bank 
thus able to enhance its exist- 
ing relationship with its cus- 
tomers; it can also tap new 
sources of income in related 
fields, e.g. commissions on 
insurance policies and home 
loan savings plans. In addi- 
tion, the profitability of a cus- 


ways. A bank can become a 
"financial supermarket" by 
setting up or acquiring spe- 
cialised units or subsidiaries. 
However, the bank would 
then find itself competing 
directly with the traditional 
providers of such services 
as insurance—a situation not 


without its risks. In any case, 
this would tie up funds which 
might be needed to finance 
expansion in other areas. 


Thus some banks may 
prefer the second option of 
extending their range of ser- 
vices through cooperation 
agreements and stakes in 
other companies. This ap- 
proach allows both parties to 
remain largely independent 
while closely coordinating 
their activities. Among other 
things, synergy effects can be 
achieved in product develo] 
ment, marketing and sta 
training. Yet there are prob- 
lems as well, for it is not easy 
for banks to find partners 
that are compatible in terms 
of size, product quality and 
overall business philosophy. 

Internationally, as the 
demand for comprehensive 
financial services increases, 
the German universal banks 
should find that the tradi- 
tional breadth of their ac- 
tivities puts them at a com- 
petitive advantage. At the 
national level, however, “All- 
finanz" will not completely 
transform banking. While the 
large German banks will have 
to devote considerable re- 
sources to securing their pos- 
ition in post-1992 Europe ar ` 
in other world markets, sm: 
and medium-sized banks, 
thanks to specialisation, their 
concentration on profitable 
market niches, and their re- 
gional orientation, will be 
able to maintain and, perhaps 
even improve, their competi- 
tive position in the coming 
years. 
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Insider test for outsider 


arunori Takahashi would like to 
be regarded as a pioneering Ja- 
panese entrepreneur. The coun- 
try's first full-scale insider trading 
investigation into a company he controls is 
not what he had in mind. The firm in ques- 
tion is Nisshin Steamship, which is listed on 
the second section of the Tokyo Stock Ex- 
change. Trading in the shares was tempora- 
rily suspended by the exchange on 16 June, 
a day after its price rose 9% on sharply 
higher turnover. The suspension coincided 
with an announcement by the company of 
an issue of 16 million new shares. 
, n Official inquiry into the possible 
1... ping of a stock prior to the issue of new 
scrip is pretty routine in Japan. What makes 
this case novel is that it appears to be the first 
full-scale probe of insider trading since new 
regulations to stamp out the practice went 
into force in April. There has been an in- 
sider-trading law on the statute books since 
1948, but not a single successful criminal 
prosecution. 

The law was tightened up in May 1988 
after a notorious case of alleged insider trad- 
ing came to light the previous year, but the 
Japanese investment community was given 
11 months to clean up its act before the rules 
were put into effect (REVIEW, 15 Sept. '88). A 
sceptical world is watching to see whether 
the new law will have any impact on a prac- 
tice previously taken for granted in Japan. 
Mindful of this, the exchange and the Fi- 
nance Ministry are looking carefully at the 
case of Nisshin and it is reported that the 
mater has now been handed over to 

‘o's police department. 

ihe personality and business tactics of 
Takahashi add spice to the affair. By the 
staid standards of corporate Japan, he is a 
strange bird, a mercurial dealmaker in the 
mould of Australia’s Alan Bond — with 
whom he has had several joint ventures — 
rather than the usual consensus-seeking Ja- 
panese boss. This makes him the object of 
suspicion, especially after another whizz- 
kid, Recruit's Hiromasa Ezoe, recently fell 
from grace for the way he placed shares with 
leading politicians. 

Takahashi told Shroff that he welcomed 
the investigation into Nisshin Steamship as 
an opportunity to clear his name and 
suggested the firm was being used as a 
"guinea pig" to test the effectiveness of the 
revamped insider-trading rules. 

Whatever the reason for the movement 
in the share price, Takahashi's investment in 
Nisshin has paid off handsomely. Through 
his privately owned EIE International, he 
bought his initial stake of 8.9 million shares 
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at ¥240 (US$1.73) each in March 1988. The 
shares peaked on 11 June this year at ¥3,080 
and have since fallen to around ¥2,800. 
There may be a perfectly rational explana- 
tion for the rise. 

To begin with, Nisshin would probably 
have sunk without trace if Takahashi had 
not stepped in and turned it into a leisure 
group, because it had lost money for the pre- 
vious seven years and the company was in 
danger of being delisted. Japanese punters 
always reward recovery stocks and Nisshin 
was no exception. 

The year to March 1989 was the first op- 
portunity to see whether Takahashi meant 
business: the company made a net profit of 
Y 1.1 billion on trebled sales of Y 10.2 billion 
against a net loss of ¥790 million the year 
earlier. On the day of the new share issue, 
Nisshin sharply revised upward to * 1.9 bil- 


Tokyo's test case 








lion its net profit forecast for the current 
year. 

Inside information was not needed to 
know that a refurbished Nisshin would tap 
the equity market for cash sooner rather 
than later — and in Japan that expectation 
almost always boosts the share price. As it 
happens, the money raised from this new 
issue will pay for the acquisition of one of 
Australia’s top hotels, the Regent in Sydney, 
for A$270 million (US$208 million). 

In the minds of Nisshin speculators, the 
acquisition of a prime asset matters more 
than who it was bought from — in this case 
none other than Takahashi's own EIE at a 
price A$125 million higher than he paid for it 
in March 1987. All he has to do now is live 
down the embarrassment of being the first 
Japanese businessman since the Recruit 
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scandal to be investigated for insider trad- 
ing. u Nigel Holloway 


Fund managers in Tokyo, Hongkong and © 


London are not the only people gaining 
footholds in the nascent Indonesian equities 
boom. The International Finance Corp. 
(IFC), the World Bank's private-sector invest- 
ment arm, has turned the offshore houses 
green with envy by gaining a stake in In- 
donesian blue-chip conglomerate Astra In- 
ternational with a US$37.5 million loan and 
equity package. 

The IFC and Astra are being coy about 
how much of the package was equity, say- 
ing they do not want financial analysts to 
jump the gun at assessing Astra's total 
capitalisation before an asset restructuring 
programme is completed. 

But bankers familiar with the deal, told 
Shroff the package would consist of US$12.5 
million in equity and a 10-year, US$25 mil- 
lion loan with a two-year grace period and 
an interest rate between 0.675% and 0.80% 
over Libor. According to Edwin Soeryad- 
jaya, a director of Astra and son of founder 
William Soeryadjaya, the IFC has taken a 
6.6% stake in Astra. 

Astra, which claims “around” 50 sub- 
sidiaries with total assets of US$1.1 billion, is 
Indonesia's leading automotive firm and is 
also involved in finance, agriculture, fores- 
try, real-estate development and the manu- 
facture of heavy equipment. Its United Trac- 
tors subsidiary will issue shares on the 
Jakarta bourse later this month. 

Parent Astra International has talked of a 
public listing for years. With a "prestige" 
shareholder like the IFC on board, Soeryad- 
jaya said that could happen as soon as next 
July. Indonesian officials have been hoping 
that a major domestic corporation would go 
public soon, so other large- and medium- 
sized companies, which have always been 
shy about letting the world look into their 
affairs, would follow suit. 

This is also the avowed goal of the 
IFC, the champion of emerging markets 
everywhere. Before the Astra deal, the 
agency had invested US$200 million into 19 
Indonesian operations, all of them joint ven- 
tures between foreign and local firms. 

Under a 1986 deregulation package, the 
IFC was given domestic company status 
regarding loans and investments, thus 
exempting it from local ownership require- 
ments and ensuring that it does not crowd 
out other foreign investments. Which is just 
as well, as the jostling for a place in the In- 
donesian equities line is becoming intense. 

= Adam Schwarz 
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INVESTMENT 


Singapore market revels in a spate of warrant issues 


Profit now, risk later 


By Christopher Marchand in Hongkong 


arrants have long been a favourite 

speculative tool of the region's 

stockmarket punters. But Singa- 
pore's splurge of warrant issues this year is 
breaking new ground both in long-term cor- 
porate financing and in generating market 
interest. 

Daily trade in warrants now routinely ac- 
counts for 25-33% of volume and 15% of the 
value of market turnover and has helped 
Singapore's daily turnover value overtake 
Hongkong on a bad day, while the total vol- 
ume of shares traded occasionally rivals 
New York. 

Singapore's warrant mania raises prob- 
lems of efficient pricing and 
regulatory control. It also 
creates a long-term overhang of 


create new shares. New shares will only be 
issued when the warrants are converted. 
Companies stand to gain a further S$2 bil- 
lion when this year's warrant issues are 
exercised. 

By throwing in a warrant, companies are 
able to refinance high-cost debt at a much 
lower rate. Prime lending rate in Singapore 
is 5.5-5.75%. But most of this year’s debt was 
issued on coupons of 2.5% or less, with 
Oversea Chinese ing Corp. raising 
long-term funds at 1.25%. Industrial com- 
pany Fraser & Neave is paying 5.5% on its 
S$200 million bond issue. However, the 
high issue premium slashes its effective fi- 
nance charge to 2.29%. 

Institutions, notably insurance com- 


Carnival time in Singapore 
















panies, like the scheme as the low coupon 
reduces their tax liability on bond income 
and the capital cost of buying the debt is- 
sues. Small investors and institutions are 
pleased at getting a new low-cost, high- 
gearing warrant with which to play. That in 
turn bolsters market sentiment. 

DBS Bank has taken the trend a step fur- 
ther by stripping the warrant issues from the 
bonds and charging for both. It bought DBS 
Land's and National Iron’s entire S$100 mil- 
lion bond and warrant issues, placed the 
bonds with its clients and offered the war- 
rants to shareholders of the companies. The 
companies got extra income from charging 
their investors for the warrants, instead of is- 
suing them as a free sweetener. And DBS 
Bank earned a fatter fee, allegedly for its 
greater workload and underwriting risk. 

Brokers say the moves are unfair to the 
company’s shareholders who — by virtue of 
the long-term creation of equity — should 
get first crack atdebtissuesandthewan | 
for free. However, the DBS Land and 
tional Iron issues complied with the stock 
exchange rule that warrants involved in 
placements other than to share- 
holders may not exceed more 
than 10% of the company’s is- 
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shares — when the warrants . sued capital. 
fall due for conversion into or- Amount proposed/raised (S$ million The exchange retains discre- 
dinary shares in the next three | ‘ i i tion to disallow any warrant 
to five years — which could om Exercise issue. But brokers cynically 
send the market reeling if confi- Paina À T "URP wares: bondia. wadanis suggest the exchange was un- 
dence falters. ae 9 loan stock with M: 725 5 likely to adopt a tough line in 
Punters, however, are a 7.25 million warrants this case as all three companies 
operating on a timespan of 24 Chanh T V rights issue T 77-103 120-160 are partly government owned. 
hours or less. With immense "s WI .. With 1 warrant per FRN 
profits to be made on intra-day — — 4... deus É is pa ricing is a further prob- 
price swings, nobody is overly — 58.64 million warrants | p When DBS Land 
worried about the future ^ ,.., 5.5% bonds with Ss: > warrants were launch- 
Moreover, warrant issues in E 1757 million warrants a e: ed, initial market quotes 
Singapore are now being integ- =... 3:1 rights issue at $$2.20 suggested that many brokers 
rated into broader funding pac- — en € soto = " $ were unaware they were trad- 
kages which — this year any- ss, 1:2 tights issue al S$1.10 ; a asta ing rights to the warrants. not 
way — have enhanced market ent ht ador icis di diss Ugo the warrants themselves 
stability. — E Inno-Pacific 32 tights issue + $$2 95 i$ 27 deed, the issue of so many new 
The major innovation is the CULS with 2 warrants warrants raises the question 
debt issue coupled to a warrant 2 ah whether valuations are ade- 
sweetener. In this year’s first inc p dre T bs F "a quate, or whether companies 
half, listed Singapore com- | are giving away future equity 
' National Iron 1.5% bonds with E 100 D NA ^ 
ap have er apio 19.15 million warrants = ji wees «rcf dh Din 
t for some 9 billion ANUS | RRAIN e difficulty of short selling 
"t: f OCBC 1.25% NCD — X i ; dy 
(US$972 million), well in excess à 23 6 million d cd | Pra e in Singapore might also en- 
of 1988's full-year tally of $$1.5 QU 5% NCD's with Bc: EA courage excessive premiums 
billion or 1987's S$1.8 billion. 30.7 million warrants i on warrants. The inability to 
Cash demands of such size nor- “Fe lay construct pure hedges prevents 
mally sap the market. Indeed, HA M M saan Rd ah se ss re trading to counteract warrants 
the market took fright when | | 3) overreaching themselves in a 
United Overseas Land an- ee ee M m rising market, or the reverse in 
nounced a rights issue in June Uic i2 a falling market. Cheerful brok- 
: T: 2 rights issue at 
to raise S$309 million, the S$1.50 each ers, however, say the upsurge 
largest yet, without a warrant UOL ía ndis a in warrant issues marks the 
sweetener attached. Eis VA start of an options exchange in 
But some 60% of cash raised PP RUE. Singapore, with an emerging 
so far this year was in the form "ouo S000: n deii market in property, marine, 
of debt instruments such as Sing bank and hotel warrants. 
loan stock, certificates of de- Business Times estimates = Warrants, of course, are 


posit or bonds which do not 
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only call options, being a play 
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n the underlying shares rising. Naturally, 
lee is also less demand in a rising 
Wwarket for put options, which give a sell- 
er the right to conclude a future deal 

it a previously agreed price. But Singapore 

nstitutions in the longer-term may be deter- 
ved by the cost of writing options — war- 

ants in Singapore worth more than S$4 are 
"xpensive — and reluctant to seek income 
mm the volatile, high-risk arena of options 
rading. 

As a result, warrant trading is erratic. 
mVarrants of property company City Deve- 

opments trade at a 40% premium on 1.75 
searing. As a volatile stock, the potential for 
quick gains is great, even though City Deve- 
Reece bonds yield 6.4% gross. But war- 


rants of rival property company Singapore 
Land normally trade at a discount, despite 
2.3 gearing, as their higher price makes 
them less popular. 

Warrants of mechanical engineering 
company Guthrie GTS are the latest theme 
play, adding 80% in June's final trading 
week. The former Mulpha Singapore, now 
taken over by Indonesian businessman Oka 
Masagung, Guthrie GTS was popular on the 
strength of a capital injection and the prom- 
ise of lucrative joint-venture projects with 
Singapore construction company Kumagai 
Zenecon. Overall, the absence of rational 
pricing models and a pure market makes it 
easier for special interests to punt their 
choice. 





BANKING 


, wan bank law to curb illegal investment firms 


Kuo's crackdown 











Byl Lincoln Kayei in Taipei 

ith a wary eye on forthcoming par- 
W liamentary elections, economic 
planners pin high hopes on a revi- 
sion of Taiwan's banking laws to ease pres- 
sure on the island's over-heated economy 
(REVIEW, 18 May). By allowing for private 
ownership of up to 51% of each of the three 
largest government-controlled commercial 
banks, the law should tone up the flaccid 
banking industry, strengthen the capital 
base of the funds-flush stockmarket and 
spawn attractive new deposit products to 
mop up excess liquidity. 

At present, an estimated NT$100 billion 
(L^7^.9 billion) in excess liquidity is placed 
€  inderground investment companies at 
interest rates of 4-10% monthly. These out- 
fits then plough the funds right back into the 
two sectors the government is most eager to 
damp down — stocks and real estate. 

The underground houses' political con- 
nections have so far been 
strong enough to avoid a 
crackdown. But, with specu- 
lative fever fuelling infla- 
tion and widening income 
gaps, the government can no 
longer afford to look the other 
way. 

The new law, which was 
passed by the Legislative Yuan 
on 11 July but has yet to be 
signed by President Lee Teng- 
hui, expressly reserves deposit 
business for banks. That 
should arm regulators with the 
powers they need to follow 
through on the 173 under- 
ground investment cases they 





20 JULY 1989 





have under investigation. To date, only 15 
such cases have been brought to book, ac- 
cording to newly named Premier Lee Huan. 
But he agrees with Finance Minister Shirley 
Kuo that the underground houses should 
be shut down as soon as enabling legislation 
is in place. 

Opposition legislators have argued for a 
grace period to allow subscribers to redeem 
their deposits. But Kuo argued that the bill's 
desultory progress through parliament had 
already provided enough time for houses to 
prepare to meet their obligations. Just to 
make sure, the opposition attempted to 
filibuster the bill. 

The time thus bought, though, was not 
enough to avert a run by depositors on some 
of the underground investment operators. 
In Kaohsiung, 100 depositors and a press 
photographer turned up at the office of Lung 
Hsiang, a NT$10 billion investment com- 
pany, only to be greeted by armed toughs. 

The company, Taiwan's second-biggest 


Lee Huan, Kuo: crackdown on underground houses. 
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For its part, the stock exchange recently 
sought to curb Singapore's warrant binge by 
restricting all warrant and convertible issues 
to 50% of the company’s paid-up capital. 
(The Hongkong limit is 10%.) Brokers also 
suggest that the earnings dilution from long- 
term warrant conversions may not be as 
great as feared. 

The optimistic thesis is that much of this 
year's fund raising is for investment plans 
which should be income-generating when 
the warrants are converted. But the test will 
come when the stockmarket inevitably 
starts to slide. Plunging warrants could then 
create market panic to rival that of Hong- 
kong after the Tiananmen Square massa- 
cre. a 


underground house, suspended deposit 
taking. So did Hung Yuan, the biggest (at 
NT$20 billion), at the same time halving its 
returns to just 2% a month. Other big-time 
underground investment houses followed 
suit. 

In a bid to restructure itself in compliance 
with the anticipated terms of the new law, 
Lung Hsiang offered depositors equity in its 
tourism, airline, shipping and building af- 
filiates. Another underground house, Chin 
Wei, even offered to redeem its deposits 
with shares of the Macau Trotting Club, a 
newly acquired subsidiary. 

Inventive as they are, however, these 
equity schemes may still fall within the new 
law's sweeping definition of proscribed 
forms of compensation, lawyers suspect. 
Said one: "The law, as usual, will be framed 
in a way that gives regulators maximum dis- 
cretion." 

At its discretion, the Finance Ministry 
could even interpret the new provisions to 
bar the widespread practice of big com- 
panies accepting deposits (at preferential 
rates) from their own employees. The ideal 
resolution would be for equity conversion of 
these employee deposits to spark a round of 
capital issues that would broaden the stock- 
market base. 

A likelier result, though, would be for 
bigger groups to turn to the newly ex- 
, panded banking sector. Some 
* of the biggest might even be 
tempted to go into banking 
themselves, despite the antici- 
pated NT$3-5 billion capital re- 
quirements, the 875 capital-to- 
asset ratio and the 15% limit on 
shareholdings by any one busi- 
ness group or family. 

Small borrowers and small 
investors alike, however, could 
find thémselves denied their 
traditional outlets long before 
any clear-cut alternatives 
emerge. And these constituen- 
cies comprise the backbone of 
the economy, as well as the 
electorate. a 
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Malaysian telecom group reports increase in earnings 


Ringing the changes 








By Michael Westlake i in Kuala Lumpur | 


urther vindication of the Malaysian 

Government's policy of divorcing it- 

self from business operations was 
provided on 4 July when Syarikat Telekom 
Malaysia (STM), the national telecommunica- 
tions operator, announced a 36-fold increase 
in net income for 1988. 

The net income of M$180.41 million 
(US$66.94 million) was far in excess of last 
year's forecast earnings of about M$52 mil- 
lion, and indicates the company's success in 
persuading its staff of former civil servants 
to become commercially oriented. It is all the 
more remarkable for being achieved only 
two years since STM took over Malaysia's 
telecommunications, and gives a boost to 
STM's ambitions for a stockmarket listing in 
1991. 

Retained profit was M$76.14 million after 
allowing for extraordinary items of M$7.75 
million and carrying forward 1987's loss of 
M$96.63 million. STM is income tax-exempt 
until 1991, 

Revenue improved 12% to M$1.7 billion, 
of which 88% was derived from telephone 
services. Of these, the business sector pro- 
vided 60% of telephone revenue, up 9.2%, 
from about 30% of the 1.25 million custom- 
ers, while earnings from the residential sec- 
tor grew by 10.7%. 

Public telephones installed in 1988 
brought the total to 21,456, up 12.9%. About 
a third of these telephones are in rural areas. 

Strongest growth occurred in newer ser- 
vices, such as facsimile, which grew almost 
threefold to 13,663 customers, mobile tele- 
phones which grew 57% to 27,302 custom- 
ers, and the Maypac data service which 
grew 44% to 763 customers. Facsimile ser- 
vices are growing at about 1,000 customers a 
month, and are cutting into telex services. In 
1988, telex subscribers dropped by almost 
12%, the only sector to register a decline. 

STM is one of the biggest products of the 
government's privatisation policy, of which 
other major candidates have been Malaysia 
Airlines and Malaysian International Ship- 
ping Corp. While the airline and the ship- 
ping company have been privatised via list- 
ing on the Kuala Lumpur Stock Exchange, 
SIM is so far at the intermediate stage of 
being a corporation wholly owned by the Fi- 
nance Ministry. 

But the path towards even this mid- 
term stage has not been smooth. First 
mooted three years ago, the plan encoun- 
tered fierce opposition from government 
employee unions that were anxious about 





the impact of the transfer on their members. 

While the various union claims were 
whittled down on investigation, STM was 
faced with far higher overheads than its pre- 
decessor, Jabatan Telekoms, had carried as a 
government department. The takeover in- 
volved increasing the salaries bill for its 
28,000 staff by about 12% to M$170 million. 
This rise was to compensate for the loss of 
"iron ricebowl" status and the expectation of 
more output. 

STM also became liable to licence pay- 
ments of M$12.5 million a year to its pre- 
decessor, which with a staff of about 110 
now acts as the government's regulatory 
authority for telecommunications. Further, 
STM had to provide its own medical clinics to 
make up for the loss of free government staff 
health services, pay commercial rates for 
utilities — nearly double previous payments 
— and pay for motor vehicle licence and in- 
surance fees, among other items. 

Although STM made strenuous efforts to 
cut expenses such as overtime payments, it 
has also had to assume the social burden of 


Public phones: rural boost. 


installing public payphones in areas where 
viable returns will never be generated. It also 
had to take on what were previously gov- 
ernment-subsidised housing loans for staff 
at only 4% interest. 

STM also found problems with the trans- 
fer of assets from Jabatan Telekom. Fixed as- 
sets had been overstated , but provisions for 
pensions and gratuities, obsolete stock, 
doubtful debts and write-offs had been un- 
derstated. This resulted in a net extraordi- 
nary loss item of M$101.5 million in 1987, 
turning the initial profit of M$4.9 million into 
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a bottom-line loss of M$96.6 million, now 
eliminated from 1988's earnings. 

Further problems with staff develope- 
during 1987. The switch to commercial, 
ket-driven attitudes proved slow in comin 
and government officials went public wi 
stern warnings that STM's staff were not pemi 
forming adequately in their new role. Rude- 
ness, slow service and inefficiency forme 
the basis of most of the complaints. 

Then, in 1988, unions put forward æ 
claim for two months’ bonus on the basi 
that such bonuses were within STM's charte 
and were the only reason for the staff leav 
ing the civil service. STM's response was thaw 
since no dividends were being paid to they 
government in view of the overall loss, the 
staff could hardly expect bonuses yet. Bu* 
the company defused the situation by offer 
ing an advance of one month's pay. 

The 1988 result, STM decided, was alsc 
not good enough to enable dividends ome 
bonuses to be paid. Instead, the comp is 
using its resources to pay off and refi œ= 
loans. Total loans outstanding at the end o 
1988 were M$4.4 billion, down from M$4. 
billion in 1987. Assets dropped from 1987's» 
M$7.9 million to M$7.8 million in 1988, giv- 
ing an improvement in debt:equity ratio tow 
1.9, from 1987's 2.25. 

The company has repaid about M$3008 
million in offshore loans with internally gen- 
erated funds since its birth, and has about 
M$200 million in such loans outstanding. It 
has prepaid and refinanced about M$262 
million of its Treasury loans which stood at 
about M$4 billion as of June. 

Part of 1988's larger-than-expected profit 
apparently has resulted from STM being 
overcautious in its provisions for doubtful 
debts in 1987. Computerisation of accounts, 
started in 1985, has brought tighter control 
and is expected to be extended nationwide 
by 1991. 

For the future, STM plans to invest »hevit 
M$850 million this year on network t t- 
sion and development. A M$150 million un- 
dersea optical fibre cable is to be laid from 
Kuantan in West Malaysia to Kota Kinabalu 
in East Malaysia's Sabah State, with a capa- 
city equivalent to 11,520 telephone lines. 
The existing link from Kuantan to Sarawak's 
Kuching has only 1,200 channels. 

The company is also extending its mobile 
telephone service from the present 450 MHz 
cellular radio system used in cars to one 
operating on 900 MHz, offering far more 
channels plus hand-held portable sets. 

In early July, STM inaugurated its Maycis 
data service, using circuit-switching instead 
of packet switching technology, offering 
higher speeds and eventually more services 
than Maypac. It will also be able to connect 
with the much-touted integrated services di- 
gital network (ISDN), in which data, voice, 
video links and other services can be carried 
over the same system. STM intends starting a 
pilot ISDN set-up late this year, with a com- 
mercial service available from 1992. = 
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Indonesia plans to 
boost coffee output 


|» Indonesia, the world’s third-largest 
coffee producer, is not shedding any tears 
over the collapse of the International Coffee 
Organisation's (ICO) export quota scheme. 
Trade Minister Arifin Siregar said the 
two-year suspension of export quotas 
would give Indonesia's low-cost producers 
a chance to gain market share and to grow 
different types of coffee beans. Indonesia, 
which exports mostly robusta coffee, 
produced 385,000 tonnes of coffee last year 
but was limited to 160,000 tonnes of exports 
to ICO member countries. 


Pertamina signs nine 
( Joration contracts 


|  rtamina, Indonesia's state oil 
company, has signed nine oil exploration 
contracts involving 15 foreign oil companies. 
Five of the contracts are for new exploration 
and production, three involve extensions of 
existing contracts and one, with Husky Oil 
of Canada, will allow enhanced recovery 
methods in a South Sumatran basin. 
Pertamina has signed 14 production-sharing 
contracts this year, compared with 10 in 
1988. Over the past 10 months, Indonesia 
has made exploration slightly more 
profitable for foreign firms in a bid to shore 
up dwindling oil reserves. 


South Korea moves to 

curb property speculation 

> Proposals aimed at curbing real-estate 
speculation in South Korea have brought 
residential property transactions and land 
salee almost to a standstill. The Ministry of 
C ruction (MOC) on 6 July issued a draft 
pivpusal to limit the size of housing sites in 
Seoul and the five next biggest cities, while 
the Ministry of Finance issued guidelines on 
capital-gains tax for property sales. The MOC 
bill will limit the maximum housing site for 
families of five or fewer occupants to 660 
m2. The capital-gains rules impose heavier 
taxes on sales of "luxury" housing. 


Bank chief to head 

Thai planning agency 

> Bangkok Bank executive board 
chairman, former Thai finance official 
Amnuay Viravan, was appointed chairman 
of the National Economic and Social 
Development Board, Thailand's planning 
agency. Joining Amnuay on the board are 
several well-respected businessmen and 
civil servants, including Supachai 
Panitchpakdi, former deputy finance 
minister now with Thai Military Bank, 
Phaichitr Uathavikul, head of a liberal 
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private think-tank, Sippanonda Ketutat of 
the National Petrochemical Corp., Siam 
Cement chief executive Paron Israsena, and 
Chira Panupong, head of the Board of 
Investment. 


Seoul urged to adopt 

European HDTV standard 

> The EC, worried that Japan may capture 
the world market in high-definition 
television (HDTV), has stepped up its 
pressure on South Korea to buy European 
HDTV technology. EC External Trade 
Commissioner Frans Andriessen told South 
Korean Foreign Minister Choi Ho Joong on 
7 July that the EC may include Seoul in its 
multi-million dollar HDTV research 
programme if South Korea agreed to accept 
European HDTV standards. Choi was 
non-committal, saying more technical 
consultations were needed. 


Business indicators 





China’s application to 
join Gatt postponed 
> China's application to join Gatt has been 
pigeon-holed following the suppression of 
the student protests in June. The July 
meeting of the working party examining the 
application has been postponed until 
further notice. It was to have started 
drafting the protocol of accession. Gatt 
members said they saw little chance of 

in current circumstances, 
especially given the question mark hanging 
over economic reforms which are intended 
to bring China's trading policies in line with 
Gatt rules. 


Seoul to send trade 
missions to Gulf 


> The Roh Tae Woo government is 
sending high-level delegations to both Iran 
and Iraq later this year to drum up new 
business for South Korean exporters and 
construction firms, following a Seoul visit 
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on 3-8 July by Iran's oil minister and a 10-11 
July trip to Baghdad by South Korean 
Foreign Minister Choi Ho Joong. A slew of 
major construction contracts as well as 
revitalised trade, expected after the two 
Middle East combatants signed a ceasefire 
agreement a year ago, have failed to 
materialise, much to Seoul's chagrin. 


Nomura buys stake 

in Spanish bank 

> Leading Japanese securities house 
Nomura will take a Y 13 billion (US$92 
million) stake in Spain's fifth-largest bank, 
Banco Santander. This will be the biggest 
investment so far by any Japanese securities 
house in an EC bank and signifies the 
importance which Japanese financial 
institutions are attaching to the approach of 
a single European market for financial and 
other services in 1992. Nomura will take 
1.5% of Banco Santander and 10% of the 
Spanish bank's merchant banking 
subsidiary, Banco Santander de Negocios. 
The link also highlights the economic 
dynamism of Spain since it joined the 
12-nation EC in 1986. 


China's trade deficit 

steadily worsens 

P China's merchandise-trade deficit grew 
to US$5.79 billion in the first six months of 
this year, compared with US$1.22 billion for 
the same period in 1988, customs statistics 
indicate. Imports rose by 26.7% on a 
year-to-year basis to US$28.44 billion, while 
exports increased by 6.5% to US$22.26 
billion. The Xinhua newsagency reported 
that Chinese exports that have suffered the 
greatest decline so far this year include 
grain, cotton, textile yarn, coal, crude oil 
and refined petroleum products. 
Meanwhile, imports of grain, sugar, paper, 
chemical fertilisers, steel, television parts 
and vehicles have increased rapidly. 


Taipei and Moscow in 
counter-trade deal 


> The first-ever counter-trade contract 
between Taiwan and the Soviet Union was 
signed by the China Trade Development 
Corp. and an unspecified Soviet state 
enterprise. The deal, negotiated through 
French middlemen, swaps personal 
computers for such industrial materials as 
steel billets, urea and scrap iron. Monthly 
trade volume is projected at US$10 million, 
to be covered by letters of credit through a 
Paris bank. Negotiations are also taking 
place between other companies for the 
exchange of Taiwan electronics, ceramics 
and synthetics for a variety of Soviet raw 
materials. 


D'US-UN;CES S A FORE RS 
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PRICES AN D TRE NDS 


Last sale to 10 July Latest Previous week — 3 months ago Year ago Average of representative high-grade issues 
Gold London (3) 382 15 375 15 382 50 435 25 10 July Latest 1 month ago 6 months ago 
Copper New York (4) US$ 
Gurren! delivery (July) 103 30 105 80 132 80 102 10 Domestic 3-5 yearst 791 831 9.33 
Sept. delivery 102.60 7-10 yearst 803 827 9.32 
` Intemational 3-5 yearst 799 840 951 
Aluminium London (8) 
Current delivery (July) 1.290 —1700 — — 20000 — 214285 a - = = 
Sept dehwery na Yen 
Tin Kuala Lumpur (2) 26:34 26 37 suspended 1906 Domestic 3 yearst 523 5 18 4 06 
10 yearst 5.21 5.20 4.99 
Cotton New York (4) 
Current detivery (July) 1210 67 80 6331 59 73 "enu — vij at RTI A 
Sepi. delivery 70.55 , 
Rubber Kuala Lumper (9) Dm 
Current delivery (Aug) 258.00 257.50 Suspended 347.00 Domestic 3-5 years" ha fa fa. 
Oct delivery 259 00 10 years" na na na 
international 3-5 years] 6.87 6.98 6.26 
Palm Ol! Kuala Lumpur (5) 
Current delivery (July 817.00 805.00 90375 109800 Porn i d ii 
Sugar New York (4) Domestic 3 yearst 1455 1507 na 
Current delivery (Oct) 12:20 1443 12.37 1393 10 yearst 1351 1374 na 
Jan delivery 13.08 international 3-5 yearst 1477 1525 14.06 
Pepper Singapore (10) 7-10 yearst 14.13 1442 134 
Sarawak Asta blk 100% 460.00 492 50 517.50 647 50 CS 
Wheat Chicago (6) Domestic 3 years" 9 84 991 10.54 
Current delivery (July) 404.60 397.20 391.40 386.00 10 years" 9.46 945 10.38 
Sept detivery 407 60 International 3-5 yearst 971 960 1066 
Maize chicago (7 7-10 yearst 9.57 9.52 10.61 
Current delivery (July) 27400 266.60 266 00 309 40 € 
Sept. delivery 266.40 Domestic 3 yearst na a ha 
Rice Bangkok (8) 10 yearst na na na 
5% while fob 370.00 360.00 285.00 310.00 Intemational 3-5 yearst 11.36 1157 11.09 
S Chicago (6) 7-10 yearst 10.80 1103 10:62 
Current delivery (July) 766.40 735.00 711.60 924.00 NZ$ 
ae A = Domestic 3-5 yearst (3.16 13.18 13.983 
Cocoa New York (8) 7-10yearst 13:02 13.17 13.40 
Current delivery (July) 1.22300 1.210.00 1.337 00 1,593.00 international 3 years" 13.19 13.15 14.105 
Sept delivery 1,238.00 7-10 yearst 1303 1326 13.45 
Coffee New York (4) SFr 
Current delivery (Juty) 68.50 11370 134 70 13533 3-5 
yearst 555 580 495 
Sept. delivery 89.68 7-10 yearst 5.42 5 65 401 
Petroleum Tokyo (11) 
Sumatran light 18.40 18.50 18.25 15.40 ECU 
Brent London (11) 1770 16 65 19:45 1415 3-5 yearst 850 850 791 
7-10 yearst 847 8.62 8.05 
[£alome (2M$akg [3)US$anoz [(4USEam (5) M$ a tonne” (6) USt a 60 Ib bushel 
(7)US¢ a 56ib bushel (8)US$alonne (9)PSS 1, Meakg  (10)5$a100kg (11)US$abarrel Source: Telerate "AAA corporale — t Government Source Telerate 


Economic indicators, selected Asian countries 





Australia China Hongkong India Indonesia Japan Malaysia 
Economic Growth % (eai) (1) 
1988 122 15 3 38 5.75 87 
E 24-35 5-6 4-5 9/13) 3-5 45 65-75 
International Reserves (5) 
Latest US$13.000 (Ape ) US$18 64b (Mar ) na USSA. 54b (Apr ) US$4 71b (Jan ) US$99 41b (Apr ) US$5 99b (Mar.) 
Year earlier US$10.50b US$18.15b ha US$6.200 US$5.09b US$86.16b US$7 01b 
Trade Balance (total merchandise) ae 
Latest 3 months =US$1.040 (Jan-Mar) -US$189b(Jan-Mar) —tS$1 36b(Mar-May) -—US$1390(Nov-Jan) -US$2 87b (9) (Nov.-Jan ) +US$21 26b (6) (Feb.-Apr) 3- US$0 48b(4) (July-Sept ) 
Previous 3 months —US$1 01b —US$4 19b —US$0 33b —US$1 62b +US$2 68b * US$19 44b +US$O 61b 
Year earlier FUSSO.31b -US$631b -US$1.13b —-U$$1:37b TUS$267b * US$19.44b *US$057b 
Exports (7) 
Latest 3 months US$8 52b US$9 66b US$17 236 US$3 46b US$5 24b (9) US$72.08b (6) US$4 73b(4) 
% change previous 3 months ~—33 —U6 +40 +42 +77 460 +111 
% Change year earlier -3] +93 +243 +174 +65 +104 +6 
Imports (5) 
Latest 3 months US$9.560 US$11:55b US$18.59b US$4 85b US$2 37v (9) US$50 820(6) USS$4 25b(4) 
‘we change previous 3 months -22 —39.0 +100 -19 +84 +46 +157 
% change year eartier +133 +212 +240 +125 t53 +109 +3739 
Consumer Prices 
Base Juty 80-June 8? = 100° Jan 1988=100 Oct.84-Sept 85=100(2) 1960-100 Apr 77-Mar 78 100 1985 100 1980 100 
Latest 3 months index average 186.2 (Oct-Dec, ) 127.4(12) (Jan) 127 0 (Mar -May) 819.67 (Nov -Jan ) 328.0 (Mar -May) 102.3 (Feb - Apr ) 130.9 (July-Sept. ) 
* change previous 3 months +38 na +28 +15 +25 +04 +14 
Ye change year ealier +77 +274 +99 +86 +83 +15 +32 
Money Supply (3) 
Latest A$156.84b(10)(Apr.) —- Rmb.955.96b (Oct.-Dec.) HK$373.93b (May) Rs 1.951(10) (Apr ) Rps 42 00t (Dec. ) * 423 B4t (Mar ) M$58.180 (Sept. ) 
% change previous month *15 na *07 +28 +17 +01 +03 
3e change year earlier +243 +2014 +148 +188 +240 +103 451 


(1) Official and other estimates of GOP (GNP in Japan (2) Consumer Price Index A” (3) M2 or Currency plus bank deposits (4) Peninsular Malaysia only (5) IMF definition of reserves minus gold except for Singapore (6) Customs tk 
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10 July USS1Worth Banknoterate"  Officialrate — Spotratet Previousweekt 3monthsagot Yearagot Five Year Currency 
Australia dollar 1.3163 1.298 1.304 1.3127 1.242 1.263 
Bangladesh taka 28.95 32 20 na na na na 200- 
Britain pound 0.6148 0.613 0.616 0.637 0.5973 0.589 180- 
Brunei dolar 1 9588 1.955 na na na na 
Burma kyat 20.50 6.55 na na 14.793 16.27 160- 
Canada dottar 11912 1:19 119725 1 1968 11932 1209 
France franc 6357 635 6.397 6.5555 6341 6.1892 140- 
Hongkong dollar 7 T 7.799 7.799 7.7835 7819 
Inda rupee 1900 16 20 1633 16-496 15.60 14.026 120- 
Indonesia rupiah 1.720.00 1,730.00 1772.00 177200 1.757.00 1,683.00 _-— 
span yen 139 63 139.10 139.275 42 05 132675 313330 UNT Ma an um co 
Macau pataca 8.04 8.05 na na na na 80- **e 
Malaysia dollar 2 6854 2 685 26885 2:6985 2.749 2625 
Nepal rupee 25.00 24,00 na na na na 60- Hongkong 
New Zealand dottar 17346 174 1:727 1748 ' 645 1 » i- 
Pakistan upes 20.50 21.10 21 0289 21.08 19.7302 W 
Papua N.G Kina 0.845 0.85 0.868 087 na T 1985 1986 1987 1988 1989 
Phirppines peso 2181 21.85 21 805 2.7 21.31 20.99 (end year) 
Singapore dollar 1.9588 1.955 1.9606 1.9625 x of r, EJ 
South Korea won 663 00 665.00 666 90 667 20 5» 5 j 
Sri Lanka fupee 31.00 34.40 34.4936 344138 3391 31.596 Monthly/Weekly Summary 
Switzerland franc 16147 1.61 1614 16535 1.6568 1531 
Taiwan NT dollar 25.95 25.70 25.19 25.90 27.28 28.68 200- 
Thaltand bant 25 75 257 25 75 25.94 25 55 2551 Mou TREE Det 

est Germany. — mark 1.8755 187 1.869 1.931 187775 1.841 180- Japan 

ymmunist countries: China US$—Rmb 3.722 HK$—Rmb 0.476 Soviet Union US$—Roubie 0.6521 Laos US$ — Kip 550 00 160- 

Vietnam US$. Dong 4,300.00. Cambodia US$ — Riel 150.00 

Other: SOR1-—U5$127433 ECUT-US$10989 S$1-—M$1373 €£1-—HK$12 7065 140 


„m = = = 
20-— NR = 
New Zealand sS Korea 


3 months forward: Japan 3X 139.526 Hongkong HK$7.7785 Singapore S$1.9083 


Source Telerale for spot and forward rates from Asian money markets, Republic National Bank of New York and 
Hongkong Bank for banknote selling rates on the Hongkong market and Deak international td for official rates 


interest rates (°/c) 


tMiddle rate * Selling rate 


10 July 


Australa 
Britain 
Hongkong 
indonesia 
Japan 


Malaysia 


New Zealand 
Philippines 


"Long term 





Prime 1-yeartreasury Interbank Interbank Interbank 


lending  bills/bondst 


19.75 
13.00 
10:50 
22.0 
*5:70 


"3.375 


675 
1575 
15.8125 


**Ghort term 


uS$0 50b (Apr ) 


US$0.73b 


-US$0.156 (OcL-Dec.) 


-US$0 39b 
—US$0.206 


US$1.92b 


1978 = 100 


425.3 (Feb -Apr.) 


+19 
^81 


8.192 9b (Feb ) 


194 
+199 


(ob (8) cit (9) Excluding petroleum (10)M3 (11) % change over past 3months (12) One month (13) To March Source: Official statistics 


20 JULY 


1989 


17 60 7.75 
1318125 
950 
17.00 
53125 
550 

13V 13.70 

19.456 15.7 

— 525 

15.50 

10.50 . 

7 10.75 

7 RB? Q 1875 

tOffered rate 


Singapore 


H 
67 


US$17 62 (Feb ) 
US$15.68b 


—US$1.42b (Jan. -Mar.) 
US$ 09b 
- US$1.05b 


US$3 91b 
—128 
+125 


US$11.33b 
-90 
+146 


Jung 82-May 83 = 100 
105 5 (Feb -Apr ) 
+06 

+14 


S$44 37b — (Apr ) 
+10 


«217 


17.875 
13.875 
9 1875 
18.25 
54375 


570 
1355 
14.875 

53125 


11.00 
900 


1 montht 3monthst 6 monthst 


77! 

139375 
9.00 

20.00 
550 


585 
13.60 
14375 

54375 


8.875 


South Korea 


11.0 
6-8 


u5$14 BBh (Apr ) 


US$7.54b 


- US$0.10b(5) (Mar.-May) 


* USS1 62b 
4 US$1.55b 


US$15.04b/6) 


-07 
+6.0 


US$15.140(6) 


4-120 
+197 


1985 = 100 


118.6 (Mar -May) 


E17 
+54 


Won 49 16t (May ) 


+33 
+195 
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Eurocurrency and Asian currency 
unit deposit ratest 
1 3 6 12 

month months months months 
US$ 90625 84375 86875 85625 
E Sterling 1375 13.875 1393/5 13875 
Yen 51875 5375. 5375 5375 
Swiss Fr 69375 69375 681295 $6625 
Om 68125 68125 687 6.9375 
AS 16.375 1650 16.50 17.375 
cs 123125 121875 1175 11625 


Source. Teletale 


Taiwan 


1.33 
67 


uS$76 160 (Feb ) 
US$75.71b 


+ USS$3.83b (Mar.-May) 
+USS$2 64h 
+US$1.67b 


USS$17.40b 
+198 
+180 


US$13.58b 
+141 
+33 


1986 = 100 
106.0 (Apr -June) 
+18 

#52 

NT$5 231 (Apr ) 


+27 


4204 


Thailand 


10.3-11.0 
74 


US$7 490 (Apr ) 
US$4.56b 


—US$1. 16 (Feb.-Apt.) 
~ US$0 58b 
US$0.90b 


USS4.51b 
-05 
*230 


US$5.68b 
-111 
+241 


1976 = 100 
217 5 (Mar -May) 
*13 

+40) 


Baht 1.021 1b (Apr ) 
+17 
+214 
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Five Year Currency 
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Weighted for 1987 trade with the countries shown plus the US 
and Canada and 14 European countries 
Figures are for the week ended 7 July 


Source: UBS—Phillips & Drew 
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STOCKMARKETS 


a a a New York rallies www Asia follows the leader up a a a Hongkong 


bounces back a a a Singapore and the Philippines follow suit a a a Australia, 


too, in the period ending 11 July ==. 


Nikkei Stock Average, 33,746.77 
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Hang Seng index, 2,485.85 
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Kuala Lumpur 
KLSE Composite index, 460.76 
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Bangkok 


SET Index, 613.85 
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Composite index, 1,007.52 





Shares edged higher in lacklustre trading. 
Institutions stayed on the sidelines in the 
gloom over Prime Minister Uno's future. 
Selling depressed large-capital steel 
stocks and construction counters, but 
they recovered later. Nippon Steel closed 
at ¥851, up ¥51. Mitsubishi Heavy rose 
¥80 to ¥1,250. Turnover averaged 598m 
shares a day worth ¥878b (US$6.30b). 


Strong local and foreign buying interest 
led to a sustained rally, producing the 
biggest one-day gains since the 4 June 
Peking massacre. Volume averaged 663m 
shares a day with turnover at HK$1.01b 
(US$129.4m) a day. Properties put on big 
gains, with Cheung Kong up 55 HK cents 
to HK$7.60. SHK Properties rose HK$1.05 
to HK$9.10. 


Gains on Wall Street, Hongkong and 
other markets buoyed investor sentiment, 
pushing up the market 3.09%. 
Institutional and retail investors were 
bullish. Daily turnover was 124.6m 
shares, worth 5$239m (Us$122.3m). 
Gentings gained 44 s cents to s$6.20, City 
Developments put on 16 s cents to $$4.86, 
and DBS closed at 5$10.20, up 50 S cents. 


Buyers dominated the market, influenced 
by the better performance of overseas 
markets and by expectation of more good 
local corporate results. Volume averaged 
35.1m shares, valued at M$67.3m 
(Us$25.1m). Renewed interest in the 
properties sector saw Bedford closing at 
39.5 M cents, up 3.5 M cents, while 
Landmarks was up, too, at 80 M cents. 


Investors opted for caution but the 
market moved forward on interest in 
financials and long-neglected banks. 
Siam City, Thai Farmers, Nakornthon 
and Thai Danu banks were strong. Thai 
German Ceramic rose Baht 664 to Baht 
2,536 and New Plus Knitting was up Baht 
23.5 to Baht 121. Turnover was Baht 1.4b 
(US$53.85m). 


The market was depressed by fears of 
instability during President Aquino's trip 
to Europe. However, there was brisk 
trading in popular counters. PNB rose P40 
to P297.5 and Ayala Property gained 
P1.25 to P20.2. San Miguel closed at 
P70.50 after a two-for-one share split. 
Average turnover was 1.1b shares, worth 
P166.2m (US$7.9m). 
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Buying by institutional investors shored 
up a sagging market, leading to a slight 
gain for the period. Securities and 
insurance stocks rose 3.7% and 3.3% 
respectively, but construction and trading 
sectors recorded a decline of 1.6% and 
1.4%. The average trading volume 
dropped 8.1m a day, and average 
turnover was Won 182.2b (Us$273.9m). 


Government warnings about an 
impending crackdown on underground 
investment houses sent shock wave: 
through the market. The index conti — 1 
its slide, shedding 10.4%. Turnover fell 
22.4% to NT$50.66b (Us$1.95b). Nan 

Yang Dyeing & Finishing lost 14.3% to 
NT$103; Cathay Life was down 14.2% at 
NT$1,570. 


The market received a timely boost from 
higher gold prices, which rose to an 
eight-month high of A$500 (Us$385) an oz. 
Overseas demand for resource stock was 
high. CRA gained 60 A cents to A$9.06. 
Elders put on only 7 A cents to A$2.89, 
despite a A$3 a share bid from directors, 
and Bond dropped another 28 A cents to 
54 A cents on short selling. 


Renewed local buying pushed up the 
index sharply to its highest since 18 May. 
Analysts said there appeared to be a new 
optimism as institutions rebuilt equity 
portfolios. Fletcher Challenge ended the 
period at NZ$4.80, up 4 NZ cents. Bri 
Investments rose 3 NZ cents to NZ$1._-. 
Volume for the period was 60.63m, worth 
NZ$88.44m (US$50.25m). 


After reaching a new peak, share prices 
closed lower on institutional sales. 

Daily turnover remained around the 

Rs 500m (US$30.9m) level as investors 
refused to make fresh commitments. 
Major losers included Tisco, down Rs 100 
at Rs 1,420, Reliance down Rs 7 to 

Rs 124 and Colgate down Rs 9.50 at 

Rs 317.50. 


Following overseas leads, the market 
rallied, with the Dow Jones Industrial 
Average gaining 61.81 points to near a 
new post-crash high. Daily volume 
averaged 147.61m shares. The market 
responded favourably to US job figures 
but traders forecast nervousness about 
second-quarter corporate earning reports 
could sideline players. 
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or the past few years Remy Mar- 
tin has used the Far Eastern Economic 
Review as one of its main international 
advertising vehicles in Asia. 

Sales of our superior-quality cognacs 
and the development of our brand 





image have increased rapidly thanks to Antoina Laplane ias 
the support of the Review. The quality Remy Martin 

of its readership perfectly matches the 

quality of our cognacs. 99 
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New zap for PAP 
When Singapore's ruling People's Action 
Party (PAP) got around to starting a women's 
wing on 2 July, it chose Hongkong born but 
now naturalised Singaporean sociologist Dr 
Ailine Wong to head it. 

Wong has been a PAP MP since 1984 
"**"' and has now won two 
elections. Her entry to 
parliament, together 
with two other female 
MPs, ended a 14-year 
period starting in 1970 
when Singapore's par- 
| liament was without a 

| single woman MP. 

Wong has dem- 
onstrated in parlia- 
- ment that she is an ef- 

ive speaker who can present arguments 
disagreeing with the government, rather 
than toeing the government line, in the 
manner of PAP MPs. 

As a sociologist and as someone who has 
worked with the Housing and Develop- 
ment Board, which houses 85% of Singa- 
pore's 2.62 million people, Wong brings a 
rare quality of informed discussion to Singa- 
pore's social problems, ranging from how to 
encourage women to have children to 
whether it is desirable for Singapore to break 
up concentrations of some ethnic groups in 
certain neighbourhoods. 





A little politics helps 

So cleanly has Hua Lung Enterprise Group 
kingpin Weng Ta-ming emerged from his 
recent brush with Taiwan's Bureau of Inves- 
tigation (Bol) that his reputation looks likely 
to be enhanced, rather than hurt, by the con- 
tretemps. With its air of intrigue, the scandal 
recalled the supercharged atmosphere of 
pre-war Shanghai, where Weng's father, 
Weng Ming-chang, made his name. 

Just a week earlier, the younger Weng 
(barely 40) seemed headed for a fall when 
the Bor announced a probe into the use of 39 
nominee names for some NT$300 million 
(US$11.6 million) worth of stock trading on 
his account. However, Weng’s personal sec- 
retary and a vice-president of Hua Lung’s 
investment subsidiary admitted to master- 
minding the scheme, purportedly without 
Weng's involvement. 

After graduating from Cheng-chih Uni- 
versity, Weng quickly cemented his connec- 
tions with the ruling Kuomintang (KMT) 
under the patronage of Kuan Chung, the 
party's top election strategist. 

Last year, Weng backed Kuan to the tune 
of NT$60 million in a magazine-publishing 
project. Although the venture has since 
been shelved, KMT watchers hint that 


Weng’s past fealty to the party might have 
74 
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helped deflect some of the Bor's recent zeal. 

Weng took over the family’s business at 
the age of 27 after his father’s sudden death. 
As a director of Kuo Hua Life Insurance, he 
turned it in five years from a laggard in in- 
dustry league tables into Taiwan's third- 
largest insurance company. In 1982 he took 
over Hua Lung Textile Co. and has since 
parlayed it into a diversified NT$1.3 billion 
industrial group. 


Above the heat and dust 


With the Najibullah government in Af- 
ghanistan trying to sway foreign public 
opinion that it is firmly in control after the 
Soviet pullout, a name increasingly quoted 
from Kabul is that of the Foreign Ministry in- 
formation chief, Mohamad Nabi Amani. 
Daily at 5 p.m. Amani presents to vis- 
iting foreign reporters what could easily turn 
into an Afghan version of the “five o'clock 
follies" of the US military in Vietnam — 
given the Najibullah government's hyper- 





bolic tendency — but is a surprisingly re- 
strained account of the latest military activity 
from the government's point of view. 

A fluent French speaker, Amani man- 
ages to stay suavely dressed, despite the 
heat and dust of the Kabul summer and the 
straitened civil war circumstances. But he is 
no stuffed shirt. When the government re- 
cently organised a trip to beleaguered 
Jalalabad for correspondents — a terrifying 
grass-top level dash by helicopter, escorted 
by no fewer than seven gunships — Amani 
announced that he could not delegate the 
job of guide. He boarded the flight in his 
usual impeccable suit, but as it headed out 
through mujahideen territory he made the 
concession of shedding his tie. 


Rapid rise from academia 

For years Thai economist Narongchai Ak- 
rasanee has been the doyen of the profes- 
sional seminar-ians, an academic cocktail 
circuit that on weekends discusses topics 
such as currency management trends. As a 
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favourite adviser of former prime ministe 
Prem Tinsulanond, his contributions wen 
based on experience and practicality as wel 
as economic theory. 

Narongchai, 44, is still a prime ministeria 
adviser — he is on Chatichai Choonhavan’, 
team of academic consultants — but he ha 
now gone in for impressing the private sec 
tor, including stockmarket players, wh 
probably had never heard of him before hi 
became president of finance/investmen 
company GF Holdings, parent of liste« 
brokerage GF Securities, late last year. 

Since then the Johns Hopkins University 
PhD graduate has steered the group int 
major partnerships with Nippon Leasing 
and Australia New Zealand Bank. Then ir 
May GF sprang on the public a merchant 
banking joint venture with MorganG l 
Asia, to be called Morgan Grenfell Thai — . 

In June Narongchai announced the 
group's newest addition, a joint venture 
with Australia's OBE Insurance to be called 
Sahasin Insurance. The moves have impre- 
ssed the stockmarket, and no doubt 
Narongchai's friends at his old haunts, 
Thammasat University, the National Plan- 
ning Agency and the Thai Development Re- 
search Institute. 


Out of the forest 


Nepal's former minister of forests Hem 
Bahadur Malla is free again after serving 
nearly 14 months of an 18-month sentence 
for misuse of authority and other charges 
brought by the Commission for the Preven- 
tion of Abuse of Authority. 

Malla, popularly known as the Lion of 
Dhanusha, was also fined Rs 32.6 million 
(US$1.28 million) — the estimated loss to the 
public purse through the issuance of — s 
for the felling of trees for timberatal a 
third of market price. 

More than 40 of Malla's supporters pro- 
vided guarantees for 
the money to get him 
released on bail. Malla 
served his time in a 
government-run hos- 
pital cabin, where he 
was guarded by an 
armed policeman — 
prompting accusations zz 
in the press that politi- 4 
cians were being given $» 
favoured treatment. 

His wife Sharda, also an MP, has called 
in the National Panchayat (parliament) for 
the resignation of Prime Minister Marich 
Man Singh Shrestha, charging that he had 
failed to solve the problem of trade and 
transit treaties with nei ing India, a 
dispute which has caused hardship and 
monetary losses in the kingdom. E 
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LETTERS 


United they might fall... 

In What if they were one? [THE 5TH COLUMN, 
22 June] Karl Moskowitz makes a series of 
upbeat arguments that are likely to be well 
received in Seoul, perhaps even in Pyong- 
yang. There is, however, another side that 
few Koreans like to contemplate. 

Might not the fusion of the two econo- 
mies create more problems for South Ko- 
reans than opportunities? Meshing the two 
economies peacefully presumably would re- 
quire consultation and compromise be- 
tween North and South Koreans, thereby 
injecting into the unified Korean economy 
some of the ineptitude, bottlenecks, and 
bureaucratic problems that hamper Pyong- 
yang's agenda. 

While it is clear that North Korea 
has huge needs that South Korea could 
help remedy, and can offer more domestic 
raw materials than are available in the 
South, it is much less clear that extending 
a helping hand to the North, or drawing 
on its resources, would be enough to in- 
ject new vigour into a combined Korean 
economy. Fusion of the two Korean 
economies might well slow down the 
South's portion of that economy, and it 
seems particularly unlikely that this fusion 
could compensate for other markets the 
South now depends upon and looks to for 
future growth. 

Moskowitz suggestion that Japan would 
be eager to contribute to the success of a 
unified Korean economy is even more un- 
likely because few Japanese want to foster 
an economically stronger Korean challenger 
— particularly not in the form of a unified 
state. The Japanese concern, shared more 
discreetly by other nations, is the greatest 
weakness in Moskowitz’ hypothesis. Mer- 
ger of the Korean economies would require 
substantial political convergence or unifica- 
tion of the two states. Were that to happen, 
the geopolitical and military potentials of 
such a state would be less open to manipula- 
tion by its neighbours, for whom the status 
quo is preferable because of their ability to 
exert leverage. That constraint alone is suffi- 
cient to dim Moskowitz' optimistic projec- 
tions. As much as I share his (and the Ko- 
rean people's) hopes for unification, one 
must look candidly at all the implications of 
its realisation — bleak as well as bright — 
and consider the drawbacks. 

Monterey, California EDWARD A. OLSEN 


Education in the Philippines 

The oe Rigoberto Tiglao and Mar- 
garet ry the state F Philippine 
education [COVER STORY, 6 July] is a sad 
but accurate ssessment of one of the most 
tragic legacies of the Marcos years. How- 
ever, the call to ditch English in favour 
of Pilipino by our language natibnalists is 
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not a solution. What the Philippines sorely 
needs more than hollow nationalism is 
economic recovery through the creation of 
more than 5 million jobs, preferably irs 
the export sector. 

The information age is already upon the 
developed countries and it is only a matter 
of time before it becomes a truly global 
phenomenon. The vast demand for 
information promises to be the biggest en- 
gine of job creation for the developed world 
in the 21st century. 

Just as the computer revolution has per- 
meated every corner of the world, so will the 
coming global information economy. Eng- 
lish is the world's lingua franca and it is most 
likely that English will dominate as the 
"major currency" of the global information 
economy of the future. 

More than ever, English proficiency 
is a major advantage in securing each 
country's participation in this information- 
based economy. The world's avalan f 
scientific and technological achieven — 3 
are published, debated and recorded in 
English. 

No wonder all the export-oriented coun- 
tries of Asia aspire to increase their people's 
mastery of English. 
Manila RENAN C. PAGLIN 
Your focus on the sad state of Philippine 
education [6 July] highlights one major 
cause of our society's massive socio-eco- 
nomic ills. But: your reports failed to cite 
another dimension of this problem — the 
oppressed teachers, especially public school 
teachers at the primary and high school 
levels. 

I have served as principal or teacher at 
more than a dozen private schools in Mani- 
la, Central Luzon, and the Ilocos, Bicol, 
and Visayas regions. Although from the 
private sector, I strongly empathise with 
the public school teachers who gener! 
suffer from overwork, low wages, defi — 
teaching facilities and poor incentives. In the 
recent past, they were even forced to stage 
wildcat strikes to call attention to their 
plight. 

Cognizant of the public school system's 
many problems, our Filipino-Chinese 
minority has quietly built and donated more 
than 1,000 public schools to the poorest re- 
gions since 1960. Called "Operation:Barrio 
Schools," this low-key project has been un- 
dertaken under the auspices of the Federa- 
tion of Filipino-Chinese Chambers of Com- 
merce & Industry. Among the donors are 
respected Filipino-Chinese tycoons. 

We believe that a democratised system of 
mass education is the most effective way to 
combat the widespread poverty that saps 
the moral fibre and economic dynamism of 
the Philippines. An educated populace is 
also a strong guarantee for democracy. 

A crucial factor behind the booming 
economies of Japan, Taiwan, South Korea, 
Hongkong and Singapore is their traditional 
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work in Hongkong as a domestic. 
New York MAUREEN AUNG-THWIN 


-= Your articles on the Philippine language de- 








bate were interesting but marred by mis- 
spellings of the name of Prof. Bienvenido 
Lumbrera (not Lumbara) and of Ilocano 
(not Illocano). Worst of all was the dis- 
tortion of the Ateneo University (not An- 


-. teneo). 
Manila 


ATENEO UNIVERSITY ALUMNUS 


Peteere m mn mea nananana upana REPRE 


.. Awoman’s place in Singapore 

< Amid United Malays National Organisation 
celebrations, it is surely time to assess 
Malaysia's achievements, particularly com- 
. pared with our neighbour, Singapore. One 
Outstanding difference is our attitude to 


x women, a vital part of a nation's workforce. 
.. Singapore has only recently appointed its 
first woman minister and has no women 
_ judges. In this respect Malaysia is much 
-= more advanced. Could it be because the 
. most outstanding woman lawyer in Singa- 
- pore, academically and otherwise, is the 
©. woman who shares the prime minister's life 


-=> and he feels embarrassed either to choose or 


A . to overlook her? 


e Johor Baru 
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: Words of condemnation are not enough 

The series of lies fabricated firstly by Yuen 
.Mu, official spokesman of the Chinese 
Government, who claimed that not one 


student was killed in Tiananmen Square, 


v and that the dead comprised about 300 


: . soldiers; followed by Chen Xitong, mayor 
-.. of Beijing, who reported to the National 


People's Congress that heavily armed sec- 
urity forces suffered heavier casualties 


5, than unarmed civilians, and finally Pre- 
.. mier Li Peng who found it necessary to 
= explain to Daniel Wong, a Chinese Ameri- 
can local government official from Cali- 

- fornia, that "because the security forces had 


insufficient teargas and rubber bullets or 


+ Water cannons, Chinese troops had to fire 


on  pro-democracy protesters," have 


e brought upon the good and intelligent 


.. Chinese people nothing but ridicule and - 
i Shame. 


Instead of exhorting those who took part 


d in the pro-democracy demonstrations to 
-. give themselves up, it would be more ap- 


pr propriate 


for Deng Xiaoping, Yang 


7 Shangkun and Li Peng to surrender them- 





: selves to be dpi judged byu the people. Ver- 


B global bug of Chinese is no ep and ser- 






: with: a passion for ken 4j 


Quezon City 


_ A thought came to me as I read your story 
. .onthe Philippine education system: that the 
«e young Philippine lovely gracing your cover 
|. appears to be underwhelmed is not surpris- 
. ing, for she can now put her hard-earned 
.. university degree to good use by going to 










vices, such as bank. services and tourism, is 
strongly r recommended. 


Malaysia — 
Like Hongkong, Singapore claims to be an 


FRANCIS CHANG 


international city and is therefore heavily de- - 


pendent on the international community for 
trade and tourism to survive. With such 
wide exposure, it is difficult to draw a line on 
what is tantamount to “interference in the 
domestic affairs” of the state. 

The fact that a trading partner and friend 
shows concern or gives his opinion on a 
domestic issue does not mean that he is “in- 
terfering.” Therefore, as a Singaporean, 
Cheng Tim Pin [LETTERS, 13 July] has been 
completely “brainwashed” by his h 
sitive government s definition of ^interfer- 


ence," which effectively means any foreign 


criticism of government policies. 

The China tragedy is an international 
issue and anybody with a conscience has the 
right to speak out against the atrocities of the 
Chinese authorities. As is the case, practi- 
cally the whole non-communist world con- 
demned the Chinese Government, not just 
the US. 

China can never modernise without 
opening its doors, and to do so would mean 
that it would be exposed to outside "interfer- 
ence." 

By commenting that the "internal strife" 
in China was stopped with the "most effec- 
tive means," Cheng was in fact supporting 
the Chinese Government's action. He 
should keep quiet as this too is “interfer- 


Seow is dodging the issue 
My last letter [15 June] explained how Fran- 
cis Seow, helped by Asia Watch and other 
human-rights groups, produced false medi- 
cal reports by two US doctors to deceive his 
own English QC, Colin Ross-Munro, and 
the court about his condition. Seow in his 
letter of 29 June did not deny these facts, in- 
stead he chose to change the subject. He 
owes an explanation as to why his lawyers 
were wrong to accuse him of deception. We 
await his reply. . 

On the theory that offence is the best de- 
fence, he accuses the. Singapore Govern- 
ment of “raw chauvinism” in attracting im- 


migrants from Hongkong. The govern- 


ment's policy is well publicised, namely to 
attract talent to Singapore from all quarters. 


There are more foreign workers on employ- 
ment passes in Singapore from. ; 





mth Asia 
than from Hongkong. 

On 10 July, the government further 
liberalised this policy to attract blue and 
white collar workers. People qualify for 
ponent residence if they either (1) have 
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-a secondary : 
ds to month and have five years’ working ex- 
ion. A perience, or (2) have acceptable trade cer- 
‘tificates, or (3) have at least five GCE ʻO 





1 education, eam 1 S$1, 500 per 


levels. 

These rules apply to all immigrants, 
whatever their race, so long as they can be 
integrated into Singapore society without 
upsetting the present balance in its multi-ra- 
cial character, a balance which the govern- 
ment will maintain. How is this "question- 
able ethnocentrism"? DORIS LAI 
Press Secretary to the 

Minister for Law 
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Hongkong and the way forward 

Can I clarify two points in connection with 
the suggestion attributed to me in Road to 
nowhere [COVER STORY, 20 July]. 

I did not promote a "renewal" of the 
Hongkong lease. This suggests an extension 
of what was in place before and wouk 
doubtedly not be acceptable to the Chiucse 
side. The Joint Declaration has to remain 
fully in place. What I proposed was for 
China itself to consider entering into a new 
deal with Britain (it could really not be 
another party), not burdened by the histori- 
cal heritage but characterised by prag- 
matism and a commercial advantage to Pe- 
king. 

Secondly, I did not mention a lease 
period of 50 years; in fagt I left this out on 
purpose in order to avoid giving the impres- 
sion that the new arrangements had to fol- 
low exactly the period mentioned in the 
Joint Dedaration. 
Hongkong 





Racism is at root of fears 

In Canada pays a heavy price [LETTERS, 13 
July] the writers’ impressive display of vo- 
cabulary omitted one word most ape" 
priate to their sentiments — racism. | 

The unqualified list of horror which they 
fear will be unleashed by the onslaught of. 
Hongkong immigration is an unrealistic 
exaggeration of Hongkong people's "cor- 
rupting" power. It also insulted and dispar- 
aged the integrity of the Canadian social sys- 
tem. 

British Columbians such as the authors 
simply have to learn to live with the fact that 
there is a world east of the Rockies and west 
of Long Beach. 
ers 


Who is to blame for bank's ‘rescue’? 
I read with interest the letter Team does not 


deserve promotion [13 July]. If only some- 


one can give us a definite clue as to who was 
responsible for the fiasco surrounding the 
“rescue” of Ka Wah Bank, there will be tre- 
mendous savings between the Hongkong 
Exchange Fund and the Low brothers. 

Taipei LOW CHUNG-SONG 
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the advantages of a CitiOne Account 
from Citibank Asian Banking Center, 
Singapore. The one account that puts 
everything you need at your fingertips. 
Savings, Checking, Time Deposits. 
Loans. Foreign Currency Investments. 
All your needs. right there where you 
want them, when you want them. 

But that’s not where it 
ends, because with CitiOne, 
you'll also enjoy the benefits 
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Citibank second to none for 
service and innovation. 
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about locking your money 
away in a foreign currency 
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do just what the name 
suggests. Place your money 
in any of the world's 
major currencies, overnight. 
So you can still call on it 
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one consolidated 
statement. So at a 
glance you know 
precisely where your 
money is | 
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understand your needs better. At Citibank 
Asian Banking Center in Singapore this 
isn't just a matter of speaking your 
language. but creating opportunities for 
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world of experience and knowledge. 
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Asia's geo-strategic 
= landscape is 

- changing as US and 
Soviet influence 
wanes, and China, 
= India and Japan 

= aspire to fill the 
vacuum. Defence 
- planners in these 
countries have 

——— — begun to broaden 

their perspectives from securing national 
borders to more expansive notions of 
external defence and regional influence. 
REVIEW correspondent Tai Ming Cheung 
analyses the modernisation programmes in 
China and India and examines Japan's 
changing role following Washington's calls 
for Tokyo to share a greater part of the 
regional defence burden. He reports that a 
central feature in the shift in Asian strategic 
orientations is the re-emergence of the 
importance of seapower, until recent years 
a neglected dimension. But the regional 
powers' bluewater ambitions contain the 
potential for future conflict, both with each 
other and with Asian neighbours suspicious 
of their intentions. 16 
Cover illustration by Peter Mong. 


Regional Affairs 


Sri Lanka: India 

Colombo and New Delhi are at odds over 
India's refusal to withdraw its peace- 
keeping force 10 
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Paper Tigers 

While normally pro-China newspapers in 
Hongkong are in hot water with Peking 
over their critical coverage of the violent 
crackdown on pro-democracy dissidents, 
their counterparts in Thailand have 
engineered a timely volte-face to avoid 
the possibility of similar treatment. In the 
lead-up to the Tiananmen Square 
massacre, pro-Peking, Chinese-language 
newspapers in Bangkok carried editorials 
supporting the Peking democracy 
protesters. There were reports that some 
columnists were paid by the Association of 
Chinese Newspapermen in Bangkok to 
write such comments. But when the 
hardliners emerged victorious, the 


Uno in Paris (58). 











China : Diplomacy 

China recalls all its ambassadors for a 
top-level meeting aimed at containing the 
damage caused abroad by the Tiananmen 
massacre. Meanwhile, the US Congress 
passes measures to intensify trade and 
political sanctions against Peking 11 
Japan : Elections 

A host of mini-parties join the contest for 
the upper house of parliament, but these 
single-issue groups are unlikely to make 
much impact on national politics 13 


Taiwan : Parliament 


The ruling Kuomintang and the opposition 


Democratic Progressive Party strike a 
compromise 15 


South Korea : Teachers 


A showdown looms between teachers and 
the Education Ministry, with the formation 


of an independent trade union 21 


editorials switched to a theme of urging 


Chinese protesters to abide by law and 


order and cooperate with the government. 


The Thai-Chinese journalists are 
apparently anxious to ensure they will 
obtain their next visas to visit China. 


Gifted Academics 


Soviet academics invited to Seoul are being 


lavishly entertained by South Korean 
university authorities and business people 
eager to make contacts in Moscow. 
Expensive gifts, including video cassette 
recorders popular among privileged 
Soviets, have been given to the academics 
as parting presents. However, the 
effectiveness of South Korean largesse is 
doubtful. One Seoul university spent 
US$80,000 last year to invite and entertain 
a delegation of five Soviet academics, and 


was chagrined to receive a single entry visa 


to Moscow in return, university sources 
said. 


FAR EASTERN ECONOMIC REVIEW 

















t South Korea : Media 


The government comes under criticism for 
violating freedom of the press after 
security agents raid a newspaper office 22 


Thailand : Labour 

Thailand's trade union movement is 
making belated attempts to win some form 
of social security from the country's 
employers 23 


Laos : Foreign Relations 
A Radio Vientiane commentary adds a 
sour note to Thai-Lao relations 25 


Philippines : Military 

The impending changes in the Philippi 
armed forces and the national police co: 
become one of the key factors in the next 
presidential election in 1992 26 


Malaysia : Sarawak 

Sarawak's chief minister faces opposition 
from an emerging unity among the state's 
ethnic Ibans, as Prime Minister Mahathir 
also moves to tighten his political hold over 
the state with an eye to the next general 
election 29 


Arts and Society 


Japan : Geisha 

The bond of trust between Japanese geisha 
and old-style politicians has been 
undermined by a kiss-and-tell tale 36 


Japan: Architecture 
The latest fad is the foreign architect 37 


Letter from Lotte World 40 


Offer in Doubt 


The government of the Central American 
republic, and former British colony, of 
Belize may be rethinking its “offer of 
economic citizenship” through which 
about 500 people have purchased Belizian 
passports during the past 18 months for 
US$25,000 each. A government minister 
recently said in Belize City that the 
goverment is “not thrilled” with the 
programme's success, and it will be 
reviewed over the next six months and 
perhaps scrapped. In addition, with 
general elections expected later this year, 
the sale of passports may become an 
election issue. Belize maintains offices to 
promote the scheme in Hongkong and 
Taipei, and most of the passport buyers are 
reportedly ethnic Chinese. A Belize 
passport is advantageous for those seeking 
to reach the US, for local citizens, no matter 
where they were born, are not subject to 
the heavily subscribed immigration quotas 
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Where to put your money 


This month WTPYM reviews the New York, 
London and regional property markets, 
and looks at prospects for interest rates, 
the Bangkok stockmarket and Southeast 
Asian art 

Property : West Side storeys 46 
Currency : Bulls eye Matador 50 
Bangkok market: Full of promise 51 


Interest rates : Poised to peak 52 


wina : Economies 
Peking faces serious balance of payments 


difficulties as foreign investment slows 56 
Record growth in the Xiamen SEZ 56 


Group of Seven : Economic Relations 
Western leaders launch a series of 
initiatives to save the global environment 
and Japan offers more aid 58 


Thailand : Companies 
Thai textile conglomerate Saha Union 
diversifies into electronics 59 


Malaysia : Aviation 
Malaysia Airlines faces a capacity squeeze 
until the delivery of new aircraft 60 


Japan: Markets 

The Tokyo Stock Exchange's overcrowded 
trading floor leaves little room for more 
foreign brokers 61 


tor many Asian nations. However, the 
government has recently taken action to 
stem the flow of illegal Chinese immigrants 
who have been passing through Belize 
while trying to make their way to the 

US. 

Suspicious Minds 
Philippine intelligence 
agents are now 
convinced that a letter 
smuggled out of 

prison in mid-1987 by 
Rodolfo Salas, former 
chairman of the 
Communist Party of 

the Philippines, 
triggered bloody 

purges in the ranks of 
the New People's Army, the party's 
guerilla arm, that claimed as many 

as 200 lives. Salas' letter to a central 
committee member said he suspected 
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South Korea : Banking 


The state-owned Korea Exchange Bank 


embarks on an aggressive expansion 
strategy in the run-up to its 
privatisation 64 


Thailand : Economies 


The official consumer price index fails to 


reflect the real rate of inflation 66 


Japan : Economic Relations 
The EC and Japan look set to renew their 
battle over liquor imports 68 


New Zealand : Policies 1 
Finance Minister David Caygill struggles 
to bring down interest rates 68 


EC : Policies 2 


Brussels' proposals for phasing out the 
Multi-Fibre Arrangement offer little 


comfort to Asian exporters 69 


Japan: Investment 
Developer Shuwa launches a stockmarket 


raid on three supermarket groups 72 


South Korea : Market 
Five listed securites firms face an insider 
trading probe 72 


Nepal : Budgets 


The Nepalese Government announces à 
big increase in defence and development 
spending 73 


Japan : Banking 

Nomura signals a change in its European 
expansion strategy with its decision to buy 
astake in a Spanish bank 74 


his arrest at a Manila hospital was the 
result of information supplied by 

an undercover military intelligence 
agent. The subsequent capture of 

other high-ranking party leaders was 
thought to have compounded the party's 
suspicions. 


Blocking Moves 

US Secretary of State James Baker is 
expected to sound out the Mexican 
Government on a new trade deal during a 
scheduled visit to Mexico in August. An 
inter-agency task force in Washington is 
aiming to launch a US-Mexico trade 
initiative towards the end of this year, 
when it hopes a bilateral summit meeting 
will take place. The worry for Asia is 
whether any US-Mexican arrangement 
will discriminate against the region's 
exports. In view of the vaunted US 
commitment to multilateralism and the 
successful completion of the Uruguay 
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Round of Gatt talks, Washington is 
unlikely to push for a full-scale free trade 
agreement on the US-Canada model, but 
may aim at achieving “sectoral 
understandings” in such areas as 
transportation, steel and 
telecommunications to eliminate 
impediments to trade. 


Bank-to-Bank Relations 


South Korea’s main government-owned 
commercial bank, the Korea Exchange 
Bank (KEB) has won agreement in principal 
from the People’s Bank of China to set up a 
Peking representative office sometime 
after the KEB is privatised in late 1989. The 
two countries do not have diplomatic 
relations, but a feasibility study has already 
been carried out by the KEB, and its 
chairman Rhee Yong Man met Chinese 
authorities during the Asian Development 
Bank's annual meeting held during May in 
Peking. 
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REGIONAL AFFAIRS 


SRI LANKA 


Gandhi rejects call to withdraw troops 


Battle of nerves 





By Manik de Silva in Colombo and 
Rajendra Sareen in New Delhi 


ndian Prime Minister Rajiv Gandhi has 

flatly rejected the call by Sri Lankan 

President Ranasinghe Premadasa to 

withdraw the Indian Peace-Keeping 
Force (IPKF) from the island by the end of the 
month. But while attempts by envoys from 
both sides have so far failed to stem the 
deterioration in relations, there are in- 
dications that Premadasa will not push his 
demand to the point of a complete diploma- 
tic break, if India agrees to an IPKF cease- 
fire with Tamil rebels by the 29 July dead- 
line. 

Adding to the current unrest is the chaos 
left by a month-long transport strike in Sri 
Lanka and the killing on 13 July in Colombo 
of two leaders of the moderate Tamil United 
Liberation Front (TULF) by gunmen allegedly 
belonging to the separatist Liberation Tigers 
of Tamil Eelam (LTTE). New Delhi has con- 
sistently argued that the LTTE's cur- 
rent peace negotiations with the Col- 
ombo government have been forced 
on the guerilla group by the presence 
of the 45,000-strong IPKF. The TULF 
leaders, Appapilai Amirthalingam 
and V. Yogeswaran, had been ex- 
pecting to meet with LTTE officials for 
talks when they were shot down by 
gunmen whose identity remains un- 
proven. 

Gandhi on 17 July made his 
strongest comments yet in the 
war of words between the two 
countries on the continuing presence 
of Indian troops in Sri Lanka. Ac- 
cusing Colombo of "very sloppy" 
handling of the issue, he said Sri 
Lanka would have "disintegrated" 
if Indian troops had not been sent 
at the invitation of Premadasa's 
predecessor, Junius Jayewardene, 
two years ago. The soldiers were 
sent to help restore order following the 
mounting death toll in cashes between 
Tamil separatists, ethnic majority Sinhal- 
ese troops and civilians caught in the 
middle. 

“Now there seems to be a tendency on 
the part of Sri Lanka to back out from its con- 
tractural obligations. This is a dangerous di- 
rection the Sri Lankan Government is taking 
and I hope they realise the gravity of the 
situation," said Gandhi. Questioned on a 
statement by Sri Lankan Foreign Minister 
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Ranjan Wijeratne that the Indian forces 
could be forcefully evicted if New Delhi ig- 
nored the deadline, Gandhi said: "I hope 
better sense will prevail." The Indian leader 
has called for negotiations on a timetable for 
a phased withdrawal of the troops. 

Dissatisfied by the recent inconclusive 
exchanges between Gandhi's emissary B. G. 
Deshmukh and Sri Lankan leaders, New 
Delhi thinks its efforts to stem the slide in re- 
lations have been rebuffed. An Indian Gov- 
ernment spokesman said on 14 July that un- 
less there was an official repudiation of 
Wijeratne's threat to evict the troops, New 
Delhi proposed to break off all discussions 
with Colombo. 

Meanwhile, Indian Foreign Minister P. 
Narasimha Rao said: "The withdrawal of 
the IPKF is not an isolated action . . . after [the 
TULF assassinations] the safety and the sec- 
urity of the Tamils have once again become a 
very important factor which was covered by 
the [1987] Indo-Sri Lankan accord. So ail 








Wijeratne; Gandhi: phased withdrawal wanted. 


these matters have to be looked into. We 
cannot take an isolated view of the with- 
drawal itself and we would stick to 
that.” 

New Delhi is currently considering what 
its next move should be if it has to take a 
unilateral decision. But going it alone poses 
a dilemma for India. On the one hand, the 
IPKF would then be operating in another 
country after its lawfully constituted govern- 
ment had asked it to withdraw. On the 
other, if it withdrew after having assumed 
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the responsibility for sustaining Sri Lanka’s 
national sovereignty and territorial integrity 
in response to an agreement with an earlier 
government, it would be seen as abdicating 
its assumed role and responsibility. 

New Delhi's original involvement came 
about as a result of ethnic ties between Sri 
Lankan Tamils and those living in India's 
Tamil Nadu state. While reports from Tamil 
Nadu do not indicate a serious cause of poli- 
tical worry for Gandhi in the run-up to year- 
end elections, a leader of the opposi: 
Janata Dal in the state has compared India s 
role in Sri Lanka to a "Vietnam-like situa- 
tion." 

Tamil Nadu has traditionally provided a 
refuge for the Sri Lankan separatists. One 
such figure, Uma Maheshwaran, was re- 
portedly shot dead by gunmen in Colombo 
on 16 July. Maheshwaran, a stalwart of the 
Tamil separatist movement, was based in 
Madras in the 1980s and set up in Colombo 
after the IPKF arrived, but went under- 
i ground when he and his Marxist 

People's Liberation Organisation of 

Tamil Eelam were linked to the 
abortive 1988 coup in the Mal- 
dives. 


hile no real progress in 
defusing the conflict 
between Indian and 
Sri Lanka is evident, 
a senior Colombo minister >< 
offered a glimmer of hope t 
a confrontation might be avoid- 
ed. Sri Lanka's Rural Industries 
Minister S. Thondaman — who 
is also the leader of Tamil planta- 
tion workers in Sri Lanka — met 
with Gandhi in New Delhi and 
subsequently with Premadasa in 
Colombo on 17 July. He told re- 
porters that both leaders were 
anxious to sort out their differ- 
ences. 
"As one who knows the minds of both 
leaders, I can tell you that they are not for a 
confrontation," said Thondaman. He said 
that both were agreed that the IPKF must 
leave Sri Lanka but that they differed on the 
modalities of withdrawal which, in Thonda- 
man's view, "could be adjusted." He also 
added a new factor to an already difficult 
equation by saying that there did not appear 
to be adequate realisation by either India or 
Sri Lanka that the plantation Tamils, living 
in the Sinhalese-majority areas of the coun- 
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try, would be most affected by any confron- 
tation between the two countries. 
Thondaman said that Gandhi had told 
him he wished to establish with Premadasa 
the good working relationship he had en- 
joyed with his predecessor, Junius Jayewar- 
dene. However, the evident failure of talks 
between Gandhi's envoy Deshmukh and 
Sri Lankan officials, which reportedly in- 
cluded an acrimonious exchange with 
Wijeratne, apparently fuelled Gandhi's 
sharply critical remarks on 17 July. 
Premadasa, who faces major domestic 
problems following the public transport 
strike which caused widespread disruption 
and economic losses, told Gandhi in a letter 
of 12 July that “certain groups” he did not 
identify were escalating violence to “crisis 
proportions” on account of “what they 
claimed to be the inability of the govern- 
ment” to secure an Indian pullout. The ref- 
aange was to the Sinhalese Janatha Vimuk- 
Peramuna (jvP, or People's Liberation 
Front) which had effectively used terror tac- 


i tics to bring about the public transport tur- 


moil. 

The strike was partially resolved when 
Colombo agreed in early July to most of 
the demands presented on behalf of em- 
ployees of the state-owned bus service. It 
was clear that Premadasa was gambling on 
the possibility that conceding the demands 
would provide an opportunity for negotiat- 
ing with the JjVP, which used a shadowy or- 
ganisation called a ^workers' battle centre," 
to negotiate the settlement. Once this had 
been achieved, with Premadasa himself 
playing a leading role, the "battle centre" is- 
sued a statement claiming a significant vic- 
tory and saying that the people expected the 
working class to take the lead in the "strug- 
gle to drive out the Indian imperialist army." 

Observers feared that a dangerous prece- 
dent had been set by the government 
negotiating with a body which was not a re- 


gistered trade union and had not in any real 


sense established that it was the authorised 
representative of the bus workers. But the 
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Efforts under way to restore the country’s image 
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r he Chinese Government has. 
M launched a campaign to restore the — 
a- Foreign Ministry spokesman expressed 


"deep regret" when the European Council 
- issued a strong condemnation of Peking in 


M. country’s seriously damaged interna- 
tional reputation, which turned — literally 
overnight — from one of a respected trading 
partner and political friend of the liberal 
democracies to that of an outcast and liabil- 


Besides toning down its criticisms of 
Western interference in China’s internal af- 

. fairs, Peking has also recalled its diplomatic 
envoys to brief them on a public relations of-. 


fensive aimed at selling Peking's version of - 


the events leading to the 4 June mas- 
sacre in Tiananmen Square and the sub- 
sequent hounding of pro-democracy protes- 
ters. | 
However, it is unlikely Peking will be 
able to restore relations with most Western 
governments to anything approaching their 
pre-4 June status for at least the next few 
years. Western diplomats do not see any 
near-term restoration of military contacts, 
arms sales, or high-level official contacts — 
suspended by most Western governments 
in the immediate aftermath of the 4 June 
killings — unless there is a major, and ex- 
tremely improbable, turnaround in Peking's 
hardline policies. 

Analysts say while the Chinese leader- 
ship had expected a critical reaction by many 
Western governments to the crackdown, 





Face healing 


the degree of revulsion, especially among 
some states which they regarded as particu- 
larly friendly — notably France and other EC 
countries — came as a shock. A Chinese 


late June. 

.. The primary reason China is attempting 
to limit diplomatic fallout with the West is 
the impact of economic sanctions — espe- 
cially the suspension of official and multilat- 
eral loans — and the slowdown in foreign 


trade and investment. Diplomats believe the 


sanctions, which have led, for example, to 


the World Bank and Japan freezing aid pro- 


jects worth some US$10 billion, have hit the 
Chinese Government harder than they are 
willing to admit. 

As part of its efforts to repair China's in- 


ternational image, Peking recalled most of- 


its top diplomatic envoys from its overseas 
missions earlier this month. The diplomats 
were briefed on domestic developments, a 
propaganda offensive intended to present 
the government's views of events, and on 
how to respond to foreign condemnation of 
China's policies. The week-long meeting 
was the first time so many senior diplomats, 
ambassadors and consul-generals had 
gathered in Peking since the height of the 
Cultural Revolution in 1968. 

Another reason for the meeting was to 
consider the spate of defections by Chinese 


pressure on the government was great tog: 
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the buses and trains working once again an 
Premadasa saw the possibility of proving t 
the JVP that he was open to compromise an 
conciliation. 

Premadasa had barely got public trans 
port working again when the two TULF lead 
ers were assassinated. In addition, TULF 
president M. Sivasithamparam, who was 
Amirthalingam’s deputy, was seriously — 
wounded in the attack by the three gun- = 
men, who were killed by the bodyguards © 
the government had provided forthe Tamil — 
leaders. ij ^ VEN 

The LTTE, which several months ago 
passed a death sentence on Amirthalingam, — 
has denied Indian and other accusations: 
that it was responsible for the killings. Long 
regarded as the most potent of the guerilla 
groups, the LTTE was driven to the negotiat- 
ing table by IPKF military pressure and is as 
keen as the JVP to get the Indians out of Sri 
Lanka. In recent weeks it has been loud in 
denouncing its one-time patrons. " 








































diplomats following the Tiananmen mas- 
sacre, and which are believed to have dealt a 
severe blow to the diplomatic corps' morale. 
Observers said the envoys were instructed 
to tighten security at their missions to pre- 
vent further defections. E 
Chinese leaders also repeated at the con- 
ference that the country's open-door and re- 
form policies remain unchanged. However, 
as part of the renewed emphasis on conser- 
vative ideological purity — which includes a 
campaign against imported Western 
"spiritual pollution" and "bourgeois liberali 
sation" — the diplomats were told by the 
new party chief Jiang Zemin that in “handl 
ing diplomatic relations, attention should be 
paid not only to the economy, but also to 
politics; not only to friendship, but also to 
struggles; not only to principles, but also to 
tactics." | Es 
Some of the more hardline conservative: 
in the leadership seem willing to sacrifio 
cordial relations with Western countrie 
they are seen to undermine China's stabil 
ity. Using leftist class struggle terminology 
reminiscent of the 1960s, they accused the - 
US of trying to subvert the country through 
“bourgeois liberalisation.” A particularly - 
hard-hitting editorial in the People's Daily of9 
July criticised the US’ “wanton interference 
in China's internal affairs” and its attemptto — 
“subvert” the socialist system by employing — 
a strategy of “peaceful evolution," whichthe __ 
newspaper said was intended to create con- 
ditions for political pluralism. | 
Some Western diplomats are concerned - 
that the purges and arrests now taking plac 
in China may see the reformers who lean tc 
wards the West being replaced by conserv: 
tives who may want to edge away from suc 
contacts. However, there are no obvious in 
dications that such a switch in emphasis is. 
yet under way. ^s 
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CHINA 2 


US Senate backs House in stronger sanctions call 


Congress gets tough 


By Susumu Awanohara in Washington 


gnoring President George Bush's objec- 
[i= the US Senate has joined the 

House of Representatives in demanding 
tougher sanctions against China for its “con- 
tinuing persecution of Chinese students and 
workers who support the pro-democracy 
movement.” To avoid losing control of its 
China policy, the Bush administration has 
continued to plead for congressional mod- 
eration while keeping up tough rhetoric in- 
ternationally, notably at the Paris summit of 
industrial powers. Peking is annoyed, but is 
being defeated by the pro-democracy forces 
in gaining sympathy in Washington. 

Reflecting administration lobbying on 
Capitol Hill, the 81-10 Senate vote on 14 July 
in favour of additional sanctions against 
China was less overwhelming than the 
House’s 418-0 vote on 29 June (REVIEW, 13 
July). But it too was in excess of the two- 
thirds majority needed to override any presi- 
dential veto — if it comes to a con- 
frontation between Bush and Con- 
gress. A House-Senate committee 
will now reconcile the two sets of 
proposed sanctions (in the House 
foreign aid authorisation bill and Se- 
nate State Department authorisation 
bill) and decide which bill to attach 
them to, before a final version can be 
sent to Bush. 

The provisions of the Senate bill 
closely parallel those in the House bill 
and would codify executive sanc- 
tions already imposed by Bush, in- 
cluding the suspension of arms sales, 
high-level official visits and the ex- 
port of sensitive equipment. 

Specifically, the Senate legislation 
would suspend insurance and 
financing of American business in 
China by the US Government's 
Overseas Private Investment Corp. for six 
months; bar foreign aid funds for China-re- 
lated activities by the US Trade and Deve- 
lopment Agency; continue the suspension 
of export licences for munitions sales; sus- 
pend the issuing of licences for export of 
crime control or detection equipment; sus- 
pend licences for US satellites to be launched 
by Chinese space rockets, and bar nuclear 
exports to China. 

Like the House, the Senate would give 
Bush authority to waive the sanctions if he 
could prove to Congress that the Chinese 
had made progress in problem areas or if he 
found it in the US interest to give a waiver. 
But the Senate provision for presidential 
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waiver in the general "national interest" is 
broader than the "national security interest" 
required by the House. If the Senate version 
prevails, Bush may decide that the new law 
would give him enough flexibility and hence 
avoid a clash with Congress. 

The Senate goes beyond the House in 
urging postponement of US Export-Import 
Bank financing of US exports to China, call- 
ing on the administration to oppose loans to 
China by international financial institutions 
and to review existing US-China trade rela- 
tions. The review would consider, among 
other things, the sensitive issue of whether 
to continue most-favoured-nation (MEN) 
status for China. 

The Senate bill also says the president 
should seek a UN investigation into human 
and democratic rights in China and tell the 
Chinese Government that the lifting of mar- 
tial law, release of political prisoners and 
opening of Tibet to foreigners are critical fac- 
tors in the future improvement of relations 





Baker: initiated summit declaration. 


— suggestions which are anathema to Pe- 


g. 

A day before the Senate vote, adminis- 
tration officials testified in a lengthy and hos- 
tile congressional hearing that they were op- 
posed to codifying China sanctions, which 
would limit the president's flexibility, and 
that suspension of MFN status would seri- 
ously damage US-China relations and prove 
costly to US consumers. 

But they were told that there was "a real 
breakdown between the Senate and the De- 
partment of State," and that unless the ad- 
ministration had “a clear, coherent mes- 
sage,” legislators were “going to keep 
punching you around like a punching bag,” 
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in the words of one senator. Congressman 
Stephen Solarz summed up: "On the basis 
of what we've heard today, you would have 
extreme difficulty in preventing the passage 
of legislation which may go substantially 
beyond where you think it would be in the 
national interests to go." 

In Paris, where Bush was attending the 
seven-nation economic summit, Secretary 
of State James Baker took credit for the US 
for initiating the summit's strongly worded 
declaration on China and Hongkong issued 
on 15 July, against which Peking has reacted 
sharply. The declaration urged the Chinese 
"to cease action against those who have 
done no more than claim their legitimate 
rights to democracy and liberty." On Hong- 
kong the declaration said: "We understand 
and share the grave concern felt by the 
people of Hongkong following these events. 
We call on the government of the People's 
Republic of China to do what is necessar +- 
restore confidence in Hongkong." 

In Washington, the pro-democracy 
forces are successfully gaining the sympathy 
of Congress and the public. After the 4 June 
Peking massacre, the pro-democracy stu- 
dent leaders quickly realised that the US po- 
litical system was wide open for lobbying by 
foreigners and seized the opportunity, with 
considerable success. Aside from contribut- 
ing to congressional moves on sanctions, 
the student leaders have virtually 
shaped a just-introduced bill which 
would help a large number of 
Chinese students in the US on ex- 
change visas to stay longer. The ex- 
tent to which student leaders who 
are hostile to Peking may influence 
US policy towards China, through 
Congress, is beginning to worry 
some China specialists. 

Meanwhile, the Chinese Em- 
bassy in Washington is on the defen- 
sive. Answering charges that it \ 
pressuring the Chinese commu! _ 
in the US, the embassy issued a state- 
ment saying that while "it is the nor- 
mal and official business of the 
Chinese Embassy and Consulates- 
General in the US to maintain contact 
with Chinese students and other 
Chinese citizens in the US," it was 
opposed to "any kind of monitoring, 
harrassing or intimidating of Overseas 
Chinese students, directly or indirectly.” 

A Chinese official in Washington com- 
plained that the US press coverage of events 
in Peking was biased because the US media 
supported the students from the start. The 
one US television report and one US news- 
paper article which attested to the violence 
against Chinese soldiers who tried to clear 
the square before the shooting of demon- 
strators on 4 June were aired and published 
too late, on 27 and 29 June respectively, the 
official said. He added that China will not 
be cowed by US sanctions, which constitute 
interference in domestic affairs. * 
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JAPAN 


Small groups compete for seats and subsidies 


Party proliferation 


By Charles Smith in Tokyo 


apan may be a one-party state in the 

sense of having had no change of gov- 

erning party in the past 35 years, but it is 
multi-party when it comes to elections. 
In the 23 July election for half of the par- 
liament's upper house, six major parties 
and 34 mini- or single-issue parties will 
be competing under the nationwide 
proportional representation constituency, 
while 43 candidates will contest four seats in 
T-Xyo. 

The proliferation of mini-parties dedi- 
cated to such issues as salarymen’s rights or 
abolishing peaceful nuclear power might 
suggest that Japan is as healthily “green,” in 
its way, as West Germany or Scandinavia. 
Unfortunately, the truth is far different. Of 
the 34 mini-parties, only a handful appear to 
be seriously campaigning, while others may 
be taking a ride on a publicly financed elec- 
tion system which pays out generous cash 
subsidies for advertising. Some of this can 
end up in the pockets of party organisers 
rather than going to support their causes, ac- 
cording to Hirotaka Nakakuma, a former 
juku (private coaching establishment) ad- 
ministrator who is now a mini-party office 
manager. 

Of those who are serious, an even small- 
er number appear to have made any attempt 
to build a nationwide support organisation. 
Apparently typical is the 26-member Nen- 
kinto (Pension Party, PP) which works with a 

‘manent staff of three from a rented 

nono shop in a quiet district in central 
Tokyo. The PP garnered 390,000 votes in the 
1986 upper house elections on the strength 
of an advertising campaign and a series of 
radio interviews (on subsidised NHK time) in 
which it exposed some glaring inequities in 
state-run pension p es. 

The pp hopes to get 2 million votes on 23 
July (enough to have two candidates 
elected) as a result of an election “strategy” 
which included picking a famous actress 
and an NHK announcer for the first and third 
spots in its list for the proportional represen- 
tation constituency. 

The party's secretary-general, former 
NHK p e editor Toru Takaku, says 
the PP was able to get just enough donations 
from supporters to cover the ¥50 million 
(US$357,145) required to register its candi- 
dates with the Home Ministry and to run a 
modest election campaign (the party has 
three vehicles campaigning throughout 
Japan). Other mini-party managers, how- 
ever, claim that election funding is simple if 


27 JULY 1989 


you now how to manipulate the govern- 
ment's campaign subsidy system. 

The office manager of an environmen- 
talist group says that advertising agents who 
help to place mini-party advertisements in 
the national press, using the roughly ¥130 
million worth of subsidies paid out to each 
group by the government, "routinely" offer 
kickbacks of up to 30% to the parties in re- 
turn for a promise to place all their electoral 
advertising with a single paper. 

A 30% kickback on € 130 million can easi- 
ly be stretched to cover election registration 
costs of 36-40 million for the compulsory 
minimum of 10 candidates and may well 
leave something over for campaign costs 
and perhaps even for an organiser's living 
expenses between elections, the office man- 
ager suggests. 

Agents who place mini-party advertising 
in the press have denied paying high com- 
missions, but published figures indicate 
that, of 19 mini-parties which participated in 





the 1986 upper house poll, nine placed all 
their government-subsidised advertising 
with a single media group whose flagship 
newspaper is known to lag behind the in- 
dustry leaders in circulation and advertis- 
ing. This suggests, the manager claims, that 
many small parties may have been offered 
deals on their advertising. 

A mini-party which claims to have 
stayed clear of the advertising kickback rac- 
ket is the large and well organised Genpatsu 
Iranai Hitobito, “People Opposed to Nuclear 
Power" (PONP), which has several thousand 


FAR EASTERN ECONOMIC REVIEW 


members nationwide organised on a grid 
system corresponding to Japan's nine pri- 
vate electric power generating companies. 
According to its Tokyo manager, the party 
was formed in early 1988 on the principle 
that each of its regions would select candi- 
dates of its own for the proportional rep- 
resentation constituency, leaving Tokyo to 
act as coordinator. 

Six of the nine regions eventually came 
up with candidates of their own and with 
enough money to secure their registration 
(about ¥8-10 million for each region), but 
the Tokyo office was then left with the tricky 
decision of deciding the running order of 
candidates on its ballot paper. In the end this 
was settled by drawing lots — a method 
which frightened away some candidates. 

One of those who bolted from PONP, 
former pop singer Yamamoto Kotaro, 
ended up running as the first and only male 
candidate on the proportional ta- 
tion list sponsored by Chikyu Club (Global 
Club), a mini-party which aims to promote 
women’s rights. 

Personnel problems have also proved a 
headache to the Sarariman Shinto (Salary- 
man's New Party, SNP) a group formed be- 
fore the 1983 election to demand better tax 
treatment for company employees. The SNP 
has two members of the upper house, one of 
whom will be fighting for re-election as well 
as facing a rival group of the same name, 
which will not be contesting the election, but 
which claims authenticity. 

Under Japanese electoral law a political 

needs a minimum of five upper or 
lower house seats to be able to claim exclu- 
sive rights to the use of its name. The SNP 
hopes to elect at least one additional MP on 
23 July, raising its parliamentary strength to 
three, but outsiders are not sure whether 
even this will be possible. One of the party's 
problems in the current campaign has been 
to differentiate its anti-tax position from that 
of the Japan Socialist Party (JSP), which has 
made rapid strides on the strength of popu- 
lar dislike of the recently introduced 3% gen- 
eral consumption tax. 

Optimists among mini-party leaders say 
the group as a whole may win enough seats 
to hold the balance between a greatly re- 
duced Liberal Democratic Party (LDP) and 
the five major opposition parties, including 
the communists. But the JSP's success in 
channelling much of the anti-government 
protest vote could make this difficult. 

The other reason why the mini-parties 
may fail to stay the pace is that the LDP could 
change the proportional representation sys- 

tem which has allowed them to flourish (be- 
cause the system allows the voter to write 
down a party name, instead of a candidate). 
LDP officials, who dislike the present system 
because it has led to too much money being 
spent on securing favourable positions on 
the party's own proportional representation 
list, are said to be planning to scrap it before 
the next election. n 
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China bans sale of 
foreign journals 


> China has banned the public sale of 
non-communist foreign newspapers and 
periodicals, including the REVIEW. The ban, 
according to Chinese importers, is the result 
of the drastic fall in hotel occupancy rates in 
Chinese cities in recent weeks. These 
publications are sold mainly in hotel shops. 
However, the real reason for the ban 
appears to be the critical reporting of the 

4 June massacre and of the subsequent 

. large-scale arrests of dissidents. 


Gandhi stopover clears 

way for Bhutto's visit 

> Indian Prime Minister Rajiv Gandhi's 
stopover in Islamabad on 16 July produced 
no obvious results other than to pave the 
way for Pakistan Prime Minister Benazir 
Bhutto's scheduled tour of India in two 
months' time. At their joint press 
conference, the two leaders admitted to a 
continuing divergence of views on such 
bilateral issues as Kashmir, nuclear 
non-proliferation, armed confrontation on 
the Siachen Glacier and the military buildup 
in both countries. Although both clashed 
on some of the points during the press 
conference, Bhutto said there could be no 
quick-fix solutions to the huge backlog of 
differences, which must be chipped at 


patiently. 


Thai prime minister 

to visit the US 

P Thai Prime Minister Chatichai 
Choonhavan will make his first official visit 
to the US in November. Chatichai will meet 
President George Bush and other senior US 
officials in Washington. The US is one of 
Thailand's top trading partners and 
supplies most of the country's military 
hardware. However, growing friction 
between the two governments over 
intellectual property rights for US goods has 
strained their normally good relationship. 
Chatichai is also expected to travel to several 
other major cities to talk to US businessmen 
and expatriate Thai communities. 


Senators query proposed 
US-South Korea fighter deal 
> On 17]July, during South Korean 
Defence Minister Lee Sang Hoon’s visit to 
Washington, a number of US senators 
introduced a resolution restraining 
President Bush on the US-South Korean 
co-production of fighter aircraft for Seoul's 
air force (REVIEW, 20 July). The resolution 
requires that a bilateral memorandum of 
understanding be signed only after the 
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General Accounting Office has reviewed 
the proposal and the Secretary of Defence 
has reported to Congress on the impact the 
proposed deal will have on US industry and 
the US-South Korea trade. 


Jakarta bolsters military 
cooperation with Australia 


> Gen. Try Sutrisno, Indonesia's armed 
forces commander, wound up a six-day 
visit to Australia, saying the trip had eased 
frictions between the two neighbours. 
Sutrisno, the first Indonesian armed forces 
chief to visit Australia in 13 years, accepted 
an invitation for Indonesian officers to 
observe Australia's "Kangaroo '89" military 
exercises in August. On his return, he said 
his visit would pave the way for greater 
military cooperation between the two 
nations in the future. Sutrisno is the latest in 
a string of high-ranking Indonesian officials 
to visit Australia in the past 10 months. 


Social indicators 


China's changing population 
structure 





1950 1960 1970 1990 1990 2000 2010 2020 
Source: The Prospects of World Urbanisation, UN. 


Seoul alleges opposition 
politician was a spy 

> North Korea is actively recruiting 
dissident figures in South Korea for 
espionage missions even while proposing 
peaceful dialogue with Seoul, South 
Korea's top security agency said on 17 July. 
In its first official statement on the arrest of 
opposition legislator So Kyong Won on 
suspicion of espionage, the Agency for 
National Security Planning said that North 
Korea recruited So in 1985, directing him to 
run for the national assembly and fund 
various anti-government activities including 
a violent farmers' riot against import 
liberalisation. So is a member of Kim Dae 
Jung's Party for Peace and Democracy (PPD) 
and his case has severely embarrassed Kim. 
The agency said that Kim and former PPD 
vice-president Moon Dong Hwan would 
be subpoenaed for questioning by the 
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prosecution later, but the oppositionists 
have argued they had nothing to do with 
So's case. 


Roh sacks intelligence 
chief, reshuffles cabinet 
> Ina partial 
reshuffle of his cabinet 
on 19 July, President | 
Roh Tae Woo fired his ` 
top intelligence 
official and the chief 
police administrator 
in a move to divert 
increasing criticisms 
over the performance Roh. 

of their agencies. At 

the same time, Roh appointed Choi Your - 
Choul new minister of labour in an 
apparent effort to deal with the rising 
number of labour disputes. Roh appointed 
Suh Dong Kwon, former attorney-general, 
as director of Agency for National Security 
Planning, replacing Park Seh Jik, who 

was criticised for his agency's failure to 
monitor the visits of opposition legislator So 
Kyong Wan and a dissident student leader 
to North Korea. Roh also removed one of 
his close relatives, Park Chul Un, from the 
presidential staff and appointed him as the 
new state minister for political affairs. Park 
has been accused of overstepping 
bureaucratic demarcation lines in moving 
towards détente with the Soviet Union. 





Paris economic summit 
notes Hongkong concerns 


> The 14-16 July summit in Paris of the 
seven leading industrialised powers 
condemned China's recent actions in 
suppressing demonstrators and called foi 
Peking to do whatever was necessary to 
restore confidence in Hongkong. While the 
1984 Sino-British Joint Declaration has been 
lodged before the UN and the recent EC 
summit discussed Hongkong, Britain 
believes that the endorsement of 
international concern by the summit seven 
is of considerable importance. But none of 
seven — the US, Canada, Japan, West 
Germany, France, Italy and Britain — gave 
any undertakings to offer abode to 
Hongkong people or to extend any other 
specific form of aid. The summit 
communiqué said that the seven 
"understand and share the grave concern 
felt by the people of Hongkong" following 
recent events in China. It called upon China 
to “do what is necessary to restore 
confidence in Hongkong. We recognise that 
the continuing support of the international 
community will be an important element in 
the maintenance of confidence in 
Hongkong." 
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Agreement reached on new parliament rules 


Quorum co 


By Lincoln Kaye in Taipei 


nder a compromise struck by law- 
i | makers of the ruling Kuomintang 

(KMT) and the opposition Democratic 
Progressive Party (DPP), Taiwan has finally 
got a parliament that can actually vote. The 
deal cuts by one-third the number of law- 
makers needed to convene a session of the 
Legislative Yuan and proportionately re- 
duces the number needed to introduce bills. 

Under previous quorum rules resolu- 
Hone could be passed by acclamation only. 
i may have worked well enough for a 

er-stamp legislature, such as Taiwan 
had during its 39 years of martial law prior to 
1987. But, in a fast democratising multiparty 
polity where parliament has real work to do, 
the old quorum requirement of 127 lawmak- 
ers only made for legislative log-jams. 

What was worse, from the standpoint of 
the KMT, the acclamation system gave a 
small handful of opposition lawmakers an 
effective veto over all bills and a blank 
cheque for filibusters. With division votes, 
the KMT — which controls all but a dozen 
seats — can easily carry on its 
own any measure it wants. 

But, in exchange for this 
freedom, the KMT has given up 
its exclusive control over the 
legislative agenda. The new 
sponsorship requirements — 
10 members for ordinary resol- 
utions and 20 for new laws — 
'--* just about within the DPP's | 

1 in December's first-ever — 
islandwide parliamentary elec- — 
tions. 

The previous requirements 
(20 sponsors for ordinary bills 
and 30 for legislation) were 
especially raised three years 
ago, when the DPP first began 
making electoral inroads, so as 
to keep the opposition from 
using parliament to spread its 
message through the newly liberalised 
media. The blocking tactic did not work, as 
KMT lawmakers now admit, since DPP legis- 
lators simply seized the rostrum to sound off 
— often volubly — on any issue they 
pleased, quorum or no quorum. 

It was better to have the opposition tabl- 
ing resolutions than jumping on the table, 
KMT lawmaker Huang Chi-wen suggested. 
"They have a right to be heard, and it's a 
sign of our political maturity. I hope the DPP 
actually gets as many as 20 seats in De- 
cember.” 
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Taiwan's elderly parliamentarians: end to legislative log-jams. 


mi 

Even if it does, the opposition may have 
a hard time carrying the resolutions it intro- 
duces. "Public policy legislation — con- 
sumer protection, environmental protec- 
tion, traffic laws — should be no problem for 
them," said KMT legislator Chao Shao-kang. 
Joint KMT-DPP sponsorship of such legisla- 
tion is even possible, he believes. 

But for a while to come, Chao does not 
see much chance for the parliamentary op- 
position to score any more than rhetorical 
gains on such "sensitive issues" as national 
security or civic organisations. That has not 
deterred flamboyant opposition legislator 
Chu Kao-cheng from setting an ambitious 
legislative agenda. His top priorities for 
coming sessions, he said, will be laws to 
"de-politicise" Taiwan's courts and the mili- 


The DPP-KMT compromise addresses 
only obliquely the issue of elderly par- 
liamentarians who have been frozen in of- 
fice since 1948, the last time the KMT was able 
to conduct elections in mainland China con- 
stituencies before retreating to its "tempo- 
rary" bastion on Taiwan. This 40-year-old 
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election, plus a couple of supplementary 
polls, forms the basis of the official 886-seat 
legislative roster, one-seventh of which used 
to be needed for a quorum. 

Most of these 886 members, though, are 
already dead, bedridden or living outside 
Taiwan, so that raising a quorum has grown 
steadily harder over the years. Even if the re- 
quisite 127 members — or at least their sig- 
natures — can be mustered up to convene 

iament, many of the older legislators 
either head straight back home or re- 
tire to heavily curtained, air-conditioned 
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resting rooms on parliamentary premises. 

Rarely are there more than 80 members 
in the legislative chamber during a working 
day. When election campaigns are on, as in 
the current run-up to the 23 July primaries to 
select candidates, the tally runs even 
lower. That makes roll-call votes impossible 
— hence the need to pass resolutions by ac- 
clamation. 

One defence cited for the continuing ten- 
ure of the mainland-elected octogenarians 
has been that they are necessary to complete 
a quorum. But under the new rules, a 
quorum will only require one-third of the 
lawmakers who sign up for each legislative 
session. That could come to anywhere from 
80-90 members, depending upon how 
many of the elderly mainlanders take ad- 
vantage of their freshly enhanced retirement 
benefits to quit voluntarily before Sep- 
tember, when the next session begins. 

The ppp had sought wholesale retire- 
ment of 70 members as part of the com- 
promise settlement. One parliamentarian 
even bedecked himself with slogans and 
hijacked the speaker's rostrum for several 
successive sessions to press this demand. 

But the KMT could not concede this point, 
Huang explained, since there was no legisla- 
tion in place to compel old parliamentarians 
to leave. The ruling party did, however, 
meet another opposition demand when it 
agreed to adjourn the next legislative session 
in November so as to allow a full month of 
unencumbered campaigning before the 

election. 
> The conciliatory KMT mood 

owed much to the ruling 
s eagerness to ram 

through bills before the mid- 
July close of the last legislative 
session. On its last day, the as- 
sembly whipped through a 
total of 18 items, ranging from 
budgetary bills to environmen- 
tal protection, foreign invest- 
ment laws to copyright protec- 
tion, tariff reductions to higher 
education reform. 

Not everyone was en- 
amoured of the legislature's 
brisk new style. A delegation of 
students from 11 universities 
and 28 polytechnics showed up 
at the gates of parliament to de- 
mand more autonomy for stu- 

dents and teachers and to protest the cur- 
sory debate on the education bill. The mea- 
sure was put over to the next session. 

Observers worried, nevertheless, that 
the batch-processing of legislation might be 
a foretaste of things to come as the KMT 
throws its weight around under the new 
system of division votes. Chao discounts 
such fears: “Look at the city and county 
councils, where there are no old hold-over 
members and the KMT has absolute 
majorities. Still, we don't ride roughshod 
over the opposition.” * 
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COVER STORY: 


Asian naval expansion contains potential for conflict 


Command of the seas 





By Tai Ming Cheung in Hongkong 
sia’s geo-strategic landscape is in 
flux. US and Soviet influence is in 
retreat, and emerging as the next 
regional aspirants are China, India 
and, more tentatively, Japan. Defence 
planners in these countries have begun 
to broaden the scope of their security per- 
spectives, from securing the defence of na- 
tional borders to more expansive notions of 
external defence and regional influence. 
Friction from overlapping interests seems 
inevitable. 

A central feature of this shift in strategic 
orientations is the re-emergence of the im- 
portance of seapower, until recent years a 
neglected dimension in the defence calcula- 
tions of these states. Since its independence 
in 1947, India’s main security preoccupa- 
tions have been along its northern land bor- 
ders with Pakistan and China. This has also 
been true for China, whose primary threat 
sincé the 1960s has been from its continental 
neighbour, the Soviet Union. Japan's de- 
fence responsibilities until recently have 
been largely left to the US. 

However, evolving strategic realities 
have brought the importance of seapower 
back into focus. For India and China, with 
strong continental traditions, this has been 
more problematic than for an island nation 
such as Japan, which has recently extended 
its maritime defence perimeter to 1,000 nauti- 
cal miles from its shores. Neverthe- 
less, various developments have 
helped to concentrate the attentions 
of defence policymakers in Peking, 
New Delhi and Tokyo. 

It was the appearance of a US 








Similar considerations over protecting 
offshore regimes and sealanes have helped 
the Chinese navy's case for more re- 
sources. Their position has been further 
strengthened with the dispute between 
China and Vietnam over sovereignty of the 
Spratly Islands, which has helped to high- 
light various weaknesses in Chinese long- 
range naval capabilities. Also, the land 
threat from the Soviet Union has declined in 
the past few years, but the Soviet naval 
threat remains current. 

Pressure from the US on Japan to assume 
a greater share of the burden of its own de- 
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fence, coupled with the growth of the Soviet 
Pacific Fleet has led Tokyo’s defence plan- 
ners to refocus the navy’s mission on de- 
fending sealanes well beyond territorial wat- 
ers leading to a major expansion of sea 
forces in recent years. Compared with 
China and India, however, the emphasis is 
much more on defensive capabilities, such 
as improving its anti-submarine warfare op- 
erations. 

China and India and, more tentatively, 
Japan, have been looking at acquiring the 


Naval strength 
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India's first submarine only entered ser- 
vice two decades ago. Since then, however, 
the expansion of its force has been rapid. 
Currently, the Indian Navy has some 14 
submarines, with at least four more on 
order. One of the submarines is a leased 
Soviet nuclear-powered Charlie 1 class ves- 
sel. The strategic imperatives for nuclear 
submarines is obvious enough, said a 
former commander of the Indian Navy, 
Adm. S. N. Kohli. “India cannot be content 
to have the nuclear submarines of o 
powers prowling round the Indian Ocean 
and not be able to deter them in any way. 
The presence,of an Indian attack submarine 
would make them think twice before under- 
taking such a deployment." 

The Chinese submarine force is the 
world's third largest, with some 110 conven- 
tional, one strategic and three tactical nu- 
clear vessels. New Delhi is known to resent 
the regional criticism of its own defence build- 
up, while China's modernisation, includ- 
ing the accumulation of nuclear weapons, 
goes largely unquestioned. 

Carriers and submarines, however, only 
provide one dimension of power projection: 
control or denial of the air and sea to the 
enemy. For a serious regional power, it also 
is necessary to be able to deploy troops and 
to capture or safeguard territorial assets. 
Only the Chinese in this respect possess 
such capabilities, with one brigade of some 
4,500 amphibious assault marines and ~~- 
airborne group army of three | 
sions. 

That India does not have similar 
capabilities, Indian officials claim, 
demonstrates that its military posture 
is defensive rather than that of a re- 
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The continuing presence of extra-region- 
al navies — US, Soviet and French — in the 
Indian Ocean, has kept the strategic signifi- 
cance of naval power at the top of defence 
priorities. In addition, there has been a 
greater appreciation of the need to defend 
the country’s 200-mile exclusive economic 
zone, and the protection of the sealanes of 
India’s external trade. 


necessary vessels to realise their blue- 
water ambitions, including aircraft carriers 
and nuclear submarines. Only India cur- 
rently has carriers in service — two light, 
World War II vintage ships. The Chinese 
have plans to build at least one. The Japan- 
ese have begun to quietly explore the possi- 
bility of commissioning carriers at the turn of 


century. 
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is on coordinating naval planning and oper- 
ations among the various countries, but 
keeping in mind regional sensitivities, this is 
being done through bilateral rather than 
multilateral ties. 

Part of the impetus for expanding naval 
cooperation among the Asean states is the 
real possibility of the US vacating its military 
bases, in whole or part, from the Philippines 
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n the next few years. The US naval presence 
nas been a central pillar of Asia's strategic 
»alance in the past few decades. Any pull- 
out would lead to a power vacuum, at least 
in the view of regional defence planners, 
which could see China or India attempting 
fill the gap. 

Peking already is seriously wooing 
Bangkok and successfully mending its 
fences with Jakarta. Tokyo has become more 
diplomatically active in this region, using its 
economic wealth to assist the economic de- 
velopment of various countries, such as the 
Philippines. But any attempt by the poten- 
tial aspirants to replace the US in its strate- 
gic role is likely to be unwelcome. There are 
still deep suspicions of the Japanese and 
Chinese, and the Indians are an unknown 
element in East Asia. 

Asia's waterways could thus become the 
main sites of future friction as states jostle to 
d  rcatetheirspheres of control and influ- 
e  orrevive dormant disputes over island 
claims — such as that between Peking and 
Tokyo over the Senkaku Island, which lies 
between Taiwan and Okinawa. 

For China, its maritime 
backyard stretches from the 
South China Sea into the East 
China Sea and the Yellow Sea. 
India's domain will continue to 
extend deeper into the Indian 
Ocean. More cautiously, but 
nevertheless inevitably, Japan's 
maritime aspirations will see it 
expand its defence concerns 
beyond currently defined 
perimeters. 

In the 1980s, and notably 
under Prime Minister Rajiv 
Gandhi's tenure, India has, 
sometimes aggressively, impos- 
ed its authority in events around 
South Asia, in what some ob- 
s  rscall the Rajiv South Asia 
N oe Doctrine. This has 
seen Indian troops sent to help 
quell ethnic unrest in Sri Lanka, 
and crush an attempted coup in the Mal- 
dives. India also has recently exerted 
its economic might against Nepal in a 
trade dispute triggered in part by 
Kathmandu turning to Peking for some 
weapons. 


ndia's regional sphere of influence 

stretches from the Gulf to Southeast 

Asia, in addition to neighbouring 

Nepal, Bhutan and Bangladesh. In- 
dian military officials privately suggest that a 
tacit understanding should be achieved 
with Peking to delineate their respective 
spheres of influence between the Indian 
Ocean and South China Sea to reduce the 
potential for future friction. 

But Indian officials reject the suggestion 
they are attempting to become the region's 
policeman. “All India is doing is strengthen- 
ing its defences to take care of its security re- 
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quirements which it cannot avoid. It is a 
large country, with long land and sea bor- 
ders, as well as an extensive exclusive eco- 
nomic zone,” Indian Defence Minister K. C. 
Pant told the REVIEW. 

Indian analysts close to the government 
said that their country’s strategic coopera- 
tion eventually will extend to Asean and 
Southeast Asian neighbours, such as 
Burma, Indonesia and Vietnam, to help 
check Chinese encroachment into that re- 

on. 

i China's regional claims are extensive. Pe- 
king has made it known it does not entertain 
the claims to the Spratly Islands in the South 
China Sea made by Vietnam, Malaysia and 
the Philippines. It also has been quick to 
seize upon opportunities to develop its in- 
fluence in Southeast and South Asia, most 
successfully with Thailand and Pakistan, 
and to a lesser extent Burma, Bangladesh 
and Nepal, with weapons sales and eco- 
nomic assistance. 

To its east, Chinese warships have begun 
to patrol and exercise deeper into the West- 


Turbulent seas 


ern Pacific. Warships have engaged in man- 
oeuvres as far as Iwo Jima, more than 2,500 
nautical miles off the Chinese east coast. The 
navy’s concerns in this area focus on 
Taiwan, the sealanes, the presence of the 
Soviet and US navies, and, in the longer 
term, Japanese strategic intentions. 

China's increasingly active regional influ- 
ence-building also includes the Gulf and, 
most importantly, Iran. Its arms sales to 
Iran, and various other Middle East states, 
including Iraq and Saudi Arabia, have been 
well documented. Building on an increas- 
ingly intimate Sino-Iranian relationship, and 
Teheran's alienation from the West, Peking 
is likely to increase its links, especially in the 
economic sphere. Sino-lranian trade, 
excluding arms sales, is expected to reach 
US$600 million this year, making China 
Iran's sixth-ranking trading partner. By lin- 
kage, Chinese aspirations into West Asia 
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could lead its interests into the Indian 
Ocean. 

India, likewise, takes a close interest in 
the Middle East, especially in relation to 
Pakistan. The prospect of a strategic consen- 
sus between Pakistan and Iran, which could 
ultimately see a strong Islamic strategic belt- 
way from West Asia into the Subcontinent, 
is a cause of unease for Indian officials. 


apan's extension of its maritime sec- 

urity responsibilities was motivated 

both by its dependence on imports for 

critical raw materials, and pressure 

m Washington to assume a so far vaguely 

outlined burden-sharing role in regional de- 

fence. Japanese officials stress that a con- 

siderable strengthening in Japan's military 

and, especially, naval, capabilities will pre- 

sent no threat to the rest of Asia. But many 

of their neighbours remain unconvinced 

and point both to Japan's past military re- 

cord and its current aggressive trade 
policies. 

As these spheres of influence become 

more firmly etched and pur- 

Ë sued and the major players' 


SOVIET | \\union M ž economic and military might 
E y grows, the possibilities of fric- 
by ¥ tion among them is likely to 


rise. Indians are resentful that 
China is accepted as one of the 
central players in the interna- 
tional system, while they are 
not. The Chinese in turn are in- 
creasingly frustrated at what 
they see as an unfair economic 
relationship with the Japanese. 

Sino-Indian  rivalries, of 
course, run much deeper than 
resentment. "They are com- 
petitors in the strictest sense of 
the term," said R. Subarama- 
nian, a senior researcher in the 
Institute for Defence Studies 
and Analyses in New Delhi. Al- 
though relations warmed per- 
ceptibly with Gandhi's visit to 
Peking in December, any détente between 
the two countries is likely to be slow and 
limited. 

Few analysts are optimistic that a settle- 
ment to the Sino-Indian border dispute is 
likely, given current and evolving strategic 
realities. There is strong distrust, particu- 
larly among defence planners, of each 
other's intentions. "While China reduces its 
military forces and defence spending, and 
concentrates on economic development, 
India is going down the road of milita- 
risation," said one Chinese military an- 
alyst. 

i Peking, does not see the bulk of the In- 
dian buildup as specifically directed towards 
it. But the dedication of a third of the military 
assets deployed in India’s north to the Sino- 
Indian theatre, and those forces’ steady 
modernisation, does little to relax tensions 
in the area. China ranks India, alongside 
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Vietnam, as one of its most likely foes over 
the next couple of decades. 

Indian assessments of Chinese milit 
intent are equally suspicious. "China i babel 
ligerent, hegemonistic power that will not 
hesitate to use any force at its disposal to 
threaten its neighbours," said Subramanian. 

The Indian Defence Ministry's 1988-89 
report highlighted China's arms sales to 
South Asian countries, calling it a disquiet- 
ing feature that could adversely affect the re- 
gion's security. However, it is the Chinese 
navy which increasingly will become the 
focus of concern for defence planners in 
New Delhi, which has previously concen- 
trated on the Pakistani, US and Soviet 
navies. India is concerned over the potential 
of China to station nuclear ballistic missile- 
carrying submarines in the Indian Ocean. 

Analysts believe a Sino-Indian naval con- 
frontation or new border clash is still some 
way off. But while the two military establish- 
ments in the current détente climate lack 
identifiable threats, they have serious 
domestic troubles to deal with. Some ana- 
lysts fear that one defence hierarchy might 
seek to accentuate the threat from the other 
side in order to justify demands for greater 
allocations of resources, which for both the 
military establishments have recently been 
squeezed. 

However, it is Japan's naval buildup that 
is of most concern to China and other Asian 
states. Japan's navy already possesses more 
than 60 major warships, with others on 
order. This compares with China's 53 and 
India's 31. The steady growth in capabilities 
is unlikely to slacken over the next few 
years. This year's defence budget rose by 
5.9% in line with the previous few years. 
And senior Japanese politicians and a grow- 
ing number of the political élite believe 
that Japan should develop a defence cap- 
ability commensurate with its economic 
clout. 

The main thrust of Japan's rearmament 
— including the expansion of anti-sub- 
marine capabilities — is directed against the 
Soviet Union. Tokyo has said it believes that 
despite Moscow's offers of defence reduc- 
tions, its main threat is from the Soviet 
naval forces, which remain at strength. And 
with more than 70% of its oil imports flow- 
ing through the Indian Ocean from the Gulf, 
Japanese strategists believe they should be- 
come more concerned with India's quest for 
naval preeminence in that part of the world. 

Conversely, India is closely monitoring 
how Japan's regional role will evolve, espe- 
cially its moves into Southeast Asia. Even if 
Japan plays an indirect role in that region's 
security by providing economic aid rather 
than a direct military presence, the result 
would still be a major and influential Japan- 
ese presence in Southeast Asia. India would 
rather see its own influence extend there. “It 
needs to be stressed that India cannot re- 
main isolated from [the Asia-Pacific Re- 
gion],” said Subramanian. * 
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India’s modernisation programme worries neighbours 


Build-up backlash 


By Tai MingCheunginNewDelhi — Cheung in New Delhi 


He rapidly modernised its hard- 





ware in recent years, India has 

forged a formidable armed force 
with a new military doctrine and a political 
will unafraid to flex its muscles. All the same 
major gaps still exist, which limit India's abi- 
lity to project its forces regionally. 

India's defence budgets have more than 
tripled since 1981, from Rs 4,200 crore 
(US$2.75 billion), to Rs 13,200 crore in 1988, 
or from 3.5% of GNP to 4.7%. Spending has 
been devoted to procuring an impressive ar- 
senal of state-of-the-art weapons systems. 
For the army, with 1.2 million soldiers, this 
includes nearly 2,000 Soviet T72 tanks, and 
the indigenously developed Arjun main bat- 
tle tank. The air force, with some 725 combat 
aircraft, is being equipped with the latest 
Western and Soviet models. The navy has 
leased a Soviet nuclear-powered submarine. 
It also has two aircraft carriers and 29 other 
major warships. 

Another significant area of activity is the 
development of a long-range missile capa- 
bility. Indian rocket expertise is relatively 
sophisticated, and work on long-range bal- 
listic missiles is well-advanced. The Agni 
rocket, with a range of more than 2, 500 km, 
had its first test launch in late May. Various 
tactical missiles will soon enter service, in- 
cluding the battlefield Prithvi missile. With 
Pakistan also well on its way to developing 
more limited range missiles, the Subconti- 
nental missiles race is likely to accelerate. 

The growing belief that Pakistan now 
possesses a nuclear capability has yet to per- 
suade New Delhi to give the go-ahead for 
the development of its own nuclear wea- 
pons, which, analysts say, require just a 





Pakistani patrol craft. 
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"spanner's turn" for completion. With con 
cerns that China may retarget some of its nu 
clear missiles against India as a response tc 
its missile programme, the strategic impera 
tives may now be finally pressing enough tc 
convince Indian policymakers that the day 
for an unambigious nuclear deterrent has ar- 
rived. 

The Indian military-industrial complex 
ranks as one of the largest in the developing 
world, on par with China. With investment 
in the defence industry estimated at more 
than Rs 30,000 crore in the past 40 yer it 
has indigenously designed and builtt ;, 
aircraft, and other weaponry. 

The government recently sanctioned 
arms exports to help offset the massive bur- 
den of arms imports, totalling more than 
US$5.2 billion in 1987 alone, making India 
the world's largest importer. Analysts say 
Indian arms expertise could compete effec- 
tively in the Third World, especially in missil- 
ery where the Chinese hold a virtual 
monopoly. Arms exports are also another 
means by which New Delhi could exert in- 
fluence abroad. As yet, "there are no deals 
in the pipeline," K. C. Pant, the defence 
minister told the REVIEW. 

The confidence developed by the arms 
buildup has generated an offensive military 
posture focusing on forward defence. Army 
commanders have put greater emphasis on 
mobility, mechanised warfare, and develop- 
ment of élite forces. Although the basis for 
the buildup has been the threat from Pakis- 
tan, to a lesser extent, China, anc "e 
broader geo-strategic notions of region — + 
fence, observers fear that the momentum 
generated by the buildup may see new 
rationales emerge to redefine the use of 
these capabilities. 

Some commentators have interpreted 
various military actions to indicate that these 
aggressive attitudes are coming to the fore in 
policymaking. Some recent pointers include 
the sending of troops to occupy the Siachen 
Glacier in Kashmir, and confrontation with 
China on the Sino-Indian border in 1987. 

Another example of a more gung-ho mi- 
litary posture is the holding of elaborate 
exercises, to test the new operational con- 
cepts, provocatively close to the country's 
borders with Pakistan and China. Operation 
Brass Tacks in the winter of 1986-87 was 
India's largest-ever army exercise, involv- 
ing 150,000 troops and 2,500 tanks op- 
erating a few miles from the Indo-Pakis- 
tan border. Another wargame codenamed 
Falcon, involving three divisions, was con- 
ducted in Arunachal Pradesh, near the Sino- 
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"ndian border. Senior Indian said 
"hese operations were intended to show “to 
a belligerent neighbour, the power and 
strength of India's armed forces." 

More disturbing is a growing willingness 
among political leaders to make use of the 
military to pursue foreign policy goals. New 
IDelhi despatched an Indian peace-keeping 
Korce to Sri Lanka in 1987 — the troops are 
still there — and sent commandoes to foil a 
coup in neighbouring Maldives last year. 

Another worry among both proponents 
and critics of this buildup is the ad hoc na- 
ture of defence planning. Critics say that the 
lack of a coherent overall strategy to define 
the use of these capabilities will make it 
easier for some policymakers to abuse the 
armed might. Says one Western military at- 
tache in New Delhi: "The buildup is not of 
concern, but the intent is. The Indians do 
not seem to have any clearly defined game 
plan for these capabilities. That is what is un- 
s. wg" 

~-itics point to such controversial figures 
as Gen. K. Sundarji, army chief from 1986- 
88, and one of the chief architects in revamp- 
ing the army into a more offensive force. 
They charge that Brass Tacks, which 
brought India and Pakistan to the brink of 
war, was mastermined by Sundarji, who 
convinced pliant political leaders of the need 
for such a bold display of Indian military 
might. 

The proponents warn against the coun- 
try's impulsive responses to events, as with 
the Maldives. "Our navy is too small to go to 
the help of every one of the 44 littoral nations 
in the Indian Ocean. There is room for insta- 
bility in almost all of them," said a retired ad- 
miral. 

Indian officials say such portrayal of the 
country as an emerging regional bully is un- 
founded. They privately hint it is mere pro- 
paganda by the US and Pakistan. The offi- 
cials argue that there is, in fact, no Indian 
1 wy buildup, but rather a modernisation 
(x val equipment, long overdue. And given 
India’s size and responsibilities, the force 
modernisation is purely defensive. They 
point out that India has no amphibious land- 
ing capabilities, the pre-requisite for a re- 
gional aspirant, and is weak in many other 
important areas, such as intelligence gather- 
ing and logistics. 

Although the buildup is impressive, how 
effectively the Indian armed forces would 
perform is another matter. While the 
buildup emphasises hi-tech arms, many of 
the conflicts that might occur, say analysts, 
are likely to be low-intensity affairs, which 
can be dealt with by the coast guard or po- 
lice. 

Even in a conventional war against a less- 
er foe, such as Pakistan, India’s superiority 
in numbers and firepower may not guaran- 
tee it victory. The navy would be hard-pres- 
sed to defeat the much smaller Pakistani 
navy. The creaking Indian carriers are consi- 
dered vulnerable to Pakistan’s fleet of mis- 
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Indian troops return from Sri Lanka. 


sile boats. In any case, the navy would be no 
match against the Soviet or US fleets. 

Although the military's confidence is 
high, the new doctrines, weapons and force 
organisations have yet to be proven in com- 
bat. The memory of an over-confident army 
being routed in the 1962 Sino-Indian conflict 
serves as a remainder not to take military 
preponderance for granted. Exercises such 
as Brass Tacks also show that major prob- 
lems, including poor logistics, remain to be 
ironed out. 

By the end of the century, planners en- 
visage an expanded army of 45 divisions. 
The navy would like a three-carrier force, 
and more submarines, especially nuclear, to 
adequately patrol its domain. The air force's 


& modernisation will continue, with the indi- 


genously designed Light Combat Aircraft 
(LCA) scheduled for induction in the late 
1990s. A small missile force, made up of con- 
ventionally armed intermediate range mis- 
siles is also conceivable by the century’s end. 

Such plans presume that defence 
budgets will continue to grow. This year, 
however, saw defence expenditures held at 
1988 levels, which represented a cut in real 
terms, made all the more painful because 
the services had planned for increases. Even 
major plans under way have been cancelled 
or cut back. Half of the Mirage 2000s ordered 
were cancelled, leaving a major hole in the 
air force’s plans. Longer-term schemes are 
also likely to be hurt. 

Many analysts believe the boom years for 
the armed forces are over, and that the next 
few years will see a severe tightening of de- 
fence appropriations. This will, however, 
depend on whether Pakistan and China 
slow down their own arms buildup. 

This year's budget freeze, said Indian of- 
ficials, was a message to Islamabad that 
New Delhi was willing to mutually de-esca- 
late the arms race. The recent agreement by 
both countries to resolve their dispute over 
the Siachen Glacier seems a positive pointer 
to future trends. The US decision to sell 
Pakistan 60 additional F16 fighters, may 
however, lead to a further intensification of 
the arms race. “We will certainly respond to 
counter Pakistan's F16 acquisition,” said 
Defence Secretary Naresh Chandra. There 
seems little hope that the militarisation of 
South Asia will slow down soon. » 
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China looks well beyond coastal waters 





he ruthless suppression of Chinese 
l protesters by the People's Liberation 
Army (PLA) last month sent shivers 
around Asia, reviving the spectre of a 
maverick and more threatening China. Ob- 
servers speculated on how China would 
react to tensions in other states, if it could 
order the shooting of its own citizens, and 
wondered if it could seek foreign military 
adventures to draw attention from its 
domestic woes. 

Such fears served to heighten existing re- 
gional concern over the modernisation of 
China's military capabilities. The PLA today 
is a much revitalised army from the flabby, 
ill-prepared outfit that fought with dubious 
distinction against Vietnam in their 1979 bor- 
der war. Following that conflict, it under- 
went an extensive shakeup, yielding a slim- 
mer, more organised and professional out- 
fit; better able to fight modern wars. The 
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Force projection 





force posture has shifted from preparing for 
a large-scale defensive war against the 
Soviet Union to a focus on potential 
flashpoints along and beyond national 
boundaries, primarily against Vietnam, 
India and in the Spratly Islands. 

To equip the PLA with the capabilities for 
this extended security regime, the emphasis 
has been on building up the navy and 
marine corps, and restructuring army for- 
mations to be more mobile and better integ- 
rated. These are prerequisites for an effec- 
tive power projection capability. 

Given the PLA's enormous size — more 
than 3 million troops — some units have 
been emphasised over others in the alloca- 
tion of limited resources. Of the PLA's 25 
group armies, only three have been given 
priority in new weapons acquisitions. 

The navy has been accorded special at- 
tention in funding with new bases, more 
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up-to-date warships, missiles and other 
equipment. There have also been attempts 
to import air-fuelling technology for the 
navy's air arm, but Western restrictions on 
technology transfer have frustrated the ef- 
forts. Long-distance deployments and exer- 
cises have increased, especially around the 
South China Sea. The navy currently pos- 
sesses more than 50 major warships and 
some 114 submarines. 

Although the navy is thinking in blue 
water terms, the reality is that it is still an es- 
sentially coastal water force. It possesses no 
aircraft carriers to provide long-range air 
cover, and many warships of 1950s vintage 
Soviet designs are antiquated. It would be 
ineffective against the US or Soviet navies, 
though it would be more evenly matched 
with the Indians, given its superior sub- 
marine assets. 

Likely additions to the end of the cen- 
tury, as funds become available, include 
construction of a 40,000-tonne aircraft car- 
rier, more submarines and missiles. 

Army force projection capabilities in- 
clude the development of an army aviation 
corps, which is being equipped indigen- 
ously and with foreign purchases — though 
the latter have been affected by the recent 
sanctions by Western countries. The impor- 


tance of helicopters as rapid frontline trans- 
port, as well as anti-tank platforms, have 
come to be recognised by Chinese defence 
planners. 

To get the troops and equipment to the 
front line, airborne forces have been 
strengthened. With sizeable numbers of 
Western airliners being purchased, and at 
the military's disposal in a crisis, airlift capa- 
bility has been significantly boosted. Such 
battlefield and strategic mobility has been a 
major feature of recent PLA exercises. 


ther essential aspects of a more for- 
() ward-oriented military posture are 


the upgrading of border defences, 
including better communications and roads 
to allow rapid reinforcements from the 
hinterland, and an improved logistics net- 
work. 

The cornerstone to China's regional 
power status is its nuclear arsenal. While its 
military relevance is small in Asia's conven- 
tional balance of power, its symbolic and 
psychological impact is more significant. 

New weapons are finally coming off pro- 
duction lines. They represent a major ad- 
vance from the obsolete Soviet copies with 
which frontline units are currently equip- 
ped. One feature of many of the new mod- 
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Japan slowly embraces wider regional role 


Sealanes' strategy 


he days of considering Japan merely 
an economic superpower are num- 
bered. The steady expansion of its 
military capabilities and an increased em- 
phasis on forward defence have raised con- 
cern in the rest of the region of Japan's future 
role in the Asian strategic order. 

As set down in the post-war constitu- 
tion, the Japanese Self-Defence Forces can- 
not possess offensive forces. The strict in- 
terpretation applied to this definition, how- 
ever, has been relaxed as a result of evolving 
strategic realities, including the Soviet mili- 
tary buildup in the region and calls for in- 
creased defence burden-sharing by the US. 

Tokyo has, consequently, expanded its 
sealane defence perimeter to 1,000 nautical 
miles, and defence spending recently ex- 
ceeded a self-imposed 1% GNP ceiling. The 
next steps in this expansion will come, de- 
fence analysts predict, when the National 
Defence Programme Outline set out in 1976, 
ends next year and a new plan, the Mid- 
Term Defence Programme, is drawn up. 

It is expected this new programme will 
provide for the acquisition of air-refuelling 
tankers. A study has already begun, ostensi- 
bly with the aim of enhancing air defences, 





but with obvious power-projection implica- 
tions. The air force’s F15s already possess 
limited inflight refuelling capabilities. 

A feasibility study also will begin on the 
need for small-sized “defensive” aircraft car- 
riers, paving the way for their eventual entry 
into service. This does not violate the con- 
stitution, says the Japan Defence Agency, 
because their missions will not be offensive 
— a distinction that neighbouring states 
might find less than reassuring. Construc- 
tion of a 20,000-tonne helicopter carrier 
could begin within five to 10 years, said 
Masashi Nishihara, professor of international 
relations at the Japanese Defence Academy. 

By 1990, the Japanese navy will have 
some 60 blue-water warships. The future 
emphasis though will not be on expanding 
the fleet, but rather on heavier and more 
capable ships, said Daniel Sneider, a Tokyo- 
based defence analyst. Four Aegis-class 
guided-missile cruisers are being procured, 
to enhance the navy’s currently limited sur- 
face-to-air cover. 

The possibility of military personnel 
going abroad may not be far away, analysts 
believe. Tokyo came close to sending mine- 
sweepers to the Gulf a couple of years ago 
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els is their incorporation of significant West 
ern technology. The latest air force intercep 
tor, the Shenyang FSII, is a Chinese fighte: 
updated with US$500 million worth of US 
avionics and weapons-control systems 
New main battle tanks, such as the T85, in 
corporate technology from Israel. Althougt 
outdated when compared with the lates 
Western or Soviet models, these weapon: 
are comparable to those found in the arsen 
als of its other neighbours. 

The arms sanctions imposed by mos 
Western governments are unlikely to have : 
serious impact on the Chinese military mod: 
ernisation effort. This is because the Chinese 
defence industry is largely self-reliant, 
shaped by the lessons drawn from the 
Soviet Union's abrupt pullout from its mili: 
tary treaty obligations to Peking in 1960, 
which left the Chinese military-industrial 
complex floundering for the following 
couple of decades. 

In addition, work on various de œ 
technology transfers was already we l- 
vanced, so that, though it could cause some 
disruption, the Chinese should be able to 
continue development. This includes the 
F8II fighter programme, begun in 1986, and 
with the prototype soon to be rolled out. 

8 Tai Ming Cheung 


when the Iraq-Iran War threatened to dis- 
rupt the flow of oil from the area. In the end, 
Tokyo decided to provide only financial as- 
sistance to the Western security effort. If 
such an event were to be repeated within 
the next few years, Nishihara believes Japan 
would send ships. 

Much of the present spending, however, 
is going on improving deficiencies in de- 
fences, rather than on building up a regional 
interventionist capability. In the event of a 
major conflict, against the Soviet Union, the 
planned improvements will create a limited 
air defence system which would enl e 
a military capability geared to hog 
off an invasion until US reinforcements 


arrive. 
It is the US-Japan security relationship 
that will determine the extent to which Ja- 
panese rearmament will take place, analysts 
said. The US demands on Japan to assume 
more responsibility for its national security, 
will leave Tokyo with little alternative but to 
build up its own forces. It is ominous, some 
analysts said, that the defence relationship 
has become caught up in the cantankerous 
trade dispute between the two countries 
which earlier this year threatened to disrupt 
the planned co-development of a new gen- 
eration fighter aircraft for Japan, the FSX. 
The present trend in reducing limits on 
the development of defence capabilities 
seems likely to continue. Although Japan 
might not publicly renounce the idea of an 
exclusively defensive posture, a more offen- 
sive and forward doctrine is the reality, ana- 
lysts said. u Tai Ming Cheung 
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;OUTH KOREA 1 


Teachers defy government ban to form union 


Classroom 
QO verworked, underpaid and com- 








pletely subordinated to government 
control, South Korean teachers have 
ong agitated for a nationwide union inde- 
»endent of the Education Ministry. Taking 
idvantage of recent moves towards demo- 
ratisation, they defied a government edict 
ind launched the National Teachers Union 
'NTU) in May. Now they have run into seri- 
yus trouble getting the new organisation 
egally accepted. 
he escalating confrontation between 
two sides has led to outbreaks of vio- 
lence all over the country, including unusual 
demonstrations by high-school students in 
Seoul and other cities trying to protect their 
teachers from being dismissed for joining 
the NTU. On 15 July at Kuro High School in 
Seoul, at least 20 youngsters were injured 
when riot policemen clubbed and lashed 
them for resorting to street protest. 

In the southwestern city of Kwangju, 
thousands of youngsters threw out their 
desks and chairs to protest at the school au- 
thorities’ decision to dismiss their teachers 





—n 
Pupils sucked into clase war. 


for supporting the NTU. In other cities and 
towns in the southern rural regions, stu- 
dents clashed with school administrators 
and riot policemen trying to enforce the gov- 
ernment ban on dissident teachers. 

While the number of students injured in 
these incidents is rising, some schools have 
started their summer vacations early to 
avoid further disturbances. The situation 
has so deteriorated that many specialists 
think the South Korean educational system 
faces a crisis. 

Earlier in the month, two Kuro students 
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risis 
shocked the country by jumping out of 
classroom windows to protest at the dismis- 
sal of NTU teachers. And across the country, 
some 5,000 teachers have staged classroom 
hunger strikes to dramatise their fight for 
legal recognition of the NTU. The police have 
arrested 57 teachers for illegal assembly. 

However, the government risks politicis- 
ing pre-university students with its tough 
policy of confrontation. "The situation of 
high-school youths joining adults [in politi- 
cal activism] is deplorable and worrisome," 
the Dong-A Ilbo, a leading daily newspaper, 
said in an editorial comment. 

Meanwhile, parents with children pre- 
paring for the highly competitive university 
entrance examinations are wringing their 
hands in despair. They are concerned that 
the current collision course might end up 
with high-school students being drawn into 
university radical movements. 

The Education Ministry refuses to recog- 
nise the NTU, saying teachers belong to the 
civil service and therefore under the law 
have no right to organise unions. It is con- 
cerned that if the NTU is recognised, it would 
affect other civil service sectors. The au- 
thorities have dismissed the example of 
neighbouring Japan, where a compromise 
was achieved under which the government 

ised an independent teachers' union 
on condition that it did not resort to strike ac- 
tion. 

The Education Ministry has threatened 
to sack all teachers aligning themselves with 
the NTU. Officials said those being dismissed 
would be replaced promptly by thousands 
of teacher-trainees on the waiting list for ap- 
pointments. 

A good part of the struggle is political. 
Theoretically, some 300,000 teachers from 
primary and secondary schools are grouped 
under the Federation of Korean Teachers 
Associations (FKTA), which the Education 
Ministry recognises as the only organisation 
representing their interests. But most 
teachers regard the FKTA as a government 
puppet, having no real autonomy. In fact, 
its top leadership is chosen by the ministry 
from the ranks of retiring bureaucrats. 

The NrU's seemingly endless capacity to 
absorb persecution has the public as well as 
the government worried. Apart from 65 
teachers already dismissed for supporting 
the dissident group, 92 others have been re- 
lieved of their teaching posts. The problem 
is that these dismissals have failed to have 
any noticeable effect on other recalcitrant 
teachers. NTU organisers said hundreds — 
even thousands — of teachers are in danger 
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“Look after this 
planet, it’s the only 
one we have? 





A personal messagc 
from HRH The Duke of Edinburgh, 
WWE International President. 


Acid rain. The pollution of 
soils, lakes and rivers. The 
imminent extinction of species. 
The destruction of tropical forests. 
All these have been headline news 
for many years. 

But they're only the tip ofan 
iceberg. Put them all together and 
add in the stories which never 
make the news, and you begin to 
see the hammering the world is 
taking from its huge and ever: 
growing human population. 

This hammering is cumulative 
Every new case is added to the 
damage that has already been 
done, so that we are constantly 
accelerating the process of 
destruction. 


Our life-support system 


All life on earth is inter: 
connected, dependent upon the 
physical processes taking place in 
the atmosphere and the oceans. 

This natural system is our life- 
support system, and if we damage 
any part of it we are putting Our 
own survival at risk. 

The purpose of WWF - the 
World Wide Fund for Nature - and 
all the other nature conservation 
bodies, is to limit any further 
serious damage and to restore the 
balance between man and his 
natural environment. Please take 
an interest in the health of our 
planet, itis the only one we have. 
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WWE International, CH-1196 
Gland, Switzerland. 
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of being sacked for their cause. "That would 
disrupt the education system, but if that is 
what government wants, we're willing to 
pay the price," said one NTU leader in Seoul. 

Low salaries and long working hours 
are serious problems afflicting the South Ko- 
rean teaching profession, but these have 
been aggravated by the Education Minis- 
try's bureaucratic control over the whole 
system, ranging from recruitment and 
promotion of teachers to choice of teaching 
material down to the administrative details 
of school management. Instructors have no 
leeway to develop or refine the courses of- 
fered to students. 

They badly need better pay. An average 
teacher with five-year experience earns Won 
437,000 (US$657.14) a month for instructing 
a minimum of five classes a day. Salary 
levels fall behind other clerical jobs and 
remain much below those of blue-collar 
workers such as taxi drivers. Some teachers 
are accused of accepting gratuities from par- 
ents to supplement their income, but such 
corruption is the exception rather than the 





SOUTH KOREA 2 


Security agents raid newspaper over North Korea story 


rule at most schools, say local observers. 

The government's inflexible stand on the 
NTU issue is partly attributable to its belief 
that a formally recognised union would turn 
into a massive political opposition base. In- 
creasing recruitment of young people in re- 
cent years has resulted in the steady infiltra- 
tion of political radicals into the teaching 
profession. 

In his 10 July weekly radio broadcast, 
President Roh Tae Woo echoed such con- 
cerns when he criticised some teachers and 
alleged they had been feeding leftist ideas to 
their pupils. Some teachers have been re- 
primanded for asserting in history classes 
that it was South Korea — and not the North 
— which "started" the Korean War, thus 
contradicting the government's view of their 
country's history. 

Roh has at least moved to deal with the 
problem of low pay and poor working con- 
ditions by pledging to spend Won 100 billion 

inning in 1990 to improve salaries, and 
an additional Won 370 billion to help al- 
leviate classroom crowding. But this 


Paper under pressure 


on the offices of Hankyoreh Shinmun 

(One Nation Daily) has illustrated how 
far South Korea's political situation has both 
changed and remained the same after two 
years of relative freedom. 

Printed exclusively in native Hangul 
characters — in defiance of a long cultural 
tradition of mixing the use of Chinese ideo- 
graphs — the 12-page newspaper has distin- 
guished itself with a trenchant coverage of 
national news. 

Nationalistic and hewing to the centre- 
Left line in reporting and editorial commen- 
tary, it criticises the government of President 
Roh Tae Woo while showing unreserved 
support for radical students and workers 
calling for a restructuring of the existing so- 
cial order. The daily is owned by some 
60,000 shareholders and its top executives 
— including chief editor — are elected by the 
newspaper's staff. 

But just over a year since being launched, 
it faced its first serious test on the morning of 
12 July when a group of security agents — 
backed by a thousand-strong riot police cor- 
don — raided the newsroom and searched 
the desk of Yun Chae Kol, one of the news- 
paper's staff reporters. The raid was carried 
out under a court-issued search warrant for 
pictures and notes in Yun's possession 
relating to his interview with opposition 
legislator So Kyong Won, now detained 


raid by security agents and riot police 


for making a secret trip to North Korea. 

Interrogated in his hospital bed, where 
he was being treated for aback ailment, the 
journalist zs de to answer questions relat- 
ing to his interview with So. When So was 
arrested and charged for carrying out es- 
pionage activities on behalf of North Korea, 
Hankyoreh Shinmun ran Yun's story and a 
photograph taken of So in Pyongyang. 

Yun faces possible charges of withhold- 
ing information on an espionage case, an of- 
fence under South Korea's draconian na- 
tional security laws. 

The daily's editors and publisher Song 
Kon Honhad earlier refused to hand over 
the notes and photographs demanded by 
officials from the Agency of National Sec- 
urity Planning (NsP, formerly the KCIA). In- 
stead, they sought a court injunction against 
the seizure on the grounds that journalists 
are entitled to protect their sources. 

Even before the court had ruled on the 
case, NSP agents and riot police searched 
Yun's desk and took away 21 photographs 
of So in North Korea. The action carried seri- 
ous legal implications as they could be used 
as evidence in convicting So. 

"Our ethical standards rule that material 
obtained in the course of news gathering can 
only be used for journalistic purpose, not for 
criminal prosecution," the newspaper said 
in an editorial. The publisher contended the 
raid by security agents and police “consti- 
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amount is unlikely to make any significant 
impact on the situation. 

The NTU agitation has highlighted in- 
adequacies in the primary and secondary 
education system, while, at the same time, 
helping focus the nation's attention on the 
impact of continuing democratisation on 
areas outside the purely political institu- 
tions. The case illustrates the need for the 
government to make greater efforts to ap- 
preciate the speed and degree of political 
and social change overtaking South Korea. 

The Education Ministry is coming under 
pressure to reach a compromise with the 
NTU in order to prevent further turmoil. One 
solution under study by the ruling Demo- 
cratic Justice Party is to make it an "associa- 
tion" rather than a trade union, thus giving 
it a legitimate form while denying it such 
rights as collective bargaining or strike ac- 
tion. Presumably, these union functions 
could be performed through less formal 
channels and by negotiation. Appare: 
the NTU is amenable to this formula, bu 
government is not. » 


tuted a grave violation of press freedom." 

It was the second time the daily had at- 
tracted the attention of the NSP since April, 
when security agents arrested Lee Yong Hi, 
a Hankyoreh editorial writer, on suspicion of 
preparing an unauthorised trip to Pyong- 
yang on a story assignment. 

NSP agents seized only the photographs 
of So, leaving Yun's notebook, saying they 
were aware of a journalist's right to keep his 
news material confidential. In doing so, NSP 
was apparently anxious to avoid a confron- 
tation with the media. Whatever the real 
motive, they seemed more interested in pro- 
secuting So than in harassing the Hankyoreh. 

The Information Ministry justified the 
raid on the grounds of "national security 
reasons." Independent journalists, how- 
ever, said this rationale has raised distur 
possibilities of security agents using Situa: 
pretexts in the future to cower the press on 
subjects unrelated to North Korea. The NsP 
has offered no public statement, and re- 
fused to meet a delegation from the Federa- 
tion of Journalists' Unions protesting the ac- 
tion. 

Other newspapers reported the incident, 
but carried no statement or editorials criticis- 
ing the action, implying they considered the 
NSP raid a case involving a perceived threat 
to national security. 

This argument has outraged Hankyoreh. 
In a statement to its readers, it emphasised 
there is no guarantee security agents will not 
again invade the newsroom. "To protect our 
professional integrity, we will henceforth 
burn and destroy the material [rather] than 
submit them to government investigators," 
it said. "We'd prefer jailing for destroying 
the evidence, for this is the only way to resist 
the violence committed in the name of law 
enforcement.” E Shim Jae Hoon 
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THAILAND 


Labour disunity hampers welfare drive 


Improving 


By Rodney Tasker in Bangkok | 
Tm may be enjoying an eco- 





nomic boom, but most workers are 

not yet sharing the benefits. This is 
partly the fault of the workers themselves, 
with a free but poorly organised labour 
movement, though the government and 
employers are also balking at the prospect of 
paying for anything resembling a welfare 
state in the immediate future. 

As foreign investment continues to pour 
in — the GDP growth rate is forecast at about 
] this year — Thailand's current eco- 
r... crecord is the envy of its Asean neigh- 
bours. Yet Thai trade union leaders com- 
plain that the daily minimum wage — Baht 
78 (US$3) for Bangkok and the big cities, 
and Baht 68 in rural areas — is the second- 
lowest in Asean, higher only than In- 
donesia's. 

Trade unions have yet to gain a substan- 
tial foothold in the workforce. "Only 5% of 
Thai workers are organised [into unions],” 
complained Wattana lambamroong, presi- 
dent of the Thai Trade Union Congress 
(Truc), the largest of four union umbrella or- 
ganisations. Thai workers are generally 
hard-working and quick to learn new skills, 
but their individualistic character militates 
against joining large unions. They prefer 
small, in-house labour committees, dealing 
with their immediate employers rather than 
with the government. 

However, there are signs that labour is 
now becoming more organised and unified. 

here are those in the government who 
support a vastly better deal for the workers. 
The big four union organisations have re- 
cently held joint meetings, when it was 
agreed to institute various programmes, in- 
cluding mass rallies over the next two 
months, to back demands for upgraded so- 
cial security and an end to short-term con- 
tract employment. These contracts are re- 
garded as a widespread and growing 
menace, particularly among, smaller com- 
panies, by which workers can be hired at 
below the minimum wage and be afforded 
no security at all. 

At the government level, there is little 
hope for a swift introduction of new work- 
ers’ benefits, even though Prime Minister 
Chatichai Choonhavan promised workers 
on 1 May that things would improve this 
year. According to insiders, Chatichai is an 
"ardent supporter" of improving workers’ 
conditions, and current moves to reform so- 
cial security pose a "test whether Chatichai 
has that courage and political will to do 
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something new," one source commented. 
As a start, the prime minister has ordered 
the Interior Ministry to try to stop employers 
hiring workers on short-term contracts. 

The Interior Ministry earlier this year 
drew up legislation for a limited social sec- 
urity programme, which was handed to 
a parliamentary ad hoc committee for 
scrutiny. The ministry's draft called for a 
system of benefits covering workers' deaths, 
disability, health and maternity. 

What emerged from the parliamentary 
committee — which included some govern- 
ment officials — was much broader in 
scope, but with a long timetable of im- 
plementation. The proposed social security 
bill included benefits for unemployment, re- 
tirement and childcare, but to be introduced 
only after 5-7 years. Immediate benefits, 
based on 1.5% of a worker's wage and in- 
volving contributions by the government, 
employers and workers, would cost the 
government only about Baht 500 million a 
year over the first five-year period. 

Interior Minister Pramarn Andireksarn 
reportedly complained to a cabinet meeting 
on 11 July about the new bill, two days be- 
fore the redrafted legislation was due to go 
to parliament for its second and third read- 
ings. Apparently not fully understanding 
the extended timetable built into the bill, he 
warned about the expense to the govern- 
ment of shelling out money for workers 
benefit schemes at the moment, and he felt 
the legislation had gone too far, too soon. 

Government officials involved in draft- 
ing the new bill explained to Pramarn that 
such major items as retirement and un- 
employment benefits would not arrive for 
at least five years, and he was reportedly 
reassured. But the bill's readings were de- 
layed for a week. Given the fact that the cur- 
rent parliamen session finishes at the 
end of July, and that the bill will also have to 
go the senate, it is now unlikely that any 
legislation will be introduced before parlia- 
ment's budgetary session in September. It 
may have to wait until the full parliament re- 
convenes in May 1990. 

This promises to anger the unions fur- 
ther, with a good deal of backing for 
their cause from many sectors, includ- 
ing senior levels in the government. 
Chatichai’s adviser on labour affairs, 
Nikhom Chantharavitoon, is one of those 
who complain that there has been no move- 
ment on social security reform for more than 
three decades. “We have had so much op- 
position [to improving social security] for 
the past 35 years,” he told the REVIEW. “We 
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have basically no social security law.” 

The unions have a daunting battle in 
pricking the conscience of politicians, many 
of whom are employers. Some 7 million 
workers fall under the labour laws. Yet Wat- 
tana’s TTUC has only 120,000 members from 
100 unions; the next largest Labour Con- 
gress of Thailand has 70,000 members, and 
the two other union organisations 20,000 
and 7,000 each. Farm labourers, who com- 
prise Thailand’s largest workforce, are 
grouped in cooperatives rather than unions, 
and plantation workers also have yet to be 
unionised. 

Wattana, a technician at the state-owned 
Communications Authority of Thailand, 
said that while trying to push the govern- 
ment to introduce long-overdue benefits, he 
and his colleagues were also talking to 
groups of workers to explain the benefits of 
unionism. “But it’s not easy — most of them 
don’t even pay attention . . . the problem 
boils down to the Thai culture, with workers 
preferring to do things on their own rather 
than going for collective bargaining.” 

The best organised unions are among the 
250,000 workers in the country’s 61 state en- 
terprises. Most of these already provide 
some benefits to their workers which, while 
lagging behind those paid to workers in 





other parts of the region, far exceed those in 
small sweatshop factories which are pro- 
liferating in Thailand's urban areas. Accord- 
ing to one government policy adviser, who 
is sympathetic to the labour cause, this may 
be one reason why union leaders — most of 
whom work for state enterprises themselves 
— are not putting too much pressure on the 
government to upgrade social security. 

One solution, the adviser suggested, 
would be to upgrade the Labour Depart- 
ment, which at the moment compri 
mostly officials not well-versed in labour 
matters, into a full-blown ministry with en- 
hanced powers to tackle the labour problem. 
“We need labour on our side,” he said. 
“And that means better wages and bene- 
fits.” But workers might have a long wait be- 
fore there is any significant improvement in 
their lot. 
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South China pilerims 


migration from Hongkong in the 
wake of growing fears about the 
territory's future after it returns to 
Chinese sovereignty in 1997 has 
generated responses ranging from near 
panic to measured calm concern. Almost 
everyone, however, agrees that the recent 
level of out-migration — popularly termed 
"the brain drain" — has been significant. 

Government estimates, drawn from va- 
rious sources, indicate that during 1988 
there were almost 46,000 net migrants from 
Hongkong, a big increase on about 19,000 in 
1986. Before the 4 June Peking massacre, the 
latest government figures projected a slight 
decline in the exodus in 1989. But the recent 
events have heightened unease and the 
numbers who are considering leaving have 
increased. Ultimately, though, the numbers 
actually leaving will depend upon decisions 
taken far from Hongkong by the govern- 
ments of receiving countries. 

Independent management consultants 
appear to be almost unanimously agreed 
that all these government figures are gross 
underestimates. Several surveys, mainly 
from within the business community, pur- 
port to indicate a future outflow that will 
reach crisis proportions, stripping Hong- 
kong of its educated élite and causing seri- 
ous problems for the economy. 

The principal reason for the outflow is 
perceived to be the uncertainty associated 
with the transition to Chinese rule in 1997. 
The Hongkong Government is being urged 
to take steps to stem the flow but quite what 
these steps should be remains unclear. 
Higher salaries, either to encourage poten- 
tial migrants to stay or to entice emigrants to 
return, have been suggested. Another pro- 
posal recommends the granting of foreign 
passports which, it is argued, will remove 
uncertainty and the need to migrate to ob- 
tain a foreign passport. 

The difficulty in discussing emigration is 
that no detailed information is collected 
on emigrants from Hongkong. We do not 
know their exact number, age, sex, level of 
education and training or whether they are 
leaving permanently or only temporarily. 
Surveys can, at best, only be suggestive as to 
the migration intentions of people; there is a 
world of difference between what people 
say they would like to do and what they will 
actually do. Projections based on these data 
must be treated with caution. 

Emigration from Hongkong can be esti; 
mated from the immigration figures in the 
key destination countries: Canada, the US 
and Australia. However, the figures can 
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By Ronald Skeldon 


vary depending on whether they are class- 
ified by place of birth or place of last per- 
manent residence. The latter definition, 
used here, is generally more informative. 
Emigration to Canada has indeed in- 
creased markedly over the past two years, 
from less than 6,000 in 1986 to nearly 23,000 
for calendar 1988; while that to the US until 
last year had slowed. About one-quarter of 
the emigrants to Canada and half of those to 
the US whose last place of permanent resi- 
dence was Hongkong had actually been 
born in China. Hongkong is still to a large 
extent a city of immigrants. Some arrived as 
children, others as adults, thus any discus- 
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sion of a brain drain begs the question 
whose brain it is that is leaving Hongkong 
anyway. 

Students are not classified as permanent 
immigrants. There were in Canada at the 
end of 1986 about 18,000 students from 
Hongkong, some 7,000 fewer than the peak 
in 1983. There are more than 10,000 Hong- 
kong students in the US. These numbers 
dearly show that Hongkong does not 
provide the means for its youth to further 
their education. 

Many are attending secondary schools, 
but of critical concern to the brain-drain 
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We are seeing the evolution of a 
global network of Chinese 
communities doing business 
with each other, and it would 
appear to be in Hongkong's 
interest to facilitate the 
development of businesses by 
people originally from 
Hongkong. 
99 
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question are those pursuing tertiary qualifi- 
cations. Only about one-third of those tak- 
ing “A” levels can be accommodated in de- 
gree courses in Hongkong. While not all 
school-leavers with “A” levels wish to pur- 
sue a university degree, many do. More 
than 8,000 students in the 1987-88 academic 
year embarked upon degree courses in 
Canada, China, Taiwan, Britain, the US and 
Australia, compared with the 5,459 who 
gained access to local degree courses. 

The time spent abroad is crucial in the de- 
velopment of young people and it is likely 
that many will be “educated to migrate — 1 
wish either to remain overseas or to mi,,....e 
once they return to Hongkong upon com- 
pletion of their studies, There is a drain of 
talent from Hongkong but Hongkong has 
been unable to educate many of these brains 
anyway. This encourages emigration. 

It would be mistaken, however, to view 
the "typical" leaver as a highly educated 
professional. Of the 16,000 landed immi- 
grants to Canada in 1987 whose last place of 
permanent residence was Hongkong, half 
were dependants. Only 30% fell within 
the "professional" category. They num- 
bered more than in past years, but the total 
number of professionals entering Canada 
from Hongkong during 1987 was less than 
5,000. Only 882 were classified as "entre- 
preneur" immigrants. We should not forget 
that in Hongkong more than 300,000 people 
hold tertiary-level qualifications — those 
leaving represent but a small fraction of the 
élite pool. 

The preoccupation with nun 
though, often diverts attention from soute of 
the broader issues. First, Hongkong is a cre- 
ation of migration. There have been waves 
of in-migration and out-migration through- 
out its history. The present movements are 
not exceptional. For example, from the start 
of 1973 to the end of 1976, some 50,000 
Hongkong people became landed immi- 
grants to Canada (excluding students). It is a 
moot point to consider that Hongkong’s 
present prosperity might have been even 
greater had this exodus not taken place but 
there appears to be no direct correlation be- 
tween emigration and level of prosperity. 
What we can say is that increasing levels of 
prosperity do tend to be associated with 
an increasing exchange of population 
worldwide, which raises the second and 
more important of the broader issues: that 
the emigration from Hongkong is not just a 
feature of this city. 

The past 10 years have seen an increasing 
mobility in populations around the Pacific 
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Rim so that Asia is now the principal source 
for migrants to the US and Canada, con- 
tributing some 41% of all legal migrants to 
the US and 44% of landed immigrants to 
Canada in 1987. Since the early 1960s, mi- 
gration to North America has changed from 
being dominated by Europeans crossing the 
Atlantic to Asians moving across the Pacific. 
Hongkong migrants to the US in 1987 
(8,785) were fewer than those from South 
Korea (35,397), China (18,589), the Philip- 
pines (58,315) Thailand (16,489) and 
Taiwan (14,090). 


hese migrant flows cannot be attri- 

buted wholly to political uncer- 

tainty; they are part of the develop- 

ment of a broader economic sys- 
tem, and these links across the Pacific are 
likely to have important commercial and po- 
litical implications in the years ahead. Mig- 
rants rarely cut ties with their home areas — 
t  ? who have left Hongkong can be ex- 
| :dtomaintain contacts with the city and 
with China. 

Hongkong's concern is that entre- 
preneurs are being lost overseas. But, those 
entrepreneurs and other migrants newly re- 
sident overseas are in a unique position to 
do business with Hongkong and China, 
particularly when the eastern rim of the 
Pacific has been — and is likely to continue 
to be — the most dynamic growth region in 
the world. The reverse flow, the increasing 
investment of Hongkong firms in Canada 
and elsewhere, is also part of this trend. 

What we are seeing is the evolution of a 
global network of Chinese communities 
doing business not just within their own re- 
gions but with each other across the world, 
and this commerce will increase as these 
communities expand. Activities in Hong- 
kong and southern China are likely to be 
supported by these overseas communities 
and it would appear to be ultimately in 

»kong's interest to facilitate the deve- 
iopment elsewhere of businesses influenced 
and controlled by people originally from 
Hongkong. 

Opinion from these communities voiced 
through national and international agencies 
may become important lobbies to preserve 
the existing system in Hongkong after 1997, 
particularly if there are commercial interests 
at stake. Hence, the broadening of a Hong- 
kong sphere of influence and support 
through emigration may, in fact, be a 
stabilising influence in the lead-up to 1997 
rather than the destabilising factor it is often 
portrayed to be. 

Migration from Hongkong is likely to in- 
crease and any measures taken in Hong- 
kong are unlikely to stem the flow effec- 
tively. The volume of emigration will be de- 
termined more by the policies implemented 

the main recipient countries than by the 
wishes of Hongkong people themselves. If 
restrictive policies were to be taken by these 
countries then the flow could be reduced. 


27 JULY 1989 


For example, the increasingly restrictive im- 
migration acts imposed by Britain from 1962 
were an important factor in diverting Hong- 
kong people to Canada and the US by the 
1970s. However, the main destinations at 
present are implementing polices that 
favour increased migration from DOMI 
rather than restrict it. 

| have argued that the concern over 
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emigration from Hongkong has been exag- 
gerated and that the migration which has oc- 
curred can be viewed in a positive light. Any 
short-term labour bottlenecks that occur in 
Hongkong are more than likely to be com- 
pensated for by long-term commercial and 
political linkages with several international 
communities. 

The present trend of emigration is but 


part of the great migration tradition of the 
Chinese peoples. The establishment of 
vibrant Chinese communities in North 
America and Australia, as well as in Europe, 
places Hongkong and southern China at the 
centre of a global network. It is impossible to 
predict what will happen in the run-up to 
1997 and beyond but the prophets of gloom 
point to only one possible outcome of the 

Barring a dramatic downturn in East 
Asia’s economic growth and a fundamental 
shift in the direction of China's economic re- 
forms, a less pessimistic future is more 
likely, despite the 4 June massacre. The 
clock cannot be turned back. The China of 
1989 is not the China of 1966. The tens of 
thousands of Chinese students now study- 
ing overseas are almost certainly going to 
have a major say in the future direction of 
political and economic change both in China 
and around the Pacific basin. Emigration 
and the linkages it establishes — ideological, 
social, economic and political — are the 
most effective means to internationalise 
communities. 

Emigration, rather than the major prob- 
lem that Hongkong has to face before 1997, 
may indeed be part of the solution to the 
preservation of prosperity, making Hong- 
kong a truly world city at the centre of a 
global network of its citizens. s 


Ronald Skeldon teaches in the Department of 


Geography and Geology at the University of 
Hongkong. 





LAOS 


Vientiane broadcast ruffles Thai feathers 


New war 0 of words 





By Rodne Rodney 1 Tasker in Bangkok 


FJ hai Government officials and busi- 

nessmen are reviewing relations 

with Laos following a particularly 
blunt and critical broadcast on state-owned 
Radio Vientiane. While Lao officials have 
tried to smooth over what had previously 
been viewed as increasingly friendly ties be- 
tween the two neighbours, despite their 
ideological differences, many observers in 
Bangkok thought the broadcast was a delib- 
erate shot across the bows to Bangkok, 
where the government is intent on the city 
becoming a regional economic hub. 

The 4 July broadcast was not covered in 
the Thai press for more than a week, appa- 
rently because Thai Foreign Ministry offi- 
cials wanted to keep the sensitive issue 
quiet. The fact that the radio commentary 
was signed by a Po Siviangkham, probably a 
pseudonym, was unusual for a country 
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which normally puts out unsigned articles 
in its media to reflect party policy. It also al- 
lowed Lao officials to claim later that it did 


not represent official government policy, 
and that Thai-Lao relations would carry on 


as swimmingly as before. 

The broadcast accused Thailand of failing 
to subdue its little communist neighbour 
militarily, and to therefore be trying to do so 
on a more insidious economic front. “The 
enemy of the Lao revolution [Thailand] 
carried out various military attacks on Laos," 
the broadcast said, quoting border skir- 
mishes over the past eight years, the last 
being a full-scale battle between the two 
armed forces at Ban Rom Klao in early 
1988. 

"Having failed to destroy our country 
through their military might, the enemy has 
now employed a new strategy in attacki 
us through the so-called attempt to turn the 
Indochinese battlefield into a marketplace 
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. . . because their armed provocations 
were ineffective," the broadcast con- 
tinued. It quoted other, indirect 
"threats," including a recent joint US- 
Thai military exercise, Cobra Gold, 
which was held partly in northeast 
Thailand, near the Lao border. 

Thai Prime Minister Chatichai 
Choonhavan made his controversial 
announcement about turning the In- 
dochinese battlefield into a mar- 
ketplace shortly after forming his 
csi prre in August 1988. It re- 

ected his government's policy of 
encouraging businessmen from 
economically healthy Thailand to 
trade with and invest in the compara- 
tively poor but resource-rich com- 
munist Indochinese bloc, led by Viet- 
nam. 

While eyeing the potential for 

trade and investment in Vietnam and 
to a lesser extent war-torn Cambodia since 
then, Thai businessmen have been arriving 
in Vientiane in droves. Loaded mainly with 
manufactured consumer goods, they have 
been trying to forge deals involving Lao 
timber, rubber, minerals and other re- 
sources as well as looking at tourism- 
related construction and other joint ven- 
tures. 
As former Thai deputy foreign minister 
Wong Polnikorn, who has long-term busi- 
ness interests in Laos, was quoted by the 
Bangkok media as saying, Thai business- 
men could have irritated Lao officials. 
Sometimes, he said, big businessmen 
would secure trade licences from the Lao 
Government, and then sell them to third 
parties. 

The picture conjured up in certain circles 
in Bangkok is that the Lao, who are known 
to be sensitive about their little-brother 
image among the Thais, may view some 
Thai businessmen somewhat in the mould 
of neo-colonialist pirates, intent on exploit- 
ing a neighbour's resources and lacking 
market sense. 

"I'm not surprised by the Lao broadcast 
— they feel they are being taken for a ride," 
one senior Western diplomat commented. 
The Lao had gained self-confidence in their 
dealings with the Thais since the Ban Rom 
Klao battle, in which the Thai military suf- 
fered substantial casualties. 

However, the diplomat said he was not 
sure Vientiane wanted the complaint to ap- 
pear the way it did, with the possibility that 
it might jeopardise a new Thai Government 
policy towards Indochina which all three In- 
dochinese governments have already wel- 
comed. 

One diplomatic source quoted a recent 
example of a Thai business venture upset- 
ting the Lao, in which a joint-venture tan- 
nery near Vientiane had been supplied by 
the Thais with inferior machinery and lo- 
cated in an unsuitable area. The Lao Gov- 
ernment had to spend a large sum of money 
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Lao soldier on border with Thailand: blunt message. 


in its attempts to make the venture viable. 

Other diplomatic sources in Bangkok 
thought Vientiane may be intent on 
broadening the trade and investment scene 
from a primary reliance on the Thais, by en- 
couraging Western and other Asian coun- 
tries to do business. For instance, relations 
with neighbouring China appear to be im- 
proving, with an official Chinese delegation 
visiting Vientiane recently, and the US was 
thought to be seeking to upgrade relations 
with Laos. 

The official Thai Foreign Ministry re- 
sponse to the Vientiane outburst was one of 
alarm and sadness, followed by satisfaction 


» With its Lao counterpart's assurance 
that relations would remain as be- 
fore. One government spokesman 
pointed to the fact that Vietnamese 
party leader Nguyen Van Linh and 
Premier Do Muoi were visiting Vien- 
tiane at the time of the broadcast to 
suggest a Vietnamese link with the 
statement. But most observers 
tended to dismiss the theory as illogi- 
cal, given Hanoi's insistence that. its 
two Indochinese neighbours are not 
under Vietnamese domination. 

One possible factor is that senior 
Thai military officers have achieved 
predominance in Bangkok's policy 
towards Laos, as they have with 
Thailand's neighbour to the west, 
Burma. There have been several ex- 
changes of top military personnel 
from Laos and Thailand for more 
than a year as relations have im- 

proved, and Thai army commander 

Chaovalit Yongchaiyut heads a comnuuce 

for the implementation of policy on Thai- 

Lao relations. 

Some observers thought the Lao broad- 
cast could be seen as a warning to the Thai 
military, some of whose officers are thought 
to be involved in border trade between the 
two countries. On 17 July, Gen. Panya 
Singsakda, secretary-general of the prime 
minister's secretariat, announced the forma- 
tion of a new Thai-Lao friendship associa- 
tion, which would include senior Thai fig- 
ures. Panya is understood to be close to 
Chaovalit. a 








PHILIPPINES 1 


Crucial military role in run-up to 1992 elections 








By John McBeth in Manila 
[eiior decisions affecting the future 





of Philippine security forces lie ahead for 
President Corazon Aquino and the con- 
. Those decisions and how they are ar- 
rived at could have a significant bearing on 
the future balance of political forces — mud- 
died as they are by continuing uncertainties 
over Aquino herself — and the influence 
that may have on the 1992 presidential elec- 
tion. 

A reshuffle in the hierarchy of the Armed 
Forces of the Philippines (AFP) has become a 
particular focus of attention. But clearly the 
most highly charged issue is legislation, 
now before a bicameral congressional com- 
mittee, which will remove the Philippines 
Constabulary (PC) from the AFP chain of 
command and merge it with the Integrated 
National Police (INP). 
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Cory's command 


The creation of a 120,000-strong Philip- 
pines National Police (PNP) is a requirement 
of the 1987 constitution, which calls for a 
single police force that is "national in scope 
and civilian in character, to be administered 
and controlled by a national police commis- 
sion." But with a full general at its head, it 
will also have the affect of forging a new and 
highly potent power centre as a counter-ba- 
lance to the AFP. 

The controversy is already being linked 
to rivalry between Defence Secretary Fidel 
Ramos and House of Representatives 
speaker Ramon Mitra, both of whom are 
prospective candidates for the pro-adminis- 
tration Laban ng Demokratikong Pilipino 
(LDP) party presidential nomination in 1992 
if Aquino decides not to seek a second term. 
There is, in fact, a growing opinion in dip- 
lomatic circles the president will not run 
again unless she feels the democratic aspira- 
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tions of the movement which installed her in 
power in 1986 are in danger of being under- 
mined. 

Mitra may be well positioned to become 
LDP president, but diplomats say there are 
signs he is heading for self-destruction by 
making too many enemies and failing to 
satisfy his supporters. Ramos, for his part, 
has been working quietly behind the scenes, 
shoring up his electoral strongpoints in cen- 
tral Luzon and Mindanao and possibly look- 
ing for a running mate from the central Vis- 
ayas region where he is weakest. 

The defence secretary, however, does 
not have a party affiliation and would need 
the endorsement of Aquino's younger 
brother, Jose Cojuangco, the LDP's secretary- 
general and currently a Mitra ally. Relations 
between Ramos and Cojuangco are not cor- 
dial, but there are still three years to go — a 
long time in politics. 

The police legislation, drafted by Public 
( or and Security committee chairman 
lsourigo Gutang, has passed its third read- 
ing in the house. The real bargaining, how- 
ever, is expected to come in the bicameral 
conference session when chairman Ernesto 
Maceda and his Senate Armed Services 
Committee weigh in with ideas of their 
own, including a provision that all PC 
officers from lieutenant-colonel upwards 
should be drafted into the army. 


ow long the debate drags on will be 

critical to who ever assumes com- 

mand of the newly unified police 
force for a four-year term — a job one analyst 
describes as "excruciatingly important" in 
the lead-up to 1992. The two front-runners 
at this stage: current PC-INP chief Maj.-Gen. 
Ramon Montano and Manila's controversial 
Western Police District superintendent 
Brig.-Gen. Alfredo Lim, the nation's high- 
est-ranking civilian police officer. 

' 3m, who is believed to have the backing 
ı itra and whose actions both during the 
abortive 1987 military coup and in a clean-up 
of Manila's entertainment district have also 
found favour with Aquino, is due to retire in 
December. Gutang is confident the bill will 
pass by then, but if it does not then the field 
will be open for Montano, who is closely 
identified with Ramos. "If it's Lim, then 
Ramos has problems," said one diplomat. 
"It may be one of the few times when the 
views of Ramos and Aquino diverge." 

With another nine months to go in ser- 
vice, Montano is currently in line to replace 
AFP vice chief of staff Lieut-Gen. Antonio 
Sotelo, who retires next month. If he is pro- 
moted to that position, most sources believe 
the PC general will remain as concurrent PC- 
INP chief until the forthcoming merger is for- 
malised. 

Mitra has so far failed in efforts to sepa- 
rate the two police positions — an argument 
supported by the constitution which stipu- 
lates that the INP should be headed by a civi- 
lian. Ramos has said any such move should 
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wait until after the PNP is formed and 
Gutang himself tends to question Mitra's 
motives by pointing out that it took the 
House speaker two years to wake up to the 
provision. 

One symptom of the inter-service rival- 
ries and political jockeying going on behind 
the scenes came on 13 June when Southern 
Luzon Command (Solcom) chief Brig.-Gen. 
Alexandro Galido, ordered the interception 
of a convoy of Lim's policemen outside 
Lucena City in Quezon province. The police 
task force had been hunting a group of Sol- 
com soldiers accused of murdering two 
policemen in a Manila hold-up. 

Although it was not the first time men 
under Galido's command had been accused 
of engaging in criminal activities, the Solcom 
chief complained in an interview that the 
policemen had entered into his area of oper- 
ation without prior notice and said he was 
confident an investigation would clear him. 
He also denied charges that 2nd Division 
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Mitra; Ramos: calming inter-service rivalry. 


troops had mishandled and illegally de- 
tained the policemen in the much-publi- 
cised encounter. 

The incident forced Ramos to order a 
crackdown in the ranks in an effort to head 
off a growing public outcry over uniformed 
crime. Aquino had some harsh words to 
say, stung perhaps by criticism that she has 
been treating the military with kid gloves. 
Nacionalista Party secretary-general and 
former labour minister Blas Ople made that 
charge clear when he told a recent gather- 
ing: "Ramos can't complain about a lack of 
authority, but apparently he is not on top of 
the situation because ‘lost commands’ prolif- 
erate.” 

For Maceda, who has been critical of both 
Ramos and AFP chief of staff Gen. Renato de 
Villa on a wide range of military-related is- 
sues, it was yet another opportunity to score 
political points. A seeming wild card in the 
deck, the outspoken senator is widely seen 
to have his own agenda as the heir-apparent 
to respected Liberal Party leader and 
senate president Jovito Salonga, whose 
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age and ill-health could rule him out of the 
1992 race. 

Meanwhile, the military leadership has 
been particularly anxious to have Aquino 
put her stamp on the latest promotion list 
before congress reconvenes on 24 July. If 
that does not happen, then the appoint- 
ments will have to be approved by Maceda's 
senate panel, something both Ramos and de 
Villa would obviously like to avoid. 

The most important step in the pending 
reshuffle is the replacement for army com- 
mander Maj.-Gen. Mariano Adalem, who 
reaches retirement age on 26 July. Most ana- 
lysts feel the prime candidate for the post is 
Southern Command (Southcom) chief Maj.- 
Gen. Manuel Cacanando, the only two-star 
general among the six area commanders 
across the country. 

Cacanando apparently earned Aquino's 
gratitude by taking charge of security 
around Loag International Airport in north- 
ern Ilocos Norte after rumours that deposed 
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president Ferdinand Marcos might make a 
surprise return to his native heartland. He 
later became commander of the Isabela- 
based 5th Division, before being moved to 
his current position where he received a 
two-step promotion within a year. 

Adalem and Cacanando were both com- 
missioned in 1958, but Cacanando’s 
younger age means he will not retire until he 
reaches the end of his 30 years’ service in 
March 1990. While nine months may not be 
a long tenure, the officer tipped to replace 
him in turn, current 7th Division command- 
er Brig.-Gen. Guillermo Flores, stands to 
serve two years in the post — longer than 
the three previous incumbents combined. 

There are strong doubts Aquino has any 
plans to move National Capital Region De- 
fence Command chief and concurrent 
marine commandant Brig.-Gen. Rodolfo 
Biazon, 54. An avowed constitutionalist, 
Biazon has earned the president's deep- 
est trust at the head of what amounts 
to Manila's counter-coup force and Philip- 
pine military sources believe she is al- 
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most certain to keep him where he is. 

The sources say Maceda has been sitting 
on a Department of Defence proposal to 
make all area commands two-star slots, 
which would allow Biazon to be promoted 
without leaving his current position. 

By keeping Biazon in Manila, Aquino 
would reveal a lingering preoccuption with 
disloyalty in the ranks. Many analysts, how- 
ever, feel fugitive army colonel and coup 
leader Gregorio Honasan is a spent force, 
pointing out that the grievances which gave 
rise tq the formation of the so- called Reform 
the AFP Movement have now been largely 
addressed. "I think Honasan should get out 
of the country," one former associate said. 
"It's no use trying to fight Cory." 

But the same source took issue with 
those who feel the reform movement is 


dead and said distribution problems, poor 
leadership and rampant corruption con- 
tinue to plague the AFP, despite improve- 
ments in pay and equipment. Both he and 
some Western observers claim a good 
number of junior and even newly graduated 
officers are sympathetic to Honasan's 1971 
classmates. 

Biazon is widely tipped as a replacement 
for de Villa, who ends his three-year term in 
January 1991. Ramos' thoughts on the 
straight-talking marine general are not gen- 
erally known. Some sources suggest he 
might prefer someone more malleable in the 
politically powerful post during what will 
clearly be a crucial period, but one thing re- 
mains clear: the decision will rest with 
Aquino. 

There are also doubts whether Ramos 
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Partners in proposed unified police force at odds 


Shotgun marriage 


a Philippines National Police (PNP) 

has often tended to cloud the fact that 
the two harshest critics of the legislation are 
the prospective marriage partners them- 
selves — the Philippines Constabulary (PC), 
which functions as part of the Armed Forces 
of the Philippines, and the crime-fighting 
Integrated National Police (INP). 

The two figures behind the shotgun 
wedding were hardly unfamiliar with the 
complexities of the issue: former National 
Police Commission chairman Teodulo 
Navitidad and retired army general Cris- 
pino de Castro were members of President 
Corazon Aquino's 36-man panel which 
drew up the 1987 constitution. 

The architect of the bill House of 
Representatives Public Order and Security 
Committee chairman Rodrigo Gu- 
tang, is a 29-year veteran of the PC. 

Yet, the legislation has unleashed 
a storm of protest through the ranks 
of both services — and particularly 
among PC officers concerned about 
their futures. In the past few weeks, 
both Gutang and PC-INP chief Maj.- 
Gen. Ramon Montano have been 
criss-crossing the country trying to 
"put out the fires." 

Gutang's committee began fram- 
ing the police bill in 1987, but the con- 
gressman says Defence 
Fidel Ramos asked him to go slow be- 
cause he was concerned it might dis- 
rupt continuing counter-insurgency 
operations involving the 41,000- 
strong PC. 

The first reaction when it was 


P olitical infighting over the bill to create 


completed came from INP policemen in 
Manila and the Central Luzon provinces, 
who complained that PC troopers should not 
be admitted into a civilian police force be- 
cause of the military nature of their training. 
There were also complaints that despite the 
superior strength of the INP (60,000), the 
PC has many more senior officers — 20 
generals to the INP’s 15, and 156 colonels to 
the INP’s 65. 

Junior- and middle-ranking Pc officers, in 
particular, have since been equally vocal, ac- 
cusing Gutang of discrimination in drawing 
up the bill. Sources say much of the heat 
came from Region 1 in northwestern Luzon 
and in Region 10 in northern Mindanao. 

It is understood there was almost no re- 
sponse when the officer corps was infor- 
mally asked to choose between the army 
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will have a say in the choice of his own suc- 
cessor if and when he leaves the defence sec- 
retary's post to contest the election cam- 
paign. It is believed in some quarters that de 
Villa could conceivably take over because of 
his close working relationship with Ramos, 
but one senior officer thinks this would be 
problematic in the face of expected congres- 
sional repercussions. 

Perhaps the highest stakes for the de- 
fence secretary, however, rest on the anti-in- 
surgency campaign, where the AFP now 
claims to have turned the corner in its long 
struggle against the communists. Predic- 
tions that the fight will be won within the 
next three years are clearly overly ambitious, 
but demonstrating significant gains would 
answer the critics — and perhaps earn the 
president's gratitude. LI 


and the PNP, but when it comes to the 

crunch military sources believe some o 

senior officers will opt for the army. an 

overwhelming number, however, are ex- 
ed to move over to the PNP. 

Much of the PC's criticism centres on en- 
trance examination requirements, which 
Gutang says will affect fully 33,000 pc rank 
and file and only about 10,000 civilian police- 
men, most of whom are much more familiar 
with law-and-order work anyway. The PC 
candidates will be given a year's grace to 
pass the examinations and if they fail they 
can retire or join the army. 

Gutang suggests there may be some 
rationalisation of examination papers to en- 
sure that PC candidates are not placed at a 
disadvantage, but as one disgruntled Pc col- 
onel said: “With all the experience I have 
had, why should I have to pass an examina- 
tion at all." 

Another major gripe is the difference in 
retirement ages — 56 for the PC and 60 for 
the INP. In an effort to address that anor^^*- 
the final draft of the bill outlines a for 
under which Pc officers will be allowed a 
one-year extension in the first year, with 
progressive extensions over the next three 

years until the difference is made up. 
: The legislation prescribes an 
à 18-month phase-in process to allow 
i for the screening of personnel. 
; Western sources believe it may 

take even longer, pointing to 1990 

budget proposals which call for the 

recruitment of 30 more PC com- 

es. 

Although the primary duty of the 
PNP will be law and order, Gutang 
says it will retain a limited counter-in- 
surgency capability and coordinate 
field operations with the army. Argu- 
ing against a senate move which 
would require all officers from 
lieutenant-colonel upwards to join 
the army, he said: "We think the po- 
lice will remain the first line of de- 
fence." = John McBeth 
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MALAYSIA 


Mahathir stirs Sarawak’s political stew 


Murmurs in the forest 





By Suhaini Aznam in Kuching 

new dimension is appearing in 

Sarawak politics which could re- 

define the power structures of 
Malaysia's largest state. Following the rise in 
ethnic Iban political awareness over the past 
few years, cracks now appear in the Malay- 
Melanau power partnership which has 
dominated Sarawak for the past two dec- 
ades, despite being a minority. The federal 
government recently tightened the reins on 
C` © Minister Tan Sri Taib Mahmud's 
\ y-dominated state government, in par- 
ticwar the ruling Parti Pesaka Bumiputra 
Bersatu (PBB). 

In a surprise move, Prime Minister 
Datuk Seri Mahathir Mohamad told parlia- 
ment on 4 July of a 1987 plot to overthrow 
and assassinate Taib. The disclosure ap- 
peared aimed at embarrassing Taib and re- 
minding him of his political vulnerability. 
Ethnic rivalries, federal-state tensions, and 
personal jealousies and ambitions are edg- 
ing Sarawak politics towards a showdown. 

Some federal leaders fear that the rivalry 
could result in Sarawak opposition groups 
teaming up at a federal level with Mahathir's 
political rivals, in particular a fledgling al- 
liance headed by former finance minister 
Tunku Razaleigh Hamzah. They are also 
wary that a non-Malay political force could 
eventually gain control in Sarawak and seek 
more autonomy for the state. 

Meanwhile, the federal government is 
t ` + to enhance its control over the re- 
s  e-rich state. According to sources, Ma- 
hathir called Taib to Kuala Lumpur a few 
weeks ago and asked him to include the 
rival Iban-based party, the Parti Bansa 
Dayak Sarawak (PBDS), as the fourth compo- 
nent of the state's ruling coalition. 

The PBDS, which was expelled from the 
Sarawak coalition in 1987, is in the peculiar 
position of being a member of the 13-party 
ruling National Front coalition but an oppo- 
sition party in Sarawak. Taib refused, said 
sources, fuelling Mahathir's wrath. 

Anticipating that Razaleigh would 
mount a strong Malay challenge on the 
peninsula against his own leadership, Ma- 
hathir wants to avoid any complications 
from Sarawak in the next general elections, 
widely expected to be held next year though 
not due until August 1991. Razaleigh al- 
ready has joined forces with two main fed- 
eral opposition parties and could be temp- 
ted to make overtures to Sarawak and Sabah 
parties, particularly those with tenuous 
links with Mahathir's coalition. 
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Mahathir certainly does not want to see a 
repeat of events in Sabah in 1985-86, when 
voters ousted Berjaya, the National Front 
component party, and catapulted the newly 
formed Parti Bersatu Sabah into power on a 
wave of ethnic Kadazan nationalism. Pro- 
pelled by the same spirit, but here among 
the Ibans, the PBDS bagged 15 of the 48 state 
seats in the 1987 Sarawak elections — unit- 
ing the previously disparate Dayak voters, 
the generic term for Ibans and smaller indi- 
genous groups. A new opposition group- 
ing, Persatuan Rakyat Malaysia Sarawak 
(Permas), won five. 

"Let's face it. One day they [the Iban] will 
rule the state. They have the numbers,” a 
Sarawak Malay politician said. To date 
Sarawak’s 20% Malays and 5% Melanau 
have only held power by banding together, 
while the 33% Ibans have scattered their 


support across three parties. But this is 
changing. Should the Ibans rise to power, 
the smaller Dayak groups such as the 
Bidayuh (9%) the and 3% Orang Ulu would 
probably hop on the bandwagon of ethnic 
nationalism. 

Reading the signs of emerging Iban 
nationalism, Mahathir is trying to keep the 
PBDS within the fold. Sarawak accounts for 
24 parliamentary seats — only one of which 
is now in the hands of the opposition Demo- 
cratic Action Party (DAP) — and Sabah 20, 
only four of which are with the DAP. 
Through a subsequent constituency deline- 
ation exercise, Sarawak will have 27 seats 
and Sabah 24 in the next election. A solid 
block of 51 seats from eastern Malaysia 
would enlarge Mahathir's safety buffer im- 
mensely in standing up to Razaleigh’s chal- 
lenge. 

At a cabinet reshuffle in June, Mahathir 
moved PBDS leader Datuk Leo Moggie from 
the Energy, Telecommunications and Post 
Ministry to the Works Ministry — ostensibly 
a lateral move. But in Sarawak, much of 
which is still inaccessible by road, it was seen 
as a promotion. 

“In Sarawak politics, he who commands 
roads, commands votes,” said a Sarawak re- 





Delayed disclosure 


Several fires and explosions in Serian and 
Kuching in the weeks after Sarawak's 
elections in April 1987 were part of an at- 
tempt to assassinate Chief Minister Tan 
Sri Taib Mahmud, Prime Minister Datuk 
Seri Mahathir Mohamad told an as- 
tonished parliament on 4 July. His be- 
lated disclosure came after police had 
completed an investigation which re- 
sulted in 11 people being arrested in 
stages under the Internal Security Act 
from mid-1988. 

But the revelation raised more ques- 
tions than it answered. Malaysian poli- 
tics is rarely marred by violence, there- 
fore the occasional spark engenders 
much excitement — sometimes tinged 
with incredulity. In this case, public 
amazement was com ed when 
Deputy Home Minister Datuk Megat 
Junid Megat Ayub released the seven re- 
maining detainees allegedly involved in 
the plot, without any conditions at- 
tached, within four hours of Mahathir's 
speech. 

While many in Sarawak agree that 
there was probably an attempt to de- 
stabilise the state after such a keenly 
fought election, they also feel that asser- 
tions of an outright threat on Taib's life 
may have been exaggerated. The killers 
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had planned to blow up Taib's car, bomb 
his house by using a remote-control toy 
aircraft or shoot him, Mahathir said. A 
small core had formed a suicide squad 
and obtained firearms and explosives. 

If some state politicians felt that the 
bombings were politically motivated, 
others today see the release of detainees 
in a similar light. The most prominent of 
those arrested, former state assembly- 
man for Kalaka Datuk Wan Yusof Bujang 
maintains that they were framed. "Our 
only sin, if that's a sin, is we know too 
much about them," said Yusof of his po- 
litical opponents. "They say something 
and we know what they want to do 
next." 

Yusof is the president of the Persa- 
tuan Kebangsaan Melayu Sarawak 
(PKMS) and five of the other six in his 
batch of detainees are also either office 
bearers or members of the Malay religi- 
ous-educational body which is allegedly 
drawing away Malay support from 
Taib's ruling Parti Pesaka Bumiputra Ber- 
satu. According to Yusof's lieutenants, 
Taib had hoped to stymie the PKMS' influ- 
ence by “chopping off its head" but now 
that its leaders have been released, they 
are more determined than ever to pursue 
their goals. u Suhaini Aznam 
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sident. Roads are virtually non-existent in 
opposition areas and many expect Leo to 
remedy this imbalance, thus gaining further 
support for his party. Moreover, with the 
privatisation of roads a few years ago, many 
prominent members of the state coalition 
who won road contracts now fear that Leo 
will terminate the contracts. 

In the reshuffle, former land and regional 
development minister Datuk Sulaiman 
Daud, the only full minister from the PBB, 
was moved to the less important justice 
portfolio. Sulaiman had been hospitalised 
for several months and needed to slow 
down. PBB leaders had expected another 
from among their ranks to be promoted to 
the cabinet and took it as a snub for Taib 
when none came about. 

Mahathir's revelation of the 1987 plot 
sent ripples through parliament. Eleven 
people had been arrested in stages under 
the Internal Security Act for their alleged in- 
volvement, but ironically, all seven remain- 
ing detainees were released within hours of 
Mahathir's unveiling of the plot. Questions 
were raised on the odd timing and reasons 
for releasing the detainees. In Sarawak, the 
consensus was that since the plot was aimed 
at Taib, Mahathir was indirectly saying that 
he cared little about Taib's political survival. 
Taib had not been told in advance of the re- 
leases and was sufficiently upset to send 
eight state ministers to see Mahathir two 
days later. Rather pointedly, Taib himself 
did not go. 


ccording to Taib's critics, Mahathir 

had privately nurtured some reserva- 

tions about Taib's appointment as 
chief minister eight years ago but had ac- 
quiesced to Taib's predecessor and uncle — 
Tun Abdul Rahman. Rahman assumed the 
titular office of governor in 1981, hoping to 
retain control over the executive through his 
nephew and protégé. 

But Taib's strong personality made him 
somewhat intractable and he later fell out 
with his uncle, forcing the latter to step 
down as governor in 1985. Rahman then led 
a splinter group of the PBB in early 1987, in- 
tending to pass a vote of no confidence 
against Taib. The attempt failed, but 
prompted statewide elections in which 
Rahman led the new Permas party unsuc- 
cessfully against Taib. 

Taib is close to former deputy prime 
minister Datuk Musa Hitam, a relationship 
which riled Mahathir during an intense 
struggle in the ruling United Malays Na- 
tional Organisation (Umno) in 1987-88. 
When Mahathir was politically most vulner- 
able in 1988, Taib rubbed salt into his 
wounds by threatening to give landing 
rights to Singapore Airlines if the federal 
government did not increase Malaysian Air- 
line System flights from Kuala Lumpur to 
Kuching. 

Mahathir and his cabinet were furious at 
what seemed a direct affront to the federal 


leadership and an uncommon assertion of 
independence. 

Political observers now wonder whether 

Mahathir might want to replace Taib, 
perhaps after the next general elections, and 
more pertinently, whether he would 
countenance an Iban chief minister — the 
first in 20 years. In the states, “no one lasts 
very long if you’re confrontational towards 
Kuala Lumpur,” remarked a Sarawak politi- 
cian. 
Since the overthrow of Datuk Stephen 
Kalong Ningkan and the declaration of 
emergency rule in 1966, followed by the 
brief rule of another Iban chief minister, Pen- 
ghulu Tawi Sli up to 1969, Sarawak chief 
ministers have been Malays. The Malays are 
also the dominant race in the peninsula, 
which guaranteed smooth federal-state rela- 
tions. But now Mahathir might be prepared 
to have an Iban chief minister provided he 
was more tractable than a Malay, suggested 
Iban and Malay politicians. 

The rift is in part the result of differences 
in personalities. In the first 20 years after 
Sarawak and Sabah joined the federation in 
1963, their chief ministers were personal 
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still have to travel by boat, he pointed out. 

Some Sarawak leaders, a state rich in na- 
tural gas, timber and pepper, have won- 
dered aloud that but for an historical quirk, 
Sarawak too could have been as prosperous 
as neighbouring Brunei. They have chafed 
under the system which allocates only 5% of 
the gas revenue to the state government, the 
rest being shared between the federal coffers 
and foreign oil companies. 

Adding to the complexities of federal- 
state relations, traditional alliances within 
Sarawak are also under some strain. The PBB 
is dominated by ethnic Melanau, to which 
both Taib and Rahman belong. The 
Melanau "whether in government or op 
sition, hold power being both diligent and 
cunning,” said an Iban politician. 

But there are hints that the Malay- 
Melanau symbiotic relationship could be 
breaking down. Some of the more educated 
and politicised Malays resent what the ~ > 
as Taib's push for Melanau dominan 1 
government and business, leaving tnem 
out. 

Although it is not itself a political party, 
the Persatuan Kebangsaan Melayu Sarawak 


Taib; Mahathir: assertions of independence. 


friends of the prime minister of the day. But 
today, neither Taib nor Sabah's Datuk Seri 
Joseph Pairin Kitingan can drop into Maha- 
thir's office or home for an informal, un- 
scheduled chat, said their aides. 
Meanwhile, some Malay politicians in 
Sarawak want Umno — currently not rep- 
resented in the state — to participate directly 
in state politics, if only to ensure that 
Sarawak demands would be given more 
weight. Right now "we are treated like step- 
children just because we don't vote in the 
Umno president, who is of course the prime 
minister," complained a Sarawak Malay. 
Development funds are poured into 
Kuala Lumpur, while in Sarawak, people 
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(PKMS), a Malay religious, educational and 
cultural organisation, has apparently been 
drawing Malays away from the PBB, 
weakening Taib's Malay base. The bene- 
ficiary is the rival Permas, since several PKMS 
leaders also hold office in Permas. 
According to local observers, Taib has 
reacted by wooing Sarawak's 30% Chinese, 
most of whom are represented by the 
Sarawak United People's Party and to a less- 
er extent, by the multi-racial Sarawak Na- 
tional Party, both state coalition partners. 
But the pragmatic Chinese would go with 
whoever is the stronger, demanding more 
timber concessions in return for their sup- 


port. 5 
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LONG TERM SUPPORT FOR YOUR BUSINESS. 


The Long-Term Credit Bank of Japan offers 
advice to help your business grow. We'll 
give you constant backing, and, when 
you're ready, we'll show you how to branch 
into new areas, too. What's more, with our 
support, you'll continue to flourish. 

We were established in 1952 to ensure a 
steady flow of long-term funds for industrial 


growth. Today we're one of the world's top 
20 wholesale banks. This is the reward for 
our belief in following our client's business 
through from start to finish; for making 
sure your plans are successfully realized. 
We specialize in Long-Term Corporate 
Financing and Merchant Banking Services 
such as Project Finance, Mergers and 
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The Long-Term Credit Bank of Japan, Limited 


Acquisitions, Leasing and Investment 
Advisory Services, as well as a full range 
of additional Banking Services. We also 
have over 60 offices worldwide, which 
means we can offer you both global and 
local support. 

So, if you want to see your business grow 
bigger and stronger, why not try LTCB? 


Head Office: 2-4, Otemachi 1-chome. Chiyoda-ku, Tokyo 100. Tel: 03-211-5111 Telex: 24308 
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Providing power for the future 


Energy 
management - 
a worldwide 
challenge 


Reserves of fossil fuels worldwide are 
more abundant than was thought in the 
60s. But that doesn't mean that they 
should be exploited extravagantly - or 
that power should be wasted. Energy 
resources must be used intelligently 
and efficiently. Now and in the future. 


Increasing the efficiency of power 
generation processes remains a major 
challenge. Gas and steam turbine 
power plants with integrated coal 
gasification - a new process developed 
by Siemens - brings with it two major 
benefits: increased efficiency and signif- 
icantly reduced environmental pollu- 
tion. And, of course, energy costs are 
reduced too - because the amount 

of coal required to generate one kilowatt- 
hour of power is much less. 


Our research into improving the effi- 
ciency of solar, wind and hydroelectric 
power plants is ongoing. But one of 
the most interesting sources of energy 
currently under investigation is nuclear 
fusion by large, superconducting 
magnets. Here Siemens is pooling its 
expertise internationally with that of 
other companies in the field. 
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Although the number of air- 
craft in our fleet increases 
from year to year, you'll hear 
even less of us in the future. 
However, this is no coinci- 
dence. It is planning. By the 
end of 1992, we will have in- 
vested over 10 billion deutsch- 
marks in our fleet. So that it is 
not only one of the most up-to- 
date in the world, but also one 
of the quietest. However, in 
keeping with the German tradi- 


co 


You'll hear even less of us in the future. 


tion of thoroughness, we do 
even more. Lufthansa was one 
of the first airlines to develop 
noise reduction take-off and 
landing procedures and we 
are still working to perfect 
them. Hence, although we will 
be flying to more and more 
destinations with an increas- 
ing number of aircraft, you 
are going to hear even less of 
us in the future. 


Lufthansa 
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Guest Traveller's Tales 


mages from two recent weeks in Af- 
ghanistan: a campsite on grassland ina 
high mountain valley, Tartar hosts 
making room around a wooden stove 
in the morning chill. Days of trundling i ina 
jeep up hot and dusty riverbeds, stuck in the 
cliched crossfire between a Soviet diplomat 
‘rumoured to be high in the KGB's Kabul resi- 
dency and a young all-American reporter. 

At a miraculously functioning swimming 
pool at the hotel in sandy Mazar-i Sharif, full 
of cool water from the mountains, a young 
Afghan man with only one leg and the addi- 
" “al handicap of a sarong-like garment to 

his Islamic modesty, climbing the high- 
> and plunging in. 

An evening picnic in the tiny village of 
Wadu, while travelling with the Ismaili sect 
leader Sayyad Mansur Naderi. Afghan rugs 
laid on the mint lawn, small streams babbi- 
ing on two sides, turbaned tribesman hold- 
ing pitchers of water for hand-washing after 
the banquet of pilau rice, roast lamb, and 
fruits, washed down with mast, a mint- 
flavoured yoghurt drink. Just in the furthest 
circle of lamplight, rifle-bearing guards and 
a clutch of curious children. Afghans are no- 
thing if not poetic. Taking his leave, Mansur 
declaims: "Not only the mountains, the sky 


and stars, but the people are here to make _ 
.. presidents Taraki and Amin — itis prefaced 


you happy." 


in February, they left deserted one of the 
Foreign Office's finest embassy buildings — 
constructed with an eye to impress at the 
turn of the century on the orders of Indian 
viceroy Lord Curzon. From a glimpse 
through the gates allowed by the paramili- 
tary guard, itis in good shape. The question 
is: will the British get it back? 

The Pakistanis have long argued that it 
should have gone to them at the 1947 Parti- 
tion, just as the old British mission in 
Kathmandu went to India. Pakistani dip- 
lomats, who have remained in Kabul, 
suggest the embassy is there for the occupy- 
ing, if the Afghans are agreeable. It only 
seems to be bantering — and the Kabul gov- 
ernment is hardly disposed to do the Pakis- 
tanis any favours — but the Foreign Office 
should perhaps not delay their return. 


An intriguing book (lent by colleague Kate 
Webb of Agence France Presse, who un- 
earthed it in Kabul's fleamarkets) by one Ib- 
rahim Atayee, called A Dictionary of the Ter- 
minology of Pushtun's Tribal Customary Law 
and Usages, gives an insight into Afghanis- 
tan's major ethnic group. Published in 
Kabul in 1979 — when the country was still 
undergoing a brutally clumsy attempt at in- 
stant transformation to communism under 


— bya pro-party academician who suggested 


Banquets involving Russians and West- E 
erners inevitably get down to competitive 


toasting. One exchange at another place 


the neutral spirit a Mongolian vodka — sa a : 
~ been young man from Pravda tell our Af- 


n companions how his doctorate in Af- 
ghan history, fluency in Persian, and love of 







toms of their forebears. 
A decade later, it is tradition that is node 


| ing the communists. If they read Atayee's | 
book, many would head north across the 


border to the safety of an obscure Moscow 


the country were reflected in the closeness of — dacha. 


bilateral relations. The reception was muted. 


Came the challenge to reply, the REVIEW 


said the three Westerners present were - 
ish. E 
speakers knew a little about the British em- 


newcomers to Afghanistan, but as Engl 





pire (in the REVIEW’s case, it must be admit- 
ted, from a close reading of George Mac- 
Donald Fraser’s Flashman series). Three 
times between 1838 and 1919, the British at- 
tempted to conquer the Afghans and were 
forced into bloody retreat or compromise. 
The lesson was that Afghanistan’s future 
would be decided by its own people, not by 
outsiders from either south or north. Wild 
applause from the Afghans present, in- 
cluding our Soviet-trained and -equipped 
helicopter crews. 


The latest British retreat from Kabul may 
not have been wise, however. When British 
diplomats joined the exodus of Westerners 






~The law of the Pushtuns (called the 
Pushtunwali) finely distinguishes between 


tinction: “Mirata is such a crime that one side 


swarms up the other side's house and kills -— 


all the male members of the family no matter 
how old or how young. The difference be- 
tween mirata and pagra is that in the former 
women are not killed, but in the latter all, in- 
cluding women, are killed." 

The seriousness of lotsawal — stripping 
someone's clothes off — varies according to 
the garment. Taking off a patkay [outer coat] 
simply means disrespect. Removing a shirt 
or waistcoat greatly increases the sharm [of- 
fence]. “To take someone's trousers off 
means to disgrace him, and to restore the 
grace, there is no other way but to kill the of- 
fender." 
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-he can lie down in the grave prepared fo 
that within a few years Afghans would be _ 
looking back and laughing at the quaint cus- _ tives, vigilant for any such attempt, will 
-round both bed and grave, waiting 
_ Slaughter the il before he mak 


| home base. 


begging, nunawate, in which the killer i 
-handed over by his own relatives to the be- 


pardoned," Atayee said, noting that this is 
. different types of offences. Bucha, the cut- _ 
"ting off of a nose, for example, is equivalent - toe 
-to half a murder. Another unusual legal dis- has a privileged position in the Pushtun- | _ 
-wali, immune from detention. P 


Women, and those who mess around | __ 
with the wrong ones, can get into big trouble | __ 
under the Pushtunwali. A woman'saccusa- | 
tion of rape or attempted rape is always be- | 
lieved — and the accused killed — because |. 
no woman would otherwise submit herself | 
to the shame involved. Moreover, the | 
woman usually commits suicide, or is killed | 
by her relatives. po 

The term mandina [wife] is often used as D 
an insult. However, wives are closely 
guarded. “If a marosha [married woman]. 
elopes with someone and the latter marries 
her, then he must be killed," Atayee notes. 
“If the offence is repeated, up to seven 
merona [male relatives] must be killed.” _ 

Women can be traded: "A woman give 
in exchange for another is called makhat 
A makhaiy does not necessarily haveto 
pretty and young as the one sh 
changed for. It may happen that th 
on one side may be young and) dp et 
the other side not so. In such a case the side 
of the old and not pretty woman will give 
sar, that is some money or gold to the other 
side." 

The Pushtunwali does offer some 
avenues of forgiveness. À murderer gains 
by grabbing hold of one leg of the cat [be 
on which the victim is laid out. If he mi 
that chance, he has a second opportuni 


























































deceased. The catch is that the victims’. 


reaved. "In such cases the killer is usually 


the traditional way blood-enemies can be re- | 
stored to peace. The ailchi [mediator] also |. 


The institution of the jirga [tribal council} | 
is also coming under study as a possible | __ 
means of resolving the Afghan civil war. | - 
Participants swear upon a pile of salt, a | - | 
sword and the Koran to obey its decisions, | 
and Atayee cautions against making lightof | _ 
it. “The jirga decision is binding on every- | . 
body and compliance is punished Dems E 
To start with his house is set on fire.” — ^. 

Whatever the truce that is patched to- E 
gether and whatever government takes 
power in Kabul, its writ seems unlikely to 
run far out into the countryside. As the 
Pushtun saying goes: “Be tame in the city 
and rebellious in the mountains.” | 
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JAPAN 31 


Geisha and old-style politicians go hand in hand 


lempest in a teahouse 


By Liza Dalby 


eisha have a reputation of being 
the most discreet of women. Their 
lives are private to the point of 
obscurity. Then, one of their 
number steps or is pushed into the Kleig 
lights of publicity and, suddenly, the public 
is once again reminded of this exclusive, 
expensive and old-fashioned profession. 
Prime Minister Sosuke Uno is not the 
first Japanese politician to suffer slings 
of public outrage for his dalliances with 
isha. 


There is, however, a new note in the 
current sex-and-politics imbroglio. Uno is 
being criticised not for the politics usually as- 
sociated with geisha scandals, but rather for 
the sex — his actual physical involvement 
with a particular geisha, or two. This is the 
real sign that times are changing. The Lib- 
eral Democratic Party (LDP), in its desperate 
search for one of their number innocent of 
political misbehaviour, never even consi- 
dered the matter of womanising. 
That has simply never been an issue 
in Japanese politics until now. The 
Gary Hart phenomenon is catching 
old-time Japanese politicians utterly 
with their pants down. 

The Japanese Government has al- 
ways been plagued by backroom po- 
litical wheeling and dealing. The 
term for such manoeuvring is machiai 
seii, or "teahouse politics." Geisha 
are, if not handmaidens, at least 
passive accessories to this process of 
shady deal-making taking place 
under their noses in elegant 
teahouses. Public indignation about 
teahouse politics has usually focused 
on the aspect of secrecy. No one 
knows what goes on during these ex- 
quisite soirées except the participants 
and the geisha. This is why a geisha’s 
discretion is her most important asset. The 
wealthy and influential men who patronise 
geisha must be confident that what they say 
and do after hours, behind closed cedar- 
and-paper sliding doors, will not slip out to 
embarrass them in their public and official 
lives. 

And of course different political factions 
patronise different geisha in different parts 
of town. The wartime government in the 
1930s and early 1940s favoured Shimbashi. 
The post-war LDP politicos tend to patronise 
glitzier Akasaka. A politician needs to be 


able to trust his particular coterie of geisha. 
In the past, a man's enemies were not above 
planting geisha spies in sensitive places. It is 
even rumoured that Uno's numero uno may 
have been prodded into her revelations by 
political rivals. 

In the aftermath of the Recruit scandal, 
geisha and teahouse proprietors are ner- 
vous at the prospect of the LDP's dominance 
eroding in the coming elections. The 
Socialists and especially the Japan Com- 
munist Party bigshots are not such ardent 
devotees of the teahouse, though at least 
some of the Socialists are known to patron- 
ise Yushima, a venerable, if now slightly 
seedy, geisha enclave in Tokyo. 

Government connections with geisha 
have a long history in Japan. Geisha and 
politics have been familiar bedfellows since 
the very founding of the modern Japanese 
state. In the late 19th century, anti-shogun 
samurai plotted their rebellion in the 
teahouses of Kyoto. After victory, as leaders 
of the new government, some of them mar- 






A back seat in life for the geisha. 


ried geisha sweethearts from their revolu- 
tionary days. Others brought geisha along 
to Tokyo as mistresses. 

Japanese men have long been used to a 
social world of two categories of woman. 
One is the woman they marry — keeper of 
the home, bearer of children. The other is 
the woman they play with. As Japan's low 
divorce rate attests, a man usually has but 
one wife in his lifetime. But he has been al- 
lowed to play with as many as his appetite 
and purse permit. Japan supports a huge, 
varied entertainment world for men. This 
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after-hours enclave of teahouses, bars, 
cabarets, and massage parlours is called the 
mizu shóbai, or “water business," because of 
its inherent dependence on the tides of indi- 
vidual fortune and economic prosperity. At 
the lowest, most sordid level of the water 
business are the prostitutes and Turkish- 
bath girls. In the middle are the numerous 
ranks of bar hostesses. At the top are the 
geisha. 

The geisha's stylised traditional form of 
entertainment has been called anachron 
in post-modern hi-tech Japan. Yet geish: 
old-fashioned in style only. In essence, the 
social basis for their existence remains the 
same as that for the bar hostesses. It is just 
that in the prestige game, a geisha is a fine 
bottle of cognac, where the hostesses are 
simply whiskey onzarox. 

In today's Japan, arranging an evening's 
entertainment at a traditional teahouse with 
select foods and geisha in attendance is so 
costly that only the ridiculously well-heeled 
even consider it. Business magnates and 
politicians make up practically the 

NE whole of a geisha's clientele these 

` days. Not infrequently, the latter are 
\ invited as honoured guests of the 
former. When commercial tycoons 
discuss major deals with each other, 
or with a buddy in politics, they pre- 
fer the atmosphere of a quietly eleg- 
ant teahouse to that of the board- 
room. It is much more comfortable 
to reach an understanding in su 
setting. 
Geisha were not always so exclu- 
sive. During Japan's feudal era, 
amusing oneself with geisha was a 
popular pastime. Even a man of 
modest means could afford to wan- 
der down to his favourite teahouse 
and drink the evening away with 
congenial companions. A geisha or 
two kept his sake cup refilled, sang 
the hit tunes of the week, and kept him up 
on the latest gossip about social goings on. 
As times changed, especially with the ad- 
vent of Westernisation, geisha came to be re- 
served for those who appreciated and were 
willing to pay for the traditional aesthetic 
mode they kept alive while the rest of so- 
ciety modernised. 

Bar hostesses took over geisha's function 
for the ordinary working man. Since Japan's 
economic rebirth beginning in the 1950s, 
geisha have been set aside for the élite. 

A geisha party these days is a business 
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expense. The president of a company en- 
gages a room at a well-known teahouse, 


confident that the food ordered and the 
geisha summoned by the proprietress will 
make a suitable impression on his client. 
Rarely are the guests women. This is be- 
cause wives are not included in business-re- 
lated socialising, and women managers are 
still rare in the co te world. Even a con- 
noisseur of this style of entertaining is un- 
likely to engage geisha more than a couple of 
times a month. 


he one exception is a geisha's 
danna, or "patron." A patron has a 
private, intimate, and exclusive re- 
lationship with his geisha mistress. 
Few men can afford to provide their 
paramour with the economic means to retire 
completely from geisha life, but they can 
supply her with a lavish stipend in exchange 
for her single-hearted devotion. 

om the geisha's point of view, a patron 
i source of income, of course, but he is 
more than that. These relationships are 
usually very long-lasting, intimate, and 
genuinely affectionate affairs. Since geisha 
do not marry, this is the closest they come to 
connubial stability. 

Foreigners are often puzzled as to why 
geisha continue to exist in Japan — indeed, 
why there are geisha in the first place. 
Geisha exist because of the way the role of 
wife has been traditionally construed. As 
wife/mother, a whole set of characteristics 





are set in place. These are the complete op- 
posite of aspects of femininity embodied by 
geisha and other women of the mizu shobai. 
Geisha are supposed to be sexy where wives 
are sober, artistic where wives are practical, 
witty where wives are serious. A wife is de- 
voted to her home and family. A geisha has 
no such ties. From a social standpoint, a 
married geisha would be a contradiction in 
terms. 

Both wives and geisha derive their liveli- 
hood from their relations with men, as hus- 
band or customer. Men, however, freely 
cross over the lines separating the women's 
spheres. Doesn't this make the women jeal- 
ous? A statement Japan's first lady is re- 
ported to have made to her husband is re- 
vealing: “I don't mind your fooling around 
with geisha, as long as I know you haven't 
been doing anything unethical." In public, 
Mrs Uno maintains a bland statement of 
faith in her husband. The old-style Japanese 
wife keeps a stiff upper lip, but it is also true 
that Mrs Uno's status and position as wife 
were never threatened. 

Were she to find that her husband was 
having an affair with a woman like a bar girl 
or perhaps a secretary, a Japanese wife 
would have reason to be uneasy. But the 
geisha's code of honour makes it highly un- 
likely that she would badger her patron to 
ditch his wife. This is the tacit understand- 
ing between wife and geisha. In the liber- 
ated West, such a clear division of the social 
roles of women is unthinkable. 





JAPAN 2 


Developers rush to sign up Western architects 


; rtfor name's sake 


By Dennis Normile in Tokyo 


n this city famous for its pricey property 

and its proclivity for “booms” in fash- 

ion, the latest fad in real estate is the for- 
eign architect. Kazuo Akao, scion of the 
family-owned | Obumsha 
publishing empire who has 
turned to property develop- 
ment, is typical of this new 
fancy: after seeing the Hong- 
kong & Shanghai Bank's 
headquarters in Hongkong, 
he decided he wanted a ver- 
sion of it in Tokyo. 

Akao visited the Hong- 


building’s British designer, 
Norman Foster, to design à 
twin 21-storey office tower in 
Tokyo. 

In the past four years, the 
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number of contracts awarded to foreign 
architects in Japan has amounted to a 
virtual rush. A tally by the Japanese 
magazine Nikkei Architecture last year 
found some 26 foreign architects and 
designers at work on at least 39 projects. 

The names include such 
established luminaries as 
the US’ Michael Graves, 
Britain's Richard Rogers, 
and France's Phillipe Stark. 
But in their quest for ex- 
clusivity, Japanese clients are 
also giving up-and-comers 
chances they are not getting 
back home. 

The projects range from 
a 120 m? shop interior 
by David Chipperfield of 
Britain to an office-hotel- 
shopping complex of 412,000 
m in ting what 
will be Japan's tallest build- 
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Speaking of honour, the geisha have 
their own perspective on this affair. Opinion 
in the prestigious community of Shimbashi 
holds that Uno's mistress hardly deserves 
the title geisha. In the first place her geisha 
“career” was only seven months long, con- 
ducted in the somewhat declassé commun- 
ity of Kagurazaka. And as far as anyone can 
tell, her gei, or artistic accomplishment in 
dance or traditional music, was non-exis- 
tent. In the second place, a true geisha 
would bite off her tongue rather than pub- 
licly reveal the intimacies of a relationship 
with a patron. The conclusion of the geisha 
community is that rather than immorality, 
Uno's choice of paramour has simply re- 
vealed his bad taste. 

Shimbashi geisha Goromaru, who was 
over 80 when she died earlier this year, had 
been a playmate and confidant of prime 
ministers and cabinet members for over 60 
years. One can only guess at the amount of 
political scuttle-butt she carried to the grave. 
Her candid memoirs would have been 
worth a fortune, but she was a true geisha, 
and never breathed a word of it. 

Novelist Negai Kafü caught the essence 
of the situation in a novel called Ude Kurabe 
written in 1937. Kafü wrote: "Geisha are not 
as crafty as the politicians who devise 
schemes to create disorder and then profit 
from the ensuing situation by fattening their 
own bellies. Geisha at least have more grace 
and dignity than members of parliament." 
Nothing has changed in this respect. * 


ing, designed by Hugh Stubbins of the US. 

Building design in Japan has typically 
been left to the construction companies, 
which basically throw in the design gratis for 
getting the construction contract. "Until re- 
cently, very few people had an interest [in 
architecture], says Katsuhiro Kobayashi, 
associate professor of architecture at Tokyo 
Metropolitan University. “But suddenly, 
design has become important." 

Japan has always had its own interna- 
tionally ised architects, who have al- 
ways been kept busy. The significance of the 
new interest in design, Kobayashi says, is 
that it has created unprecedented oppor- 
tunities for Japan's rising young architects. 
Just as important as an interest in design is 
the ability to pay for it. And, as Kobayashi 
notes, after paying for a building plot in 
Japan, the cost of the building almost fades 
to insignificance. 

But the quest for something extra is driv- 
ing Japan's building owners overseas. Ar- 
chitectural photographer Masaaki Sekiya 
says that clients are looking for buildings 
that might have an historical presence. Ja- 

architects, he says, are basically im- 
itative. What clients want, he says, is the 
real, original thing. 

Sekiya is also an "architecture producer," 
a profession peculiar to Japan practised by 
those with architectural knowledge and 
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Eos tatu Se eR oe 
Letter from Lotte World 


connections who advise clients and help in 
negotiations. Sekiya and his client, K-1 
Corp., adevelopment firm, set out to find an 
architect who had not worked in Japan be- 
fore. They found Zaha Hadid, who in fact 
had not worked anywhere before. 

Winning the Peak International Compe- 
tition in Hongkong in 1983 brought the Iraq- 
born, London-based Hadid much attention 
but little work. The Hongkong project was 
never realised and her designs remain only 
on paper. Thanks to K-1, she will have two 
of her sharply angled buildings on the 
streets of Tokyo. 

Before the current surge, the number of 
projects executed in Japan by foreign ar- 
chitects could be counted on the fingers of 
two hands, or maybe even one. The best- 
known examples are the Imperial Hotel by 
Frank Lloyd Wright in 1923, the National 
Museum of Western Art in Tokyo by Le 
Corbusier in 1959, and a handful of build- 
ings by Antonin Raymond, a Czech-Ameri- 
can who practised in Japan both before and 
after the war. 


apan has occasionally put on interna- 

tional architectural competitions. But if 

not exactly fixed, the results were 
highly predictable. The competition for the 
design of the Second National Theatre in 
Tokyo in 1986 was won by the design de- 
partment of one of Japan's biggest general 
contractors. 

The acceptance of foreign architects 
gained ground at about the time that Japan 
came under pressure to open up its con- 
struction market. In a bid to quiet the voices 
raised over the participation in the building 
of the Kansai International Airport near 
Osaka, the airport corporation decided to 
award the design of the terminal building 
through an international competition. The 
panel of judges included architects Helmut 
Jahn of the US, and Britain's Rogers. The 
award went to Italy’s Renzo Piano, a face 
new to Ja but known in Europe as 
Rogers' collaborator on the design of the 
Pompidou Centre in Paris. 

The Tokyo metropolitan government is 
now planning an international competition 
for a theatre. And even the Ministry of Inter- 
national Trade and Industry has announced 
a competition, open only to foreign ar- 
chitects, to design a new industrial park for 
foreign companies in Hokkaido. 

"Clients do like to think of themselves as 
a famous architect's patron," says Benjamin 
Warner of Richard Rogers' office in Tokyo. 

So far, most of the foreign architects 
have received all their Japan commissions 
through one client or producer. There are 
stories ‘of projects evaporating when clients 
learned that prospective architects were al- 
ready working in Japan. “Either it's a trend 
that will die out in a few years once the sup- 
ply of foreign architects runs out," Warner 
says, "or clients will get used to sharing ar- 
chitects." a 





phans and nuns, 
clattering about the 
marble floors of a 
fishbowl fantasy- 
jas land. The urchins 

Euer cenae delight in a roller 
coaster that flips them upside down amidst 
the balustrades of a medieval French castle. 
They scream as a Spanish galleon rocks 
them to and fro between polystyrene boul- 
ders and a red-tile hacienda. 

As monorails and ersatz hot air balloons 
skim softly overhead, the kids snack on Bel- 
gian waffles and Mexican nachos, their fin- 
gers already gooey from cotton candy. They 
giggle in joy as a gruff pirate pursues a 
comely maiden, a pantomine act following 
sharp on the heels of yodelling two-steppers 
in green lederhosen and a veiled belly 
dancer twirling under a great glass dome. 

Welcome to Lotte World, a hermetically 
sealed encapsulation of all that is familiar, 
pleasant and safe about lands far, far away. 

The US$1 billion brainchild of South Ko- 
rean chewing-gum mogul Shin Kyuk Ho, 
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Not Mickey and Minnie. 


Lotte World bottles up and homogenises 
Western culture to make it no less threaten- 
ing, or nutritious, than a serving of skim 
milk. Designed to cater to a South Korean 
audience eager to go abroad, but unable 
until January to do so, it is an amalgam of 
stereotypes, all of them keyed to the mer- 
chandising of toys, T-shirts and key chains. 
Lotte World will seal Shin's reputation as 
a world-class visionary in marrying things 
American to the wants of Asian consu- 
mers. Having started out making “Cow- 
boy” brand gum for Japanese children in the 
wake of World War II, Shin has helped 
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bankroll the popularisation of baseball anc 
soda pop in Japan and South Korea. Hi: 
Hotel Lotte in downtown Seoul is eclipsec 
only by the sin palaces of Las Vegas for shee! 
baroque grandeur. 

For the 67-year-old billionaire, Lotte 
World represents a kind of pinnacle of cross 
merchandising as conceived three decade: 
ago by Walt Disney. Twice the size o! 
Seoul's Olympic Main Stadium, the 580,800- 
ha building contains 429 shops packed with 
luxury goods, a glitzy hotel, wedding halls, 
department stores, theatres, a nine-storey 
sports centre, swimming pools replete with 
gold-leaved palm trees, a Korean folk village 
and a parking lot with room for 4,151 cars. 

It has a replica of Rome's Trevi Four 
a pair of mascots similar in everythin;, . _ 
mouse-suits to Mickey and Minnie (they are 
raccoons), South Korea's only spiral es- 
calator and, of course, the world's largest 
chandelier. That is not to mention the nine- 
storey theme park, visible from inside the 
mall and hotel, soft-opened by well-behaved 
orphans and nuns and soon, the owners 
hope, crammed to the gills with the free- 
spending citizens of Seoul. 

Shin and his accomplices, notably former 
Disneyland planner Richard Battaglia, hope 
soon to pepper Asia and North America 
with their cheerfully rococo all-weather ple- 
asure domes. Kobe is next and offers have 
been made by interested parties in Taiwan 
and the Philippines, says Battaglia, who is 
also designing a phoenix of an outdoor mall- 
theme park to emerge soon from the tacky 
rubble of Singapore's Tiger Balm Gardens. 

"Lotte World is a showcase of what is to 
come in the leisure industry,” says Battaelia. 
“a fully integrated urban complex v — : 
you can bring the whole family." Or, as a 
brochure handed to visitors rather bluntly 
puts it: “It makes a turning point from ‘one- 
stop shopping' time to the opening of an era 
of ‘Full Life Shopping." Lotte World, in 
other words, takes the modest concept un- 
derlying 7-Eleven stores, now ubiquitous in 
many Asian cities, and marries it to "It's a 
Small World," the cutesy Disneyland monu- 
ment to global harmony. 

Despite Lotte World's motto of "love and 
opulence," four score residents of the 
nearby Chamsil neighbourhood, mainly 
middle-aged matrons, were out protesting 
the noise and traffic stirred up by the giant 
consumer terrarium as it formally opened in 
mid-July. Unappeased by such concessions 
as money to buy air conditioners to combat 
the heat thrown off the complex's high 
white walls and into their apartments, the 
ladies shredded door prizes from a gratis 
visit to Lotte World's pay and play section 
into neat little piles. = Jonathan Friedland 
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Treasures of Tartary 


Nomads of Eurasia edited by Vladimir N. 


Basilov. Translated by Mary Fleming Zirin. 
University of Washington Press, Seattle and 
London. US$39.95. 


Current unrest in Soviet Central Asia is 
rooted in Moscow’s long-range efforts to im- 
pose a rigid "agro-industrial pattern on 
traditionally migratory societies, seeking to 
transform nomads into settled cattle grow- 
ers and large-scale cotton farmers. Today's 
violence in Uzbekistan and Kazakhstan re- 
flects unresolved social and economic prob- 
lems, ranging from ethnic hostilities to un- 
employment among youths. 

Russian ethnologists, seeking a better 

erstanding of their country's non-Slavic 
. ples, have undertaken exten- 
sive research among Central 
Asian populations; where they 
could avoid ideological intru- 
sions, these studies have often 
attained admirable scholarly qua- 
lity. 
This volume covers some 3,000 
years, a time when livestock-herd- 
ing nomads roamed the steppes 
from China to the Black Sea. Vla- 
dimir N. Basilov, who directs Mos- 
cow's Institute of Ethnography, a 
branch of the Soviet Academy of Sci- 
ences, notes in his Introduction that 
nomadism was still practised in the 
19th and early 20th centuries by Kazakhs, 
Kirghiz, Turkmens, Buryats, Tuvinians, 
Kalmyks, Altaians, Khakass, Yakuts and 
some Uzbeks, Azerbaijani, Nogaians, and 
Bashkirs. 

Nomadism, he adds rather delicately, 

1 become a cultural identity,” even 
among peoples who had “abandoned 
truly nomadic forms of animal husbandry.” 
The researcher refers to “the extended fam- 
ily-tribal structure” of these societies, which 
formed the original pattern of today’s still- 
powerful, politically entrenched clan sys- 
tems in Soviet Central Asia. 

Basilov notes that Soviet archaeologists 
and ethnographers have collaborated in 
mapping accumulated data on the material 
and cultural traditions of the Eurasian 
peoples. This large and beautifully pro- 
duced volume (designed in Los Angeles, 
printed in Tokyo) contains contributions by 
12 scholars; its impact is greatly enhanced by 
80 black-and-white photographs and 120 
colour illustrations. 

Among the essays, those exploring the 
Turkic-Mongol peoples are of particular his- 
toric interest. Sev'yan I. Vainshtein, survey- 
ing six centuries of Turkic developments, 
notes that the Silk Road, the great caravan 
route that joined East and West, came under 
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South Siberia Bth-century plaque; 
Mongol 18th-century bronze seal. 


the control of the Turkic khaganate by the 
end of the sixth century, while trade became 
less dangerous and thus "particularly lively 
and lucrative." 

Mikhail V. Gorelik and Mark G. 
Kramarovskii deal with the vast and fluc- 


; 
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tuating Mongol-Tatar empires of the 13th 
and 14th centuries, notably during the rule 
of Chingiskhan and his successors. 

Other historical chapters deal with Scy- 
thians, Sakians, and Huns. Additional topics 
include fglk culture, clothing and personal 
adornments, household items, harness and 
weaponry, and the use of yurts, rugs and 
felts. 

A chapter on bowed instruments, de- 
lightfully illustrated, contains the intriguing 
observation that the origin of the violin is 
“intimately connected with the ancient 
shamanic beliefs of the nomadic people.” A 
chapter on religion restricts its treatment of 
shamanism to relatively remote past beliefs, 
without references to current residues and 


ces. 

Among the artifacts illustrated, the va- 
rious Mongol-Tatar ornaments — including 
small filigreed stars — are notable for elegant 
design and sophisticated craftsmanship. 
The photographs were taken in several 
Soviet museums, including the 
Hermitage in Leningrad. The book 
is an outgrowth of the exhibit, 
“Nomads: Masters of the Eurasian 
Steppe,” held earlier this year 
at the Natural History Museum in 
Los Angeles. More exhibits will be 
taking place at the Denver (Col-- 
orado) Museum of Natural History 
and the US National Museum of 
Natural History in Washington 
D. C. 

The book is an admirable exam- 
ple of international cultural coopera- 
tion, and its price is a great deal 
more reasonable than such a well- 
made product of book-making usually 
commands these days. Soviet Central Asia, 
with all its historic and contemporary fer- 
mentations, is Clearly gaining the atten- 
tion it has not received in past decades. 

u Martin Ebon 
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Much ado about identity 


Tripmaster Monkey: His Fake Book by 
Maxine Hong Kingston. Alfred A. Knopf, 
London. US$19.95. 

The Joy Luck Club by Amy Tan. Heinemann, 
London. £11.95 (LIS$18.60). 


These two books offer fresh evidence 
that the novel does not after all have to have 
a story. On the other hand, they also show 
that it is hard to do without stories, and not 
unnaturally, as Chinese-American novels 
the stories they incorporate are out of China: 
in the case of Tripmaster Monkey of a mythi- 
cal-magical kind; in the case of The Joy Luck 
Club domestic-mysterious. The distance 
from the Orient is no doubt intended to lend 
enchantment for the reader, but the distance 
of the writers themselves from the source 
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has also interposed a lens which is both dis- 
torting and colour enhancing: myth, legend 
and superstition are interpreted and 
exploited in ways which would make native 
authors blink. 

In their different ways, both Maxine 
Hong Kingston and Amy Tan deal with the 
question of identity as it perplexingly affects 
Chinese Americans. Kingston’s hero, Wit- 
tman Ah Sing, makes a frontal assault on the 
subject; and when you know that the re- 
semblance of his name to Walt Whitman's is 
not fortuitous, you will be prepared for the 
length at which he goes on. 

He does lead a kind of life — in the 
course of the few weeks covered by the book 
he kicks about San Francisco, goes to work, 


gets fired, goes to a party, accidentally gets 
41 
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married, goes home to Sacramento to see his 
family, goes back to San Francisco to sign on 
for unemployment, produces a show at a 

i community hall, and gives a con- 
cluding address — but he seems to live vi- 
cariously, on a super-abundance of images, 
impressions and text absorbed from films 
and books, and is no stranger to hallucina- 
tion. 

Given the chance, which he is fre- 
quently, he emits clouds of ink like an oc- 
topus. Despite the never-failing ebullience 
and virtuosity of his and his creator's vocab- 
ulary, or perhaps because of it, the reader is 
tempted under strain to flip ahead to find 
out if anything is to happen apart from hap- 
penings, only to discover another tall story 
being told. However, with memories 
of five generations of settlement in the US 
to draw upon, there is nothing much about 
Caucasian-American prejudices that he 
does not know, and from that point of view 
he is an education. 

From another point of view, to read his 
book you need an education. Tripmaster 
Monkey is full of proper nouns, acronyms, 
and Sino-American terms. So for a reader to 
be familiar with the Bay Area at the tail-end 
of the Beat period, when the novel is set, 
would be of great help in understanding this 
book's language and its referents, but of 
even greater help in achieving a degree of 
empathy with its hero, for in themselves the 
words on the page, despite their force and 
bravura, fail to convey feeling. It comes as a 
surprise, for instance, to read “She was si- 
lent until he [Wittman] finished laughing”: 
one had no inkling that he might have been 
laughing. 

To expand on the same point, the 
dustcover tells us that Tripmaster Monkey is 
“wildly, bitterly funny”; if so, it is the funni- 





Tan: ostentatious Chinese decoration. 


ness of grimaces, not of humour. In mitiga- 
tion, Kingston pleads that her hero is an 
actor without a theatre. She provides him 
with one here, with no production expense 
spared. It would be churlish for a reviewer 
to demur: he gets his ticket free. 

In contrast to Kingston's novel, The Joy 
Luck Club does not wave battle flags in our 
face: the sense of being Chinese, or the ab- 
sence of it, to the four women members of 
the club and their daughters is strictly a fam- 
ily affair. The mothers all grew up in China; 
they do not question their identity. The per- 
ception of identity, a kind of anagnorisis 
without dénouement, which is the only 





Balancing the budget 


The Debt and the Deficit: False Alarms/ 
Real Posibilities by Robert Heilbroner and 
Peter Bernstein. Norton, New York and London. 
LIS$12.95. 

Day of Reckoning by Benjamin M. 
Friedman. Random House, New York. 
LIS$19.95. 


The Debt and the Deficit represents the cul- 
mination of a recent trend in the US to 
rationalise its bulging federal budget deficit 
and national debt. It is a disturbing trend, 
particularly for the East Asian countries 
which have chronic trade surpluses with the 
US and are having to hold large US dollar as- 
sets, because it reinforces Washington's ten- 
dency to blame the trading partners rather 
than itself for the imbalances and adopt pro- 
tectionist measures. 

Those who play down the US debt and 
deficit problem rejoice in pointing out that 


a4 


the US economy has not yet met the calam- 
ity and ruin predicted by the more extreme 
debt/deficit Cassandras. (The more honest 
among them will mention the stockmarket 
crash of late 1987, but say the crash did not 
lead to a world financial collapse.) Rather, 
the optimists say, the US economy has en- 
joyed uninterrupted growth, declining un- 
employment, satisfactory levels of real in- 
vestments (admittedly including those of 
foreigners) and relatively low inflation. 

Not long ago the business magazine 
Forbes ran a feature emphasising that neither 
the US “general government deficit” (con- 
solidating state accounts with the federal), 
nor its national debt is out of line with those 
of other industrialised countries, the ones 
which righteously criticise the US’ lack of fis- 
cal discipline. Forbes also pointed out that the 
proportion of national debt held by foreign- 
ers was higher under former president 
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general motion in the novel, is on the part of 
the daughters, and comes through recogni- 
tion of dem bond with their mothers. 

At the same time, beyond the folklore 
that guides the thinking of the mothers, 
there is some ostentatious Chinese decora- 
tion, most noticeable in the form of Chinese 
expressions intended to hint at a wealth of 
meaning that no English can convey. Unfor- 
tunately, where these expressions are recog- 
nisable in romanisation, they are more often 
than not misused. Few readers will 
that Amy Tan has tripped over her own feet 
in this way, as her footwork elsewhere is 
very deft. 

She has planned her "novel" as sets of 
recitations, in the order of mothers, 
daughters, daughters, and mothers again, 
except that one mother, the founder of the 
dub, has died, so her daughter gets her go 
as well as her own. Yet the sense of indi- 
viduality is very slight, so all the mothers' 
stories tend to merge into one, as do al 
daughters', which gives the impression 
composite daughter, but linked by a quad- 
ruple, instead of single, umbilical cord. As 
one gets confused over who is who, one is 
almost blinded to inconsistencies like the 
fact that in their daughters' narratives some 
mothers speak broken English, while they 
use perfectly good English when speaking 
on their own behalf; but perhaps we should 
be grateful for that mercy. 

All art, artifice and window-dressing 
aside, The Joy Luck Club strikes deep roots, 
for what mother does not try to get through 
to her daughter, and what daughter does 
not try to get through to her mother? Amy 
Tan seems a thoroughly nice, caring person 
who has tried and succeeded, and has the 
words to pass on that kind of experience. 

= D. E. Pollard 


Jimmy Carter than under the then president 
Ronald Reagan, who is blamed for 
"snake-oil" supply-side economics. 

More recently the conservative political 
magazine National Review, in a symposium 
sampling the views of half a dozen promi- 
nent economists, concluded that those 
bankers, brokers and journalists who worry 
about the debt and deficit are “slaves of 
some defunct economist.” The participants 
in the magazine feature argued, variously 
and sometimes persuasively, that tax 
(which the fiscal pessimists want to increase 
to reduce the budget deficit) is not always 
preferable to borrowing, and that a tax rise 
may only encourage a liberal and myopic 
Congress to spend even more, aggravating 
the deficit. 

They also said that deficit is indeed good 
when it results in higher production and 
employment; that much of the necessary 
government spending cuts have already 
been made and the budget will balance in a 
short while; and that the real controversy 
should not be over the budget deficit per se 
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but over the desirable nature and size of the 
federal government. Only one participant 
— a European, of course — was worried 
about the debt per se and "America living 
beyond its means, " but he was dismissed 
by the editors as an anachronism. 

Then the highbrow monthly magazine 
Atlantic picked up the debate in an essay en- 
titled “Is the deficit really so bad?" explain- 
ing why cutting the budget deficit is not con- 
sidered "the most important thing in life." 
For conservatives, deficit functions as a 
guard against bigger spending by the liber- 
als, while the liberals argue that the govern- 
ment should balance the economy, not the 
budget. Thus, according to the Atlantic arti- 
cle, balancing the budget is a political and 
moral question, not economic. The article is 
not against a balanced budget, which it says 
is not an absolute good but represents a 
compact between liberals and conservatives 

v and between generations of Americans 

»ss time. A balanced budget ensures that 
cach generation pays its own way, not bor- 
rowing excessively from future generations. 

The two authors of The Debt and the 
Deficit are clearly liberals. Raising the 
US' competitiveness, controlling inflation 
and, of course, arresting urban decay and 
“{restoring] economic circulation to the 
bottom tenth of the population" are more 
urgent objectives for them than balancing 
the budget. The government has a role in all 


of these, and realising them will cost money. 
The authors are for an even greater fed- 
eral deficit as long as the money is invested 
for productive purposes. In case anyone is 
worried, they say the budget deficit is small- 
er than most people think and can be made 
to appear even smaller if the rules of ac- 
counting are changed. The authors point, 
somewhat disingenuously, to the gross fed- 
eral deficit figure (US$255 billion in 1988) 
which they claim the fiscal alarmists cite. (In 
fact, even the alarmists normally cite the net 
federal deficit — US$162 billion in 1988.) 


he authors say that if the net figure is 
| used, state budgets are included, in- 


flation is taken into consideration and 
if, in addition, the value of unwritten-off 


public capital formation is set aside, the def- 


icit figure becomes very much smaller (only 
US$3 billion in 1988). This sort of argument 
is more worrying than comforting. 

The Debt and the Deficit attempts to de- 
bunk the pessimists' central claims that def- 
icit spending, by raising interest rates, dis- 
places private borrowing, discourages pri- 
vate investment and somehow contributes 
to the trade deficit. But all that the book does 
is to qualify, not refute, the pessimists' pro- 
positions, which are sometimes misrep- 
resented to appear simplistic or dogmatic. 
The authors maintain, for example, that 
"cutting the budget deficit will not, in simple 


mechanical fashion, alter our propensity to 
import or the willingness of foreigners to 
buy the goods we produce." Thoughtful 
pessimists never said it would be a simple 
process. 

There are few qualifications the fiscal op- 
timists make about the pessimists’ claims 
that are not already included in Benjamin M. 
Friedman's Day of Reckoning, by far the most 
convincing book the pessimists have pro- 
duced. Americans have been living well by 
running up debt and selling off assets and 
this is not a result of individual folly but of 
official, fiscal policy, Friedman says. Simply 
put, government deficit does tend to absorb 
saving and raise interest rates. 

Higher interest rates do raise the value of 
the dollar against other currencies and wor- 
sen the US trade balance. Higher rates also 
discourage private investment and will ad- 
versely affect US productivity growth and 
competitiveness. Friedman makes his case 
forcefully, but only after examining empiri- 
cal evidence where it is available and with all 
the ifs and but's of a serious economist. 

The majority of economists are on Fried- 
man's side, but they have had little influence 
on policy. However, there are signs that Pre- 
sident Bush, who won the election on his no 
new taxes pledge, is preparing a major 
deficit-cutting package, combining further 
spending cuts and indeed tax increases. 

= Susumu Awanohara 
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No news is good news 


IT WAS ONE OF THOSE MONTHS for feeling “things are not as bad as 
they seem.” So markets mostly moved cautiously if erratically up- 
ward, more on lack of bad news than a flow of good. 

Symptomatic was the behaviour of Wall Street which is edging 
towards being the star performer of the year so far. It has risen 
17.8%, of which 2.75 percentage points were gained in the past 
month. The momentum provided by the US dollar was no longer 
there. It retreated 9% against the Deutschemark and 4% against the 
yen in the period. But being a month for optimism that was deemed 
a “good thing,” denoting an easing of the profits squeeze of export- 
oriented and multinational firms, lifting pressure off the efforts to 
improve the trade balance and (key to it all) prospects of gradually 
softening domestic demand leading to further easing of interest 
rates. Could the “soft landing” be a possibility after all? 


Clearly the worst of inflation fears are past. Domestic demand in 
the US is showing very mixed signals but the overall tendency is 
weak. Commodity prices have been slack, with oil stable and foods 
and metals tending easier. The longer term bell-wether, money sup- 
ply, is tight. However, the biggest unknown is whether strong la- 
bour demand and rising consumer prices have yet embedded them- 
selves into the system. If the new inflationary "norm" is to be 5% in 
the US and, say, 3% in West Germany and Japan, there is little scope 
for much further advance in bond prices. Meanwhile, the threat of 
recession and the poor quality of some recent profits could cause a 
rethink of stock values. 

Finally, though the long-term trend in the US trade deficit is still 
downward, it remains doubtful that improvement on the scale re- 
quired in possible without a currency or economic slump. The latter 


New York's lacklustre property market offers bargain buys 


West Side storeys 


O DETERMINE STATUS, Tokyo resi- 
dents politely exchange business 
cards. New Yorkers ask where you 
live. That is rule No.1 about buying 
New York City real estate. 
New York property is a buyer's market 
— anyone who buys now probably will not 
turn a quick profit. Values of both residential 
and commercial space in Manhattan have 
been sliding since the October 1987 stock- 
market crash and the resulting wave of Wall 
Street layoffs that have continued into this 
ear. 
i Troubles in financial circles also coin- 
cided with spiralling interest rates that have 
only recently abated. Other problems in- 
cluded opportunistic builders glutting the 
market with studios and one-bedroom units 
and the Tax Reform Act of 1986 which has 
eliminated many attractive deductions for 
real-estate investment. 

We've seen what I would call a two-year 
pause in what had been an uninterrupted 
trend for more than a decade," says Clark 
Halstead, managing partner of the 
Halstead Property Co., a Manhattan real-es- 
tate firm. Prices for one-bedroom units are 
off as much as 20% since 1987, he says, to 
about US$245,000. In the past year, accord- 
ing to a Halstead survey, studio values de- 
clined 9% to average about US$130,000 a 
unit. 

The average asking price per room for a 
condominium or cooperative unit in Man- 


By Jonathan Burton in New York 


hattan was about US$96,700, a June survey 
by Manhattan brokers the Corcoran Group 
shows. In 1987, at the market peak, the aver- 
age price room was more than 
US$110,000. Perhaps more telling, the Cor- 
coran study found that a two-bedroom 
apartment which in June 1988 spent 10 
weeks on the market before it sold now lan- 
guishes for 17 weeks. In this lacklustre mar- 
ketplace, sellers are not playing coy. Last 
year they negotiated less than 5% off their 
asking price; today they will come down 
nearly 12%. 

An investor can speculate on the re- 
bound potential of small apartments, or 
spend more money for somewhat less risk. 
Space is scarce in Manhattan, so values of 
larger apartments rise under any conditions. 
Prestige and size sells, particularly pre- 
World War II apartments with two and 
three bedrooms, and single-family town- 
houses. There simply are fewer of these 
units around and greater demand for them. 
Halstead says: “The more bedrooms the bet- 
ter.” Not uncommon is one South Korean 
investor who recently bought a four-unit 
apartment house on Manhattan’s posh 
Upper East Side for just over US$2 million. 
The buyer plans to turn it into a private 
house and offer it for more than US$4 mil- 
lion. 

In general, foreign investors have 
favoured condominium units over more 
common cooperative apartments, largely 
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because condos can be financed and sublet 
more easily. Much of the condo merchan- 
dise has been built on the Upper East Side 
below 86th Street and above 59th Street, and 
a basic rule follows that property becomes 
more plush as one travels west towards Fifth 
Avenue and Central Park. On the West 
Side, property on Central Park West, Cen- 
tral Park South and Riverside Drive is highly 
prized. 

If a townhouse is not space enou 
Manhattan has a skyline full of shiny new 
office buildings that can be had for about 
US$500 a ft? — bargain basement compared 
with Tokyo, where prime leaseable office 
space averages US$10,000 a ft?, or London, 
where it sets a buyers back US$2,300. So 
with a budget of about US$100 million a 
buyer can to be shown a stylish 
200,000 ft? building in Manhattan's down- 
town financial district, perhaps 80% leased 
at staggered, multi-year terms averaging 
about US$35 a ft? and offering a net yield of 
6%. 

Neal Kennedy, a director at the New 
York office of commercial real estate brokers 
Jones Lang Wootton, says buyers should be- 
ware of inefficient asbestos-clad buildings 
that pose health hazards and will need to be 
cleaned up. These are often ill-equipped for 
modern computer and telecommunications 
installation. Owners of certain older build- 
ings are refurbishing in an effort to woo ten- 
ants, and there are some limited buying op- 
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may be the less painful and now the most 
likely. 
In Japan the only good news was that the 
yen regained some lost ground which was 
sufficient to give a modest boost to the Nik- 
kei index, from a low for the month of just 
below 33,000 back to the 33,500 level. How- 
ever, turnover was weak and some deter- 
mined broker attempts to stimulate interest 
and prices met resistance. Although infla- 
tionary pressures have steadied, an air of 
unease hangs over the Tokyo market, and it 
is not entirely political. South Korea re- 
mained uneasy and Taiwan suffered 


another bout of jitters about the level of prices and the soundness of 


the informal financial sector. 


Markets to the southeast have, however, been very buoyant. 
Hongkong’s recovery from the Tiananmen shock was almost too 
good to be true, the Hang Seng Index getting back above 2,500 and to 
within striking distance of the level at which it started the year. For- 
eign buying of the low price-earnings values on offer was one reason, 
mainland institutional support another. Local investors, however, 


portunities. Newer buildings avoid such 
problems and it is these offices that attract 
many companies when leases come due for 
renewal. 

“The growth in values is in the brand- 
new buildings with increased electrical capa- 
city,” Kennedy said. Still, vacancy rates are 
high — about 20% downtown compared 
with 12% in newer buildings. A hopeful 
sign for downtown investment is that little 
new office space is being created in the area. 
The West Side at midtown is a different mat- 
ter; nearly 9 million ft? of office space is being 
built and is still 75% unleased. 

The best addresses of midtown’s Park 
Avenue and downtown’s Wall Street ironi- 
cally have many rundown older skyscrap- 
ers. Kennedy advises foreigners especially 
to broaden their horizons. “The little lesson 
we have to teach foreign investors is that 

' don't have to buy a building on Wall 
>uvet or Park Avenue," he says. Despite 
short-term swings, foreigners apparently 
know already that historically Manhattan 
property has steadily appreciated and that 
taxes are often less than an investor would 
pay for a comparable purchase in his own 
country. Those are among the reasons for 
Kennedy's claim that the Manhattan office 
market will pick up over the next year 
thanks to Japanese and European in- 
terest. 

But whether the purchase is a two-bed- 
room condo or a 40-storey office building, 
the most important factor is location. In 
New York City, the investment focus is on 
Manhattan and not the remaining four 
boroughs, or districts. Search the residential 
neighbourhoods below 86th Street to the of- 
fice towers at the southern tip of Manhattan 
island. And though the stereotype is that a 
reputable real estate broker is about as easy 
to find as a rent-controlled apartment, many 
will prove otherwise. z 
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Housing boom fades 
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were inactive. Prior to the Tiananmen mas- 
sacre, stocks had lagged property. Now, it 
` seemed the situation was reversed. 

Thailand regained some verve, helped 
by the long neglected banking stocks which 
are supported by 5-7% yields and could gain 
further, perhaps at the expense of industri- 
als which had been the star performers. Sin- 
gapore and Kuala Lumpur ploughed ahead, 
the former expecting men and money flee- 
ing from Hongkong, the latter a spending 
boom and modest property recovery. 
Weakening US demand and commodity 
prices could dampen enthusisam. 


Australia looks cheap but is likely to remain that way as high in- 


terest rates could well cause some horrendous corporate and prop- 


foolhardy. 


LONDON PROPERTY 


erty market problems by year end. The currency remains suspect. 
European currencies on the other hand, particularly the earlier 
beleaguered sterling, have helped bolster stockmarkets and London 
has been excited by new takeover possibilities as megabuck lever- 
aged buyouts spread across the Atlantic to tempt the brave and 
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Little room for rises 


By James Bartholomew in London 


ROPERTY PRICES IN CENTRAL London 

have been flat for the past 18 months. 

In fact given that inflation in Britain 
has been running at more than 8% over the 
past year, property has been falling in real 
terms. 

The reasons are easy to find. Prices were 
stretched after booming for three years; 
interest rates have been pushed up to 14%; 
and the stockmarket crash in October 1987 
resulted in many highly paid people in 
London’s financial sector being sacked. 
Stagnation in the market was the least 
anyone could expect. The only reason 
prices have not fallen is that sellers have 
tended to withdraw properties from the 
market rather than accept lower prices. 
That has meant a marked fall in turnover. 
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Annual % rises in prime central London property 
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While the market has been stable as a 
whole, some sectors have performed worse 
than others. For instance: flats have done 
worse than houses; the lower end of the 
market has done worse than the upper end; 
and central areas have done better than 

ipheral areas. These generalisations re- 
flect the fact that it is the buyer who has 
needed to borrow a large proportion of the 
purchase price that has been the most badly 
affected by the new circumstances. 

One of the worse-hit areas has been Lon- 
don's Docklands where a large number of 
new flats and houses are still coming onto 
the market. None of this is prime residential 
housing. Estate agents Savills says that a 
four-bedroom family house there has fallen 
by 9% to £350,000 (US$570,962) in the year to 
March. In the circumstances, that sounds a 
modest retreat. 

Meanwhile, the very top end of the 
market has been rising. An excellent five- 
or six-bedroom house in the prime areas of 
Belgravia and Knightsbridge has risen 25% 
to £1.5 million. The market for anything 
over £1 million in central London is still very 
firm. 

For the future, Peter Young of estate 
agents John D. Wood predicts that prices 
generally will start moving up in about nine 
months. He says that lulls in the central Lon- 
don market tend to last about two years. In 
addition, the Conservative government will 
have to face an election in about two years 
time, so it will want to loosen the reins on 
the economy in 1990. That should mean 
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lower interest rates and therefore higher 
prices. 

Unfortunately, the likely lowering of in- 
terest rates next year could very easily mean 
a lowering of the value of sterling at the 
same time. So buyers of London property 
would be well advised to borrow against 
some of the cost of their new property in 
sterling to reduce the currency risk. 

Perhaps one of the most bullish statistics 
about the property market comes from 
Savills’ analysis of the motives of buyers. 
Whereas last year, only 22% of buyers were 


REPORTS 


purchasing a 


"s » 


home as a principal resi- 
dence, this year the figure is 5396. This 
shows that the speculators have left the mar- 
ket and current price levels have a firmer 
base from which to rise. 

What sort of properties are the best buys? 
Hongkong and Singapore buyers of London 
property overwhelmingly choose new de- 
velopments. But Young believes that older 
properties are usually a better investment. 
New properties are sold at a premium price 
but when the buyer comes to sell, that pre- 
mium will have gone. Caution over new de- 





REGIONAL 


PROPERTY 


Shaky foundations 


By Review Correspondents 


HESE ARE EXCITING and dangerous 
times for investors in the Asian and 


Australasian property markets. The 
excitement lies in trying to pick the bottom 
of the market in Hongkong, Australia and 
New Zealand — the danger is in evaluating 
the degree of distortion in property prices in 
Southeast Asia caused by Hongkong flight 
capital. 

For the average investor, the strato- 
spheric prices in Tokyo make it a no-go area 
and the closed markets of Taiwan and South 
Korea offer little scope for foreigners. 

Thailand's long-promised review of 
overseas participation in property owner- 
ship will, if it comes about at all, allow for- 
eigners into a carefully defined sector of an 
already over-heated market. Warnings 
abound about the quality of condominium 
construction and, when merged with gov- 
ernment mutterings of scarce construction 
materials being wasted on this non-produc- 
tive sector, even the most bullish of Thailand 
fans should be thinking twice. 

Events in China have cast a cloud over 
the Hongkong property market. Since the 4 
June massacre in Tiananmen Square, Hong- 
kong’s property market has fallen into a 
deep freeze. Sales have virtually dried up 
because the political upheaval has created 
enormous uncertainty over property values. 
Banks, which had been reprimanded before 
the Peking carnage by Hongkong’s banking 
commissioner for over-extending credit for 
property, have drawn in the reins. 

Yields on office and residential property 
in Hongkong are certain to rise to reflect the 
greater political uncertainty. As a rough 
guideline, a payback within the period of re- 
maining British rule in Hongkong would 
lower capital values by some 35%. Limited 
evidence suggests that support for mass re- 
sidential units has emerged after falls of 17- 
25%. But the luxury market appears to have 
dried up. 

A swing to leasing is likely as owners — 


unable to sell property at acceptable prices or 
at levels sufficient to cover 90% mortgages 
taken out at the top of the market — rent out 
their property instead. At this stage, end- 
user demand appears firm. The China crisis 
has not precipitated a business exodus from 
Hongkong and a chronic shortage of Grade- 
A office and prime retail space should sup- 
port rentals. 

However, a heavy supply of luxury resi- 
dential space — which has been some years 
in the planning — will be coming on stream 
in the next six months, The overhang could 
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force down rentals, while speculators (who 
have so far largely avoided forced selling) 
might then unload stock. 

With normality of a sort returning to the 
mainland, Peking is trying to stress its sup- 
port for Hongkong and interest rates poised 
to fall, the panic selling stage has not been 
reached. But the longer-term effect of emi- 
gration, a business recession and Hong- 
kong’s high rentals have still to be seen. 

While it would be premature to talk 
of a recovery in Hongkong property 
prices, values and rentals in Singapore 
are now very near those reached at 
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velopments will be particularly important 
for the next few years as a large number of 
such properties, many of them started dur- 
ing the boom years of 1986-87, will be com- 
ing to the market. 

But whether one buys old or new prop- 
erty, there should be little problem in letting 
in central London. Those people who have 
been frightened off purchasing London 
property have turned to renting it. As a re- 
sult, the letting market is very healthy. 
Savills estimates that annual rents currently 
yield about 8% of the capital value. » 


the top of the previous boom in 1981. 

But there are many who are still bullish 
about Singapore property prices, basing 
their belief on the insatiable appetite of 
Hongkong flight capital and the fact that 
Singapore in 1989 is now much more of a 
service economy than in 1981. Demand. 
therefore, is much higher. 

While fundamentals remain good, 
market is definitely showing signs of over- 
heating. Letters are starting to appear in the 
local press from readers asking the Urban 
Redevelopment Authority, the government 
agency with a huge land bank, to refrain 
from going ahead with its many planned auc- 
tions. Bids in the past few auctions which 
have stunned professionals mean that 
amateurs should exercise caution before en- 
tering the market. 

Hongkong money may do more to push 
up the price of residential property than 
anything else. When the Singapore Govern- 
ment announced on 10 July that it was eas- 
ing the requirements for immigrants, an es- 
timated 10,000 would-be Singaporeans 
stormed the consulate in Hongkong for 
application forms (REVIEW, 20 July). 

Prices of prime residential units, located 
in districts nine, 10 or 11, are to rise 
to about S$450 (US$230.18) a ft? before the 
end of 1989, compared with a value of S$ 
a ft last year. Hongkong flight capital is ex- 
pected to support the price of con- 
dominiums in the S$1 million range. 

The office price movement in the first 
half of this year is so impressive that it is 
frightening. It calls to mind parallels with 
the Hongkong market before the shooting 
started in China. 

Space in the Central Business District, 
which began the year at about S$5.50 a ft2, 
has gained about 27% to S$7 a ft?, compared 
with the 1981 record of S$9 a ft2. Office space 
in the secondary location of Orchard Road 
has risen by about 50% this year to S$6 a ft2. 

Since fresh supply of space in the prime 
district is not expected till 1991 at the earliest, 
only a severe economic downturn can be ex- 
pected to lower rents, an unlikely prospect 
at the moment. It is likely that new records 
will be set before the market stabilises. 

Yields in Singapore property have tradi- 
tionally been low, in the range of 4-595, be- 
cause of the perceived political stability of 
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Singapore. Investors should, therefore, aim 
for capital gains. 

A cheaper option could lie across the 
Causeway in Malaysia. A combination of a 
major infrastructural projects supporting a 
growing manufacturing-based economy, 
coupled with a depreciated currency and an 
easing of foreign investment restrictions is 
attracting increasing interest. 

Yields from rental income remain pathe- 
tically low at 1-2% at the moment but the re- 
wards are picking up steadily in the com- 
mercial and industrial sector. But, again, it is 
the prospect of capital gain which will attract 
most investors. 

Further South in Australasia, boom is not 
a word the property market bandies about 
these days. The biggest noise in the prop- 
erty market in New Zealand is the sound of 
crashing companies; the more polite de- 
scription of the property market in Australia 
is “stumbling.” 

House prices have fallen by at least 15% 
across the board in Sydney and on the Gold 
Coast in Queensland. Elsewhere, the drop 


is about the same. As vendors’ expectations 
are clipped, buyers are seeking value for 
their money — and getting it. 

The entry price in Sydney, Australia’s 
most popular destination for overseas in- 
vestors, still remains high. A two-bedroom 
apartment in an average block in a sought- 
after suburb will set back investors about 
A$250,000 (US$190,000) — add another 
A$100,000 for a house. Harbourside homes 
which tend to hold their value better than 
the run-of-the-mill suburban home are not 
available for less than A$4-5 million in the 
exclusive eastern suburbs. 

The Gold Coast is only marginally 
cheaper. The market there has died, but un- 
like the property slump in 1981-83, there is 
no massive oversupply of residential units. 

Expensive residential properties in Aus- 
tralia do not yield rental returns commensu- 
rate with the capital invested, but they 
promise strong capital growth. Pundits be- 
lieve that because of the strong underlying 
demand for homes the current slump is a 
hiccup. As soon as interest rates start to 
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Bulls eye the Matador 


By Anthony Rowley in London 
iterally within days of Spain joining 
( the European Monetary System (EMS) 
on 19 June, the Spanish peseta be- 
came the most popular member of the club, 
pushing hard against the upper limits of its 
EMS intervention band. The currency seems 
well underpinned at these high levels for the 
time being and is thus attractive to investors. 

The best way into the peseta is via the so- 
called Matador sector of the bond market — 
typically five-year peseta bonds issued in the 
Spanish market by international institu- 
tions. They currently yield about 12% and 
the most popular issues have been by the 
World Bank, its sister organisation the Inter- 
national Finance Corp., and by the Euro- 
pean Investment Bank. 

The bonds are traded via the Euroclear 

system and are attractive to outside invest- 
ors because they do not attract withholding 
tax. The market is technically a liquid one, 
though Matadors are so popular at present 
that it is easier to sell them than it is to buy. A 
spate of new issues is ed in coming 
weeks, however, so the situation should im- 
prove. 
Spanish treasury notes and government 
bonds — with maturities ranging from one 
to six years and yielding between 13.5- 
13.75% at present — are a more liquid mar- 
ket but withholding tax is levied at the rate of 
20%. Naturally most foreign investors prefer 
the Spanish Matador. 

There are other ways into the peseta. 





Offshore peseta deposits are available in 
London for instance, with a yield similar to 
that on domestic Spanish Government 
bonds. The trouble is that a deposit of £1 mil- 
lion (US$1.63 million) or more is required in 
order to qualify for such rates. 

Whichever way is used, the peseta has 
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firm attractions. Heavy capital inflows into 
Spain, required to fuel its booming economy 
and to satisfy investor demand for peseta in- 
struments, has pushed the currency up 


sharply, especially against the Deutsche- 
mark 


Analysts expect it to remain firm against 
the Deutschemark for another six months or 
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ease, prices are expected to move up again. 

The commercial property market has 
softened under the pressure of historically 
high interest rates and increasing oversup- 
ply of office space in Sydney, Melbourne 
and Adelaide. 

Price trends in New Zealand are a lot tric- 
kier. In April this year, the chairman of the 
Government Property Services Corp. said 
the state of the market was absurd, with valu- 
ations by different firms of one Wellington 
building varying between NZ$2-12 million. 

But others say good quality office space is 
in short supply, with only the lower-quality, 
non-central space being at a discount. One 
of the country’s largest real-estate agents 
said there was a shortage of sound invest- 
ment property up to NZ$2 million and 
noted increasing interest in both housing 
and commercial propezty from Taiwan and 
Hongkong — mostly from potential immi- 
grants. A better bet may be rural real estate 
Dairy farms, deer farms and kiwifrui 
good investments, with prices ranging t... -- 
NZ$1.6 million. m 


so, and to firm against the US dollar, too, 
once the USunit's current honeymoon comes 
to an end, some time in the second half of 
this year. For the Spanish authorities, the 
strength of the peseta is a mixed blessing. 
Surplus demand in the Spanish economy is 
feeding through into the current account of 
the balance of payments so that the deficit 
(according to Drexel Burnham Lambert) will 
hit US$7-8 billion this year, against US$3.6 
billion last year. 

In order to maintain exports and restrain 
the deficit, the Spanish Government wants 
to curb the peseta's rise. Significantly, Spain 
did not raise interest rates (currently around 
14% for both official intervention and 
money-market rates) when West Germany 
and other European countries annou:  ' 
rises at the end of June. 

Spain could be forced to cut rates in apso- 
lute as well as EMs-relative terms, though 
that would risk exacerbating inflation. But 
with the consumer price index now increas- 
ing at an annualised rate of just under 7%, 
the government is anxious to avoid adding 
fuel to the fire. The discipline of the EMS 
(weighted towards West Germany’s anti-in- 
flationary policies) should in time have a 
moderating effect on prices in Spain. 

Unlike the US and Britain, Spain has for- 
tunately not jettisoned fiscal policy as a tool 
for curbing an overheated economy and cer- 
tain levies on corporate profits were raised 
sharply earlier this year, along with a cut in 
public spending. With money supply still 
growing rapidly in Spain (as it is in Britain) 
and credit controls failing to bite, the use of 
the fiscal lever is essential. 

All this suggests that the peseta will re- 
main firm throughout 1989, though broker 
James Capel thinks it will come in for a 3-4% 
devaluation against the Deutschemark 
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when EMS parities are formally realigned in 


about a year from now. (They were last 
realigned in January 1987.) Meanwhile, the 
ta has a little leeway within the EMS in 
that, like the Italian lira, it enjoys a wider in- 
tervention band than most EMS currencies. 
Investors can thus expect to carry on en- 
joying the benefits of high (bond-market) 
yields underpinned by currency strength for 
the time being. On the other hand, do not 
expect the peseta to appreciate further 
against principal currencies in the foresee- 
able future, warns London broker Sassoon. 
Sassoon is similarly cautious about the 
Spanish stockmarket at present. The market 
has been the darling of foreign investors for 
some time (REVIEW, 25 Feb. '88) but its bull 
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By Paul Handley in Bangkok 


here is near-unanimity among brok- 
ers and analysts that the Securities 
Exchange of Thailand (SET) has great 
potential for the medium to long term. The 
strength of the economy underscores this: 
growth could be as much as 10% this year 
and 6-7% a year for 1990-92. Direct invest- 





Bangkok keeps on climbing 


Full of promise 


ment is still high and well-rounded. 

But after the SET index rose a resounding 
57% in the first half, and with a historically 
high market price-earnings (p/e) ratio, the 
same brokers cannot agree on what the next 


six to 12 months will bring. 
The is best presented by Bar- 
ing Securities’ Thai research, put out when 





run appears to have come to an end, at least 
for the time being. 

The General Index, having risen from 
270 to 300 last year and having breached the 
20^! mark in April this year, has now eased 
| and is to trade in the 300 
inp? Although corporate profits growth is 
still good, investors are becoming wary of 
discounting earnings too far out given the 
looming problems in the economy. 

Spanish equities still look good for the 
long term, however, especially construction 
stocks geared to Spain's catch-up economic 
drive which has brought a continuing boom 
in public and private-sector investment, 
especially in infrastructure projects. Ci 
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j the index was at 560 points in mid-June. 

: Barings lifted its earnings growth projec- 
tion to 32% and earnings per share projec- 
tion to 43%. Rating a prospective p/e ratio 
of 12.5 times at that time, the market was 
projected to reach 650 by year-end, with the 
p/e dropping to 10 next year. 

In the few weeks since, however, the 
market has surged well above the 600 level. 
That rise pushed the market p/e above 15. 
All of those counters eyed by Barings — con- 
struction, textiles and commerce — soared 
in the six weeks from early June. 

The market surge means investors 
should be more cautious in looking ahead at 
the next six months. 

"| am worried about inflation and in- 
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terest rates,” says Choedchu Sophon- 
panich, of Bangkok First Investment and 
Trust (BFIT). This could lower investor in- 
terest and raise the risk of sharp fluctuations 
in the second half. Choedchu argues that in- 
terest rates are likely to rise and that inflation 
has not yet been discounted in share prices. 
Like other economists, Choedchu says the 
government's 4.2% estimate for current in- 
flation is much too low. In addition, he says, 
bottlenecks in the economy are being sorted 
out too slowly to maintain the current high 
growth rate. 

That said, for the longer term, Thailand's 
growth prospects are strong. In the short 
term, BFIT likes banks, which are cheap, and 
industrials that are expanding capacity. 

Perennial bull Mark Greenwood, at First 
Pacific Asia Securities (FPA), is as gung-ho as 
ever. “This market is slowly being re-rated,” 
he says, adding that in the next few years it 
will be on a par with Singapore and 
Malaysia, whose market p/e ratios are near 
20 times. The market could easily surpass 
700 by the end of the year, Greenwood says. 
Thai companies’ order books are strong and 
they can swallow a possible 1-2 point rise in 
interest rates. 

Nevertheless, Greenwood acknow- 
ledges the caution around. Resistance after 
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such a climb is natural. FPA suggests looking 


at agro-industrial firms for value, and 
domestic consumer marketing firms for 
higher growth potential. It also likes textiles, 
which are likely to benefit from the prob- 
lems in China. 

Securities One's Kittiratt Na-Ranong 
agrees on textiles, saying they are still 
cheap despite the recent surges. Small 
garment makers are expected to grow 
very quickly. Their recession vulner- 
ability may be high, but Kittiratt notes 
that Thai garments are increasingly going 
to the relatively recession-proof Japanese 
market. 

However, Kittiratt says most counters 
are fully valued, on prospective p/e ratios of 
15-20. "At these interest rates there is no jus- 
tification for a p/e over 20." For the short 
term, two scenarios are offered: if investors 
balk at inflation and higher rates, the market 
will wax and wane around 600 — or a tradi- 
tional p/e of 12-13. 

But 700 is possible by year-end, if interest 
rates and inflation are stable and especially if 
banks break out of the doldrums. Securities 
One is of mixed opinion about banks — in- 
come is rising quickly but so are costs, espe- 
cially for manpower. With assets shoot- 
ing up at 20-3076 a year, the banks will 
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Poised to peak 


By Anthony Rowley in London 


NTEREST RATES ARE LOSING the 

race with inflation in countries as 

far apart as the US, Britain and 
Australia. They all face the dilemma 
that if they increase rates further they 
risk recession and if they lower them 
they risk currency weakness — and 
further inflation. 

Serves them right (especially the 
US and Britain), some might say, for 
indiscriminately cutting taxes to the 
point where overheating was inevita- 
ble. 

In the US the Federal Reserve is 
under strong political pressure to cut 
interest rates further now that there 
are signs of an economic slowdown. 
Even before Southwest Bank of Mis- 
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have to raise more funds to keep growing. 

The banks' heavy index weighting has a 
good side, says George Robinson of W. I. 
Carr's Bangkok research unit. It will curtail 
any sharp downturn. But Carr is more 
bearish in the shorter term. The market p/e 
is on the low side because the banks have 
been bypassed in the recent surge and run at 
p/e ratios below nine times. 

Robinson says that much of the money 
that helped the market burst through the 
600 barrier is short-term cash from Taiwan 
and Hongkong. "The hot money is flowing 
out as quickly as it flows in." The effect of 
this money will likely rock the index be- 
tween the extremes of 600 and 700. 

A high level of rights issues, and another 
20-odd companies to be listed in the second 
half, will also begin to soak up loose investi- 
ble cash, as will things like housing invest- 
ments by individual punters. 

But like the others, W. I. Carr does not 
downplay the longer-term potential, 
the market being re-rated to a p/e of 2€. 
Singapore, says analyst David Scott. In the 
shorter term, the company thinks industri- 
als are not likely to grow so fast, their prices 
already having discounted new capacity. 
Smaller banks and the finance sector show 
more promise. L] 


bank Drexel Burnham Lambert believes that 
residual demand in the US economy plus la- 
bour market pressures could in fact push the 
rate beyond 776 next year. If so, the Fed will 
have to compensate for its premature easing 
by raising rates again, perhaps by a whole 
point, around the end of the year. 

This would risk recession but in theory 
, underpin the dollar. Those who read 
things such as the OECD's most recent 
Economic Outlook will know, how- 
ever, that progress on reducing exter- 
nal imbalances — in the USespe ` “> 
— has stalled. There is more or | 
consensus among analysts that tne 
foreign-exchange market will begin 
to panic over this sooner or later — 
probably early in 1990. So, beware of 
the dollar. 

In Britain the real yield on 
long government bonds is about 
half a point higher than in the US. 
No one believes that interest rates 
have peaked in Britain and esti- 
mates of further rises in store 
range from one to two percentage 
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souri led the way with a prime rate ints. 
cut on 7 July, the prospective real A 15-16% base rate sounds attrac- 
yield on long bonds ( ing 1990 Fe = Ys T. tive on the face of itbut demand pres- 
inflation levels to be about 5%) is a re- GENET RAMAN EL GSA sures plus a summer of discontent in 
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into higher inflation. Investment 
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what overseas investors need to concern 
themselves with (assuming they repatriate 
investment proceeds) but in reality the di- 
minishing prospective real returns in both 
US and British markets are a symptom of a 
currency-linked malaise. Much the same 
holds true for the Australian dollar, which 
looks vulnerable despite a 5.5% real yield on 
long bonds. 

Where does all this leave us? The answer 
is — to Europe, where broker James Capel 
for one thinks that real yields look the most 
attractive of all. Whether you take West Ger- 
many, France, the Netherlands or Spain, 
you are looking at a prospective real yield for 
1990 of about 5% on long bonds, and at 
modest inflation rates, maybe 2-376. 

This, plus the stability which seems to be 





inherent in the European Monetary System 
nowadays, suggests that the currencies are 
firmly underpinned too. Broker Hoare Gov- 
ette likes the French bond market in particu- 
lar. Assuming that yield differentials be- 
tween France and West Germany come 
more into line with the (modest) inflation 
differentials between the two countries, that 
could mean some appreciation in French 
bond prices. 

About the only other principal bond mar- 
ket that analysts like the look of at the mo- 
ment is Canada, where yields are a point 
and a half or so above the US and where eco- 
nomic fundamentals look sound. There is 
some risk in being in a dollar-block currency, 
though probably not too much for the com- 
ing six months. 





INTEREST RATES 





By Christopher Marchand in Hongkong 


MPATIENT ECONOMISIS, who have spent 

the year forecasting that interest rates 

were about to decline, will take heart 
from recent falls in US interest rates. Short- 
term US rates will probably drop further this 
year. But changes in the rate structure as a 
whole, in the US and Asia, are unlikely to be 
dramatic. 

US interest rates exert a crucial influence 
on the region: directly in Hongkong, by vir- 
tue of the local currency's peg to the US dol- 
lar which keeps interest rates in close tan- 
dem. Elsewhere, US currency movements 
and interest rate-induced changes in US 
domestic consumption affects the re- 
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slowing. 
tight money policy has lead to high- 
er short-term than long-term rates, 
an inversion of the usual ratio. 
Hence, short rates are likely to 
show the sharpest falls. For its 
part, broker Merrill Lynch expects 
the Fed rate to drop from its present 
9.3% to 8% by the year-end. But 
investors would be unwise to bank 
on a major fall, given that the Fed 
may notloosen much on tight money. 
For one thing, inflationary pressures 
may not have . Political conflict, too, 
between President George Bush and the US 
Congress later this year could prove nega- 
tive for the dollar. The Fed would then have 
to keep interest rates high to support the 
currency. 
The Tokyo investor must also be consi- 
dered. Japanese life and pension funds 
which need to recyde their capital surpluses 
into US dollars will not take kindly to con- 
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tinued US currency losses along the lines of 
1986-87. Like it or not, the Fed will have to 
ensure, if Japanese money keeps flowing in, 
that yields are attractive and that the cur- 
rency does not slide. 

All this does not suggest great leeway for 
Hongkong rates to fall, even if the China 
crisis has removed the problem of an over- 
heated economy. The H prime has 


been trimmed from 11% to 10.5%, and is 
likely to drop another half point soon. 

But to support the property and stock 
markets, the authorities could allow for a 


slightly sharper fall in rates. That in turn 





would position the currency on the weak 


side of the peg. The prime could then end 
the year between 9% and 10%. 

The prime in Singapore varies between 
5.50-5.75%. Despite Singapore's still 
buoyant business cycle, inflation is just 
1.4%. Cash-flush companies are not bor- 
rowing in great volumes and competition 
between banks is keen. Housing loan 
rates are edging downward. Crucially, 
the surplus on Singapore's external ac- 
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This leaves us with equities. Clearly the 
rising interest-rate scenarios for the US and 
Britain do not seem to augur well, though 
the equity markets in both countries already 
seem to be assuming a soft landing this time 
round and are looking beyond to the next 
upturri in the business cycle. The downside 
risks are very real, however. 

Here again, Continental markets look re- 
latively attractive. The liberalised French 
stockmarket, underpinned by a fairly vigor- 
ous economy, is attractive. The West Ger- 
man economy may be more sluggish but the 
German stockmarket missed out on the ac- 
tion in earlier this year and could 
start making up for lost time. Spain too has it 
charms, at least in terms of a strong cur- 
rency. E] 


counts continues, bolstering its domestic 
liquidity. 

Signapore rates also tend to move in tan- 
dem with US rates in order to maintain sta- 
bility in the US dollar exchange rate. If US 
rates do ease, Singapore rates will follow. 
Prime is thus likely to dip to about 5.2576. 

Across the Causeway, prime has fallen in 
the past two years from 9% to 6.5%-7%. 
Malaysia's business upswing still has fur- 
ther to run, while credit demand is strong. 
Prime is likely to edge up to 7.75%. Rises 
beyond that level will be tempered by the 
desire of Malaysia's poli , for trade 
reasons, to keep the ringgit competitive with 
the US dollar. 

Thai and Taiwan interest rates hang 
more on domestic factors. Thailand's in- 
terest rate policy is not so much a question 
of combating inflation as allocating scarce 
credit to the country's many development 
projects. Best lending rate has been held at 

12% for two years, blipping only 

i briefly to 11.5%. This year, a short- 
= age of domestic savings has 
. To attract more savings, 

the likelihood is that interest rates 
could rise in the next six months, 


government to try to drain liquidity 
and cope more j with 
surplus cash flows. A central bank 
squeeze has contracted the money 
supply from 32% annual growth to 
10%. Interest has been raised on central 
bank loans, while prime has jumped from 
7% to 10.5% and is expected to reach 12%. 
Mortgage rates have risen to 13% in two 
months. 

However, as the government modern- 
ises the ing system, new instruments 
will be created which otter depositors mar- 
ket-related rates. That logic points to a low- 
ering of interest rates, as Taiwan's immense 
surpluses have not yet evaporated. hd 
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In need of buyers 


By James Bartholomew in London 


NE SOMETIMES READS articles describ- 

ing how prices for works of art have 

risen dramatically. Usually it is 
claimed that a particular type of art, like Im- 
pressionist paintings or Chinese ceramics, 
has done better than the average. But rarely, 
if ever, does one read about a sector of the 
art market that has done worse than aver- 
age. 

Well, one sector that as done worse than 
average is Southeast Asian art. The highest 
recent price which has been paid at auction 
for a Southeast Asian work of art is a mere 
£319,000 (US$520,391) at Sotheby’s in Lon- 
don last November. That is about the same 
as might be got for a second- or third-rate 
Impressionist painting. In fact, it is less than 
a 20th of what would be paid for an average 
Monet painting. This relatively paltry price 
was paid for a 10th Century Khmer stone 
bust of the five-headed Siva, one of the prin- 





Khmer five-headed Siva: rare. 


cipal gods of Hinduism. The bust was large 
(80 cm high), rare and of museum quality. 

The comparison with prices of Impres- 
sionist paintings is the sort that makes 
Southeast Asian art experts miserable. 
Even comparisons with Chinese art makes 
them downcast. They can hardly bear the 
thought that some Chinese vases which 
were produced in vast quantities can have a 
value comparable to original and rare works 
of art closely connected with, say, a particu- 
lar Khmer king. So why is Southeast Asian 
art so cheap? And will it always stay that 
way? 

A fundamental reason for the cheapness 
of Southeast art is that the countries from 
which it comes are not rich. The main areas 
of Southeast Asia which have produced an- 
cient art considered good enough for auc- 


tion are Thailand, Cambodia, Java and 
Burma. None of these territories are rich 
compared with Japan or Europe. Two of 
them, Burma and Cambodia, are desper- 
ately poor. This has affected the value of art 
produced in these countries because people 
tend to buy their own art history — if they 
can afford it. 

(The truth of this was dramatically dem- 
onstrated in the 1970s when prices fetched 
by certain Persian works of art rocketed. The 
oil price was high and this enabled Iranians 
to buy. Prices subsequently plummeted 
when the price of oil retreated and Ayatollah 
Khomeini took over.) 

At present, buyers of Southeast Asian art 
from the places of origin are in a minority. At 
an important Christie’s auction of Indone- 
sian art which took place in the Netherlands 
in June, there was only one buyer from the 
Asian region. The buyers came mainly from 
the Netherlands, West Germany and the 
US. 

The second major reason for the cheap- 
ness of Southeast Asian art is that it has 
never become fashionable internationally. 
Whereas Chinese ceramics and French Im- 
pressionist paintings are like international 
currencies, Khmer versions of Hindu gods 
are not. They remain the field of the 
specialist. 

One reason for this is that they are, in the 
main, religious objects. That makes many 
people reluctant to have them in their living 
room. For the same reason, images from the 
Christian religion are also priced at a dis- 
count. The main exception to this rule is the 
image of Buddha. William Robinson of 
Christie’s says that prices of Thai Buddhas 
at auction can be erratic, depending on 
whether or not interior decorators are bid- 
ding. 

The origins of Southeast Asian art can be 
found in India and its religions. From the 
3rd century BC, Indian influences began to 
permeate the Southeast Asian mainland. 
Artistic traditions associated with Buddhism 
and Hinduism spread through Southeast 
Asia, fusing with earlier artistic forms and al- 
tered through the progression of various 
kingdoms. 

Across the region, images from Hin- 
duism and Buddhism have a different atmo- 
sphere about them. Images of the Hindu 
gods are expressive of all kinds of human ac- 
tivities. The Buddhist images tend to be of 
Buddha himself who is frequently shown in 
a state of peaceful reflection. 

The objects are largely made of either 
stone or bronze. This causes a difficulty, too. 
Stone figures and reliefs are impossible to 
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date by scientific means, unlike a painting. 
Bronze, too, can be difficult to date unless it 
still has some “core” attached. This means 
the field is wide open to fakes. It is essential, 
if buying Southeast Asian art, to buy from a 
reputable dealer who should provide a 
guarantee of authenticity. Certificates of au- 
thenticity provided by third parties, even 
countries, should be treated with scepti- 
cism. 

But should one be buying Southeast 
Asian art at all? For those who like this type 
of art, the answer is certainly yes. The art of 
Southeast Asia is one of the few ways left to 
buy great, rare and historically interesting 
art for a reasonable price. One can buy 
superb stone sculptures for US$100,000 and 
much less. In the recent sale of Indonesian 
art, some attractive bronze handbells dating 
from the 13th and 14th centuries sold for 
only around G1,000 (US$470). 

For those more interested in the E 






ment prospect, remember that price 
in art tend to be long-lasting and there is 
sign of the comparative weakness in South- 
east Asian art coming to an end. On the 
other hand, top quality pieces are very limit- 
ed in supply; a lot is gradually finding its 
way into US museums. If the people of 





Khmer male deity: for specialists. 


Southeast Asia become richer and want to 
buy their own art history, prices could soar. 
The best chance of increasing wealth may 
be in Thailand, which is an argument for 
favouring Thai works of art. But Khmer art 
seems to have wider appeal and be in 
shorter supply. 

Often people are advised to buy the best 
they can afford. This applies to Southeast 
Asian art with extra emphasis. Museums 
are gradually taking the best off the market 
for ever and the danger of a fake is reduced 
at the top end. The under-performance of 
Southeast Asian art may continue for some 
years. But look at the long term. At some 
point in the next 20 years, prices at the upper 
end of the market will surely jump into a big- 
ger league as economic growth brings more 
wealth to the region. E 
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Stockmarket, bond and currency trends 
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China faces a payments squeeze with capital flow cut 


Foreign accounting 


By Louise do Rosario 
hina is expected to run into serious 
balance-of-payments problems in 
the next year or two as its trade gap 
widens, while invisible foreign-ex- 
change earnings, foreign investment and 
loans fall in the wake of foreign disillusion 
with the regime in Peking. 

In response, China is expected draw 
down heavily its foreign-exchange reserves 
to cover the projected US$8-10 billion visible 
trade gap this year. To boost exports, it is 
likely to devalue its overvalued currency, 
the renminbi, by as much as 50%, some ana- 
lysts suggest. More import controls, in the 
form of licensing and higher duties, are also 
needed to control the rapidly deteriorating 
current account. 

China's external finance problems have 
added to its long list of economic woes and 
will strengthen arguments for prolong- 


ing the austerity programme begun last 


September and scheduled to end by 1991. 

In 1985 and 1986, China also experienc- 
ed serious balance-of-payments difficulties 
with merchandise-trade deficits of US$14.19 
billion and US$11.97 billion respectively, ac- 
cording to Chinese customs statistics. For- 
eign-exchange reserves were run down 
rapidly from the peak of US$17.36 billion in 
December 1984 to US$11.19 billion in March 
1986, before stabilising around US$10-11 bil- 
lion. 

China pulled out of its troubles by se- 
verely curbing imports, from growth of 55% 
in 1985 to close-to-zero growth in the ensu- 
ing two years. Exports, meanwhile, rose by 
an annual average of 20% from 1986-87. Pe- 
king also borrowed heavily overseas, espe- 
cially short term, which tripled its outstand- 
ing debt from US$10.09 billion in 1984 to 
US$31.59 billion in 1987, according to World 
Bank figures. The IMF also granted China in 
1986 a standby credit of SDR 597.73 million 
(US$761.7 million) which was not used. 


A turnaround this time will be more dif- 
ficult to achieve in the face of a more hostile 
international economic environment. Ana- 
lysts say China can manage in the next six 
months but will face great difficulty beyond 
that. Foreign investment and loans signed 
before the 4 June massacre in Tiananmen 
Square will provide a steady capital inflow in 
the coming months. To cover the projected 
US$7-8 billion deficit in its current account, 
Peking can also draw down its reserves 
which stood at US$19.1 billion (excluc 
gold) at the end of April, to a lower but 
comfortable level of say, US$13-14 billion or 
about the value of three months' imports at 
last year's rate of inflow. 

But by the middle of next year, analysts 
say, as the volume and the pace of capital in- 
flow slow — a result of a freeze on new loans 
and a slowdown in foreign investment — 
China will face a liquidity squeeze. 

Although Peking can continue to borrow 
short-term money, mainly via the Bank of 





Business goes on 


Xiamen, the special economic zone (SEZ) on the southern coast of 
China's Fujian province, has finally taken off. Last year, hordes 
of visitors from Taiwan, taking advantage of Taipei's relaxation of 
ties with the mainland, poured into the SFZ, not only to renew 
kinship ties across the 100 miles of the Straits of Taiwan, but also 
to look for business opportunities. 

So massive was the influx that Xiamen's carefully developed 
facilities — targeted precisely at such an eventuality — could not 
cope. Hotels were fully booked throughout the year, all available 
factory space was leased or sold, recently improved port facilities 
quickly became inadequate and food prices soared. 

Xiamen had never had it so good. Last year, income from 
tourism doubled over 1987 to US$100 million as foreign tourist ar- 
rivals rose 30% to 152,000. Close to half of these were from 
Taiwan. In the first five months of this year, arrivals from Taiwan 
tripled, boosting overall growth by a further 30% compared with 
the year-ago period. 

Exports doubled to US$576 million last year and were up a 
further 28% in the first half of this year, while the value of direct 

foreign investments approved last year rose one-and-a-half times 
to US$156.8 million. New projects continued to escalate in the 
first half of this year, according to Xiamen trade director Huang 
Rong, reaching US$100 million, triple the year-ago figure. 

All that came to an abrupt halt in June. Foreign arrivals plum- 
meted to a mere 200 from the average monthly 12,000 following 
the 4 June Tiananmen Square massacre in Peking. In the first few 
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days after the traumatic event, occupancy at some hotels 
plunged to an abysmal 5%. Since then, business has slowly 
recovered, said Shi Wei of the China Xiamen Tourism Bureau. By 
the beginning of July, the tourist trade was again picking up, 
though still a far cry from what it was before June. 

The effect on foreign investments has not been as immediate 
as on tourism. Most of the projects that have reached the final 
stages of negotiations will probably be signed and go ahead, 
while those already in business have shown no desire to pull out. 
It is the potential business which has been scared off. Deputy 
mayor Jiang Ping said since 4 June new business contacts have 
declined noticeably. This is likely to have an impact on next year’s 
foreign investment figures and exports. 

In 1988, foreign investments accounted for 42% of Xiamen's 
gross industrial output of Rmb 4.7 billion (US$1.3 billion) — 
which was itself up 43% on the previous year's production. The 
sources of investments have also changed dramatically, with 
Taiwan money accounting for 60% of total foreign investments, 
followed by the former No. 1 foreign investor Hongkong, though 
some of those funds are disguised Taiwan money. 

Taiwan investor Golden Chang said after the 4 June massacre: 
"Those who are already here won't be leaving, those who aren't 
will be afraid of coming in — but these will probably wait and see 
for six months to a year before they too will come in. Competition 
is that tough in Taiwan, and business won't wait." Chang runs a 
joint venture in the SEZ, processing tennis rackets and is building 
another factory in the vicinity. 

Urban income per capita in Xiamen rose 27% last year to Rmb 
1,559, and wages in enterprises with foreign investments have 
grown even more rapidly to an average of Rmb 200-300 a month. 

The zone will have to try harder to drum up international sup- 
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China and its sister banks, the cost will be 
significantly higher than in the past as len- 
ders perceive greater risks. Concessional 
and multilateral lending, even if these are re- 
sumed once the world's initial outrage at Pe- 
king’s recent actions subsides, are not likely 
to be on the same generous terms that China 
once enjoyed. Flotation of Chinese bonds, 
which generated about US$1 billion 
annually in recent years, will also di- 
minish in view of negative market senti- 
ment. 

Medium- to long-term commercial bor- 
rowings were forecast to fall this year even 
before the political upheaval as Peking pre- 

to meet a repayments hump in the 

early 1990s. According to the World Bank, 

China's total principal and interest will peak 

in 1992 at US$4.2 billion, but the China Daily 

has estimated the amount to be US$10 bil- 

lion with a debt-servicing ratio of 10-15% by 

then. The Peking-owned newspaper also re- 

d that at end-March this year, China's 

wuu foreign debts amounted to US$42 bil- 
lion. 


though China's foreign debt-to- 
GNP and debt-servicing ratios are 
low, loan management has been 
made more difficult because many 
traditional sources of foreign-exchange 
earnings have been weakened by foreign 
economic sanctions. Direct foreign invest- 
ment and tourism, which together contri- 


port for a scheduled investment 
early 


promotion meeting in Xiamen in 
September, which will be a test of foreign confidence. 


buted US$5-6 billion in 1988, will take a long 
time to pick up. 

The merchandise-trade gap widened 
rapidly from US$1.88 billion in the first quar- 
ter this year to US$5.78 billion in the first 
half, compared with US$1.2 billion in the 
first six months of 1988. Despite import con- 
trols imposed late last year, import spending 


The drain on China's reserves 


US$ billion 
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grew by 26.7% in the first six months of this 
year, indicating that the controls were not 
working and that local units have rushed to 
import more in reaction to the centre's call 
to cut spending, rather than cutting back. 
Foreign-trade reform initiated last year also 
gave provinces and cities more autonomy 


better- 


re 
m 
m 


and foreign exchange to finance imports. 

Imports of synthetic fibre, rolled steel, 
aluminium and aluminium alloy, TV sets, TV 
tubes and motor vehicles grew in volume by 
7496, 29%, 281%, 226%, 72% and 19% re- 
spectively in the first quarter of this yearona 
year-to-year basis. Imports surged because 
of intense domestic demand and an irra- 
tional subsidy policy which favours imports 
but not exports. Peking recently extended 
the list of controlled imports, but it will take 
months and stricter implementation before 
this shows any results. 

Exports suffered from the same prob- 
lems plaguing all industrial sectors: short- 
ages of raw materials, energy and funds. Ex- 
ports of foodgrain, crude oil, polyester/cot- 
ton fabrics and coal decreased in volume by 
7%, 12%, 19% and 7% respectively in the 
first quarter compared to the same period a 
year ago. 

Chinese exports have been hurt by the 
strong renminbi which has been appreciat- 
ing with the US dollar to which it has been 

. Economists argue that a renminbi 
devaluation will boost exports as well as in- 
ternational business confidence, reconfirm- 
ing China’s commitment to bring its econ- 
omy more in line with external economic 
realities. The black-market rate of the ren- 
minbi, which has stabilised at around 
Rmb 7:US$1, provides a bench-mark for a 
more realistic rate than the official one of 
Rmb 3.72:US$1. = 


nse from Taiwan has 


than-expected prompted 
authorities to plan for another 3,000 hotel rooms to supplement 


Local officials noted that the turmoil in Peking had not spilled 
over to Xiamen where only one university of several in the area 
had organised a demonstration to show sympathy with the stu- 
dents in Peking. Foreign investors in the SEZ confirmed this and 
told the REVIEW that at the height of the turmoil in Peking, most 
of them stayed at their posts. Officials estimated that only about 
10% of foreign residents in Xiamen withdrew to Hongkong and 

vost of them have since returned. Production and trade have 
continued as normal. 

While losses to the economy from the disruption of tourism 
and investment are likely to be substantial, there is a silver lining 
for some — prices of vegetables and seafood have fallen, re- 
ported one happy housewife; and a government official said he 
now has a chance to catch up with his backlog of paperwork. 

Officials are busy trying to reassure investors that China's 
commitment to reform is steadfast and that Peking’s support for 
the SEZs remains unchanged. Proof of 
that, they say, is the approval given in 


Xiamen's foreign boost 


the 1,500-2,000 now available to foreign visitors. The new hotels 


WE C Scene eme 1991. 

rts are now concentrated on luring tourists back with of- 
fers of 20% discounts at hotels. July-August are traditionally a 
low season for tourists, so hopes are pinned on the cooler 
months, starting September, to recuperate some of the losses. Al- 
though earnings from tourism directly accounted for only 2% of 
Xiamen's output value last year, its impact is far wider. 

Most of Xiamen's 23,000 family-run and other private enter- 
prises — com with only 170 in 1978 — directly or indirectly 
live off the tourist trade. Nearby farms, supplying fresh produce 
to hotels and restaurants are also dependent on the trade for their 
livelihood, along with truckers who deliver the supplies. 
Bureaucracy, inadequate transport facilities and power short- 
ages have been major headaches for investors. Shipping and 
electricity are overstrained by the large numbers of Taiwan in- 
vestors, Xiamen's Dongdu portis still not 
containerised and is badly managed. 


May to extend the Xiamen SEZ to an area Output value from foreign invested factories t Foreign investors complain that they still 

double its original size, or a total of 257 % share of have to get more than a dozen approval 

km2. Peking has also recognised the in- Nae c eq pl i stamps to ship an item. 

qur dee adim edi E E 
en its appro new pro- ! | p im 

jects, despite nationwide austerity. 1986 435 74 175 and build a new power plant, but so far 
Xiamen has perhaps erred on the con- 1997 — 9n — 1232 29.9 no contract has been signed. Private 

servative side. Afraid of a property glut, iw TN ioa 04 — are reluctant to veu ee 

which has afflicted other SEZs, it has been ' | | in such infrastructural projects where 

careful not to encourage overbuilding of Source : Bureau of Foreign Investment Administration, Xiamen payback period stretches into decades. 

hotel and office space. But last year's m Elizabeth Cheng 
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ECONOMIC RELATIONS 


G- 7 leaders launch initiative on environment 


Greenlight in Paris 


By Anthony Rowley in Paris 
sian issues for the first time became a 





focus of the leaders of the major in- 

dustrial nations, meeting in Paris for 
their annual summit. China and Hongkong 
rated a political declaration ranking in im- 
portance with that on Eastern Europe and 
Japan again took centre stage on the debt 
issue, as well as announcing a series of initia- 
tives to help rescue the global environment. 

The three-day meeting (from 14-16 July) 
of the Group of Seven (G-7) leaders called 
for international action to help Bangladesh 
combat recurrent natural disasters, and en- 
dorsed the principle of strengthened aid to 
the Philippines. Taiwan and South Korea 
were obliquely urged to do more in helping 
to adjust international current-account im- 
balances. 

French President Francois Mitterrand in- 
vited the political heads of several Asian 
states including India, Pakistan, Bangladesh 
and the Philippines to Paris as part of his 
parallel summit of some 30 developing na- 
tions, to coincide with the G-7 meet- 
ing — and with the lavish spectacle of 
France's own bicentennial celebra- 
tions. 

The president failed, however, in 
his diplomatic bid to launch a North- 
South conference of rich and poor 
countries, at which it was envisaged 
India would be the Asian representa- 
tive. Japan, which has its own ideas 
about who should represent the eco- 
nomic views of the rest of Asia to the 
West, was firmly against the Mitter- 
rand plan, as were the US and Bri- 
tain. 

It has become customary for 
Japan to announce increased finan- 
cial largesse for developing countries 
at the annual summit meetings. This 
year was no exception. 

Prime Minister Sousuke Uno 
came to Paris armed with a promise of an 
additional US$35 billion, converting Japan's 
three-year US$30 billion surplus-recycling 
programme due to end this year into a five- 
year programme worth US$65 billion. This 
money will be "completely untied" (to pro- 
curement of Japanese goods and services by 
the recipient countries), according to Uno. 

Japanese Government sources in Paris 
told the REVIEW that, of the 90% or so al- 
ready committed from the original US$30 
billion recycling programme, around half 
has gone to Asian developing countries — 
China, Asean and elsewhere — and a fifth 





to Latin America. These sources suggested 
the proportions for allocating the new 
money might be roughly similar, though 
new loans to China are on hold for the time 
being. 

The Japanese did not produce any fig- 
ures showing how much of the new money 
is expected to come from official sources in 
Japan, such as the Overseas Economic 
Cooperation Fund (OECF), and how much 
from banks and other private-sector 
sources. 

Officials say the calculation is compli- 
cated by the mix of bilateral and multilateral 
vehicles used to disburse Japan's capital re- 
cyding: for instance, Japanese banks do 
parallel financing with the IMF or co-financ- 
ing with the World Bank. Also, some co- 
financing with the Asian Development 
Bank is designated "official" and some is pri- 
vate. 

The G-7 leaders in effect endorsed the 
US-sponsored Brady Plan for Third World 
debt relief, smoothing the way for Japan to 
act more in conjunction with the multilateral 
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Uno and Aquino in Paris: ‘untied’ aid. 


institutions rather than unilaterally. The 
Brady Plan incorporates elements of Japan's 
own Miyazawa Plan on debt relief and is 
more acceptable to Tokyo than was the ear- 
lier Baker Plan which, involving as it did 
heavy commercial bank lending, failed to 
get off the ground. 

Japanese officials were vague in explain- 
ing how the government could commit their 
own private banks as well as public bodies to 
their massive recycling programme. 

One official suggested that there was 
"prestige as well as profit" for Japanese 
banks in participating in syndicates 
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alongside the World Bank and other institu- 
tions. However, Toyoo Gyhoten, vice- 
minister for international affairs at the Minis- 
try of Finance, quipped to the REVIEW that 
he hoped the various loans would “look as 
good in 20 years' time as they do now." 

In line with the so-called Strengthened 
DebtStrategy of the G-7, Japan has agreed to 
make US$4.5 billion available from its Ex- 
port-Import Bank for parallel lending with 
the IMF to the most heavily indebted coun- 
tries. These are mainly in Latin America, 
notably Mexico. The Eximbank and the OECF 
will also provide US$5.5 billion of co- 
financing with the World Bank and other 
development banks to heavily indebted 
countries. Both are part of the US$65 billion 
package. 

An unspecified part of Japan's capital re- 
cycling programme will also go to the Philip- 
pines. The summit communique "noted 
with satisfaction that there has been e.h- 
stantial progress in the multilateral aid 
tiative for the Philippines" following its .... 
tial suggestion at last year's Toronto sum- 
mit. 

Environmental issues were a major eco- 
nomic focus of the Paris meeting, taking up 
virtually a third of the 22-page economic 
communiqué. Apart from expressing wide- 
ranging concern — from "alarm" at the de- 
pletion of the stratospheric ozone layer to 
fears over the general depredation of lakes, 
rivers, oceans, forests and animal species — 
the seven leaders committed them- 
selves to a number of specific initia- 
lives. 

They asked the Paris-based Or- 
ganisation for Economic Cooperation 
and Development to examine how 
"selected environmental indicators" 
could be developed and welcomed 
an Italian initiative to host next year a 
forum on "international law for the 
environment." 

The seven also put forward 
idea of a "framework or umbrella 
convention on climate change" to es- 
tablish international guidelines. They 
suggested, rather piously, in future 
that "environmental considerations 
must be taken into account in eco- 
nomic decision-making" — which 
many developing countries feel is an 
attempt to make them pay some of 
the price for cleaning up an environment 
fouled by the industrial states in past years. 

The use of aid mechanisms and even 
debt-forgiveness to help environmental 
protection in developing countries was 
suggested and it was here that Japan had the 
most specific initiatives to offer. 

Apart from declaring its intention to 
host a conference on the global environ- 
ment in Tokyo in September (jointly with 
the UN), the Japanese Government also said 
it would give around ¥300 billion (US$2.15 
billion) over the next three years to “upper 
middle-income” developing countries to 
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- Japanese officials told the REVIEW that 
this money for aiding what they called 
developing countries’ “bootstrap efforts" 
would be disbursed mainly in Asia and 
Latin America. E 

Japan will also extend what it called “sub- 
stantial assistance" to the Yokohama-based 
International Tropical Timber Organisation, 
for the preservation of tropical forests. The 
seven leaders said they would ask relevant 
international organisations to complete re- 
ports on the state of the world's forests, by 
1990. 

Japan is also to "take the initiative" in 
subscribing to an environmental fund to be 
established by the World Bank's soft-loans 
arm, the International Development Associ- 
ation. Tokyo will cooperate in establishing a 
network of environmental earth observation 
stations in space as well as in the setting up 
by the World Meteorological Office of an air- 

tion monitoring network. 









help them solve environmental problems. ; | 
ee the Paris communiqué for its environmental 


Bangladesh attracted special attention in 


problems. It stressed “the urgent need for 
effective, coordinated action by the interna- 
tional community in support of the govern- 
ment of Bangladesh” to help it deal with 
“devastating and catastrophic” floods and 
their social and economic impact. The World 
Bank will chair an international conference 
in Britain on Bangladesh’s problems before 
the end of this year. 

The Paris communiqué, in a paragraph 
addressed to newly industrialised countries, 


called on those with substantial surpluses to 


“contribute to the adjustment of external im- 
balances and the open trade and payments 
system.” 

Officials conceded this was principally an 
oblique reference to Taiwan and South 
Korea. The seven leaders urged these coun- 
tries to “permit their exchange rates to reflect 
their competitive position" and to imple- 


` ment Gatt commitments and reduce trade 





COMPANIES 


Thai textile conglomerate diversifies into electronics 





hai conglomerate Saha Union Corp. 
| (SUC) has made a major strategic 
. move into the electrical appliance in- 
dustry with its purchase of a controlling in- 
terest in the struggling television and radio- 
cassette maker Tanin Industrial. On 6 July, 
SUC finalised a deal with Tanin's creditors 
and controlling shareholders, the Vid- 
4---asirinun family, to pay off debts and in- 
much-needed working capital in ex- 
cnange for a 60% stake. | 

The move is part of an aggressive expan- 
sion worth more than Baht 5 billion 
(US$194.6 million) which will leave suc well 
cushioned against a downturn in its tradi- 
tional textiles and accessories business. Al- 
though those areas have expanded a lot in 
the past two years, diversification has been 
the focus. 

Athletic shoe production has been dou- 
bled in the past year. Its plastics arm, Union 
Plastics (UP), has raised capacity in big jumps 
each year for several years. Currently, SUC is 
negotiating a Baht 4.5 billion joint-venture 
petrochemical operation with Britain's ICI. It 
will soon begin producing plastic buckles, 
vacuum bottles, stainless-steel pipes, and 
plastic injection moulds. es 


* 


Analysts say that going into electronics is 


a canny move by SUC founder Damri 
Darakanonda, a long-time friend of Tanin. 
founder Udom Vidhayasirinun. The 30- 


year-old Tanin has the capacity to produce 








6,000 Tv sets a month working only one 
shift, and 30,000 units a month each for its 
AM radio line and AM/FM radio-cassette 
player line. With technical expertise and a 
staff of 1,200, buying Tanin gives suc a 10- 
year march on any local newcomers. 

The Tanin acquisition also fits cosily with 
up which produces TV cabinets and parts for 
most of the producers in Thailand, and plas- 
tic and rubber parts for other appliances that 
Tanin makes, such as electric fans and rice 
cookers. UP managing director Paotep 
Chotinuchit is in charge of revamping 
Tanin. 

But the Tanin deal is expensive. The esti- 
mated cost of the takeover and reorganising 
operations to lift production could be Baht 
600-800 million. Up to 1986, Tanin and sub- 
sidiaries were the largest Thai-owned 
appliance maker. The company turned out 
colour and black and white Tv sets, portable 
and car radio-cassettes, rice cookers, and 
other appliances for domestic and export 
markets. In the early 1980s it shipped some 
200,000 TV sets to Britain alone in one year. 
Tanin is also an assembler for West German 
manufacturer Blaupunkt's car radio-casset- 
tes which are installed in locally sold BMW 
cars. 

Tanin was hit hard by the 1984 devalua- 
tion of the baht, tough competition from Ja- 
panese-allied assemblers and, creditors say, 


rapid expansion which could not be handl- 
ed by old-fashioned family management. 


Sales tumbled from more than Baht 600 mil- 
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barriers. — 


possibility of a foreign joint venture. 












~ Meanwhile, Japan aad the US agreed in 


Paris on what they called a “structural im- 


sediments initiative" to “identify and solve 
structural problems in both countries that 
stand as impediments to trade and balanc 





-of-payments adjustment.” - 


- The two agreed to establish a joint, inter- 
agency working group to conduct talks 
which, it was emphasised, would take place 
outside Section 301 of the US Trade Act. This 
was seen as a move by Washington to re- 
duce tensions over its controversial: 301 
legislation, which Tokyo has declined to ac- 
cept as a basis for negotiations. oe 

The talks are likely to centre on such 
areas as barriers to competition in Japan's re- 
tail and financial services sector and on 
public-procurement policies. The bilateral 
group, meeting at "sub-cabinet" level, is to 
present a report to heads of government 
within a year and an "interim assessmen 
will be made next spring. | 


lion in the mid-1980s, to only Baht 300 mil- 
lion last year, and the workforce was cut by 
more than half. Cash and inventory-flow 
difficulties, partly the result of loose mare 
agement, led to debts of Baht 670 million by 
late 1987, with credits drying up. Ex 
Under a scheme coordinated by Thai 
Farmers Bank for 13 creditors, debts were 
first reduced more than a year ago to Baht 
296 million by selling off some assets. After 
the company failed to respond well to an 
jection of Baht 200 million in working capt 
tal, SUC stepped in. a 
SUC is repaying the Baht 296 million in 
old debts and the Baht 200 million in work 
ing capital from last year, for a 6076 stake i 





each of two new companies which will ab 


sorb the four Tanin group firms. The nev 
companies, Tanin Union Industry ani 
Tanin Union Sales and Service, will be con 
trolled from Saha Union Corp. and its siste 
firm Union Capital. Registered capital fo 
Tanin Union Industry, the manufacturin 
arm, will be raised to Baht 500 million from 
Tanin Industrial's Baht 90 million. e 
Bankers expect SUC to seek Baht 200-300 - 
million in working capital to kick-start oper- - 


ations. According to Paotep, Taninlastyear 
produced only 2,000 Tv sets a month, rising — 
to 3,000 this year, with some exported to __ 
Papua New Guinea. Distributors say the _ 
Tanin name maintains a solid market pre- __ 
sence, priced below locally assembled for- 
eign brands but with styling and functions — 
nearly as up-to-date. Aside from TV setsand 
cassette players, production of rice cookers, 


irons, and electric fans will also resume. 
Paotep said there is a strong need to im: 
prove technical knowhow and left open 


indications came from the visit to t 
by officials from Japan's Zojirushi 
which last year formed a joint venture 1 
Saha Union to produce vacuum bottles. 
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Malaysia Airlines faces capacity squeeze 


The overload factor 


By Michael Westlake in Kuala Lumpur 


alaysia Airlines marked a highly 
M successful 1988 financial year (end- 

ing 31 March 1989) with a rise of al- 
most 30% in pre-tax profit, orders for 31 new 
aircraft and the resolution of a long-standing 
row over further services to London. 

But behind the success, problems remain 
— many of them outside the airline’s con- 
trol. Growth in the current year is likely to 
taper off due to constraints imposed by lim- 
ited aircraft capacity and "protective" mea- 
sures that have held up new services. 

The airline's 29.1% increase in pre-tax 
profit to M$199.2 million (US$74.2 
million) was earned on revenue of 
M$1.76 billion, up 20% over the pre- 
vious year. Income from associated 
companies pushed group profit to 
M$204.5 million (up 30%), on total 
revenue of M$1.89 billion (up 20%). 
Group profit after tax and minority 
interests was M$157.1 million, an in- 
crease of 3.6%. 

Passengers carried rose 11.4% to 
6.7 million, 2.8 million on interna- 








Tempting the tourist 


While outsiders might think that Visit Malaysia Year in 1990, as 
part of the Asean group drive to increase tourism for member na- 
tions, is a one-year wonder, local officials are preparing for a 


longer-term push | 


They have little choice. Officials admit that Malaysia is a late 
starter in the tourism stakes, with inadequ 
relatively little to sell that is different to that offered by neighbour- 


ing countries. 


For its marketing effort — following on from Thailand's suc- 
cessful tourism promotion since 1987 and the Philippines' similar 
effort this year — Malaysia's Tourism Development Corp. (TDC) 
has chosen to try to focus on markets which might prove most A 


productive. 


From last year, TDC offices' efforts have been redirected: the 
Los Angeles office now covers only California instead of the en- 
tire US; London handles only Britain and omits Scandinavia; 
Tokyo the Kansai area and not the whole of Japan, and Frankfurt 
covers only its hinterland instead of the whole of West Germany. 

The TDC is also trying to make the best use of its links with 
travel agencies and tour operators, dealing mostly with those 
that already package Malaysian tours or show interest in them 

rather than trying to plough new ground. Promotional agree- 
ments with Asean partners are also being 


 Fimandal — 

Total revenue (M$ million) 1,3140 1,326.0 14330 
Profit after tax (M$ million) 
Earnings per share (M cents) 1880 — 510* 320 43.0 


Traffic 
Passengers carried (million) 5.5 55 5.0 615 
Passenger load factor (%) 0550 730 MO 760 


*Annualised 


ate infrastructure and 


tional routes, raising system-wide passenger- 
load factor two percentage points to 7895. 
Cargo rose 5.876 to 100,015 tonnes, to give a 
load factor of 83%. Revenue from passenger 
traffic rose 21.4% to M$1.49 billion, with traf- 
fic growth of 10.7% expected this year. 
Cargo traffic provided M$236.5 million in 
revenue (up 14.8%), with 12.3% growth in 
tonnage tipped for this year. Revenue to 31 
March 1990 is expected to rise 1095. 

The tapering off in expected revenue 
growth is partly a function of lack of capacity 
— business begins to be turned away at load 
factors of more than about 70% — and the 
new aircraft will not arrive in time to offer 
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1310 1049 1122 1515 


1,614.0 1,760.0 
157.1 
45.0 six 737-500s to replace 12 737-200s. 


extra capacity until next year. Airline officials 
say protectionism elsewhere is holding back 
desired increases in scheduled services. 

Like all customers for the new, long- 
range Boeing 747-400, the airline’s expan- 
sion plans have been set back by delays in 
delivery from Boeing. Production and cer- 
tification problems have caused Malaysia’s 
delivery schedule to slip from March and 
May this year, for the first two aircraft, to Oc- 
tober and November. 

This in turn is delaying the introduction 
of non-stop flights between Kuala Lumpur 
and Europe, as well as the timing of future 
redeployment and eventual disposal of its 
three older 747s. An airline official told the 
REVIEW: “We are suffering quite a bit. It is 
very embarrassing because our marketing 
was already done.” 

The airline has committed itself to six 
firm orders for 747-400s, with options on a 
further three. The other four firm orders are 
due to arrive in 1990, 1991, 1993 and 19 

The 747-400s are only part of a M$5. 
lion expansion and replacement plan 
for the next five years. Also on order 
are nine Fokker 50 turboprops to 
begin replacing 11 F27s on domestic 
routes from August this year, and 10 
twin-engined Boeing 737-400s and 
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These aircraft will expand the fleet on 


67 both domestic and regional routes 
7580 — 
BC 


from 1992. 
The airline has also taken options 
on another 16 737s of either the large 






recent publicity about government officials inspecting public 


toilets — combined with official threats against users who fail to 


and Singapore. 


flush them — hardly enhances the country's image. This some- 
what parental approach to public toilets is only one negative as- 
pect, important though the lack of public hygiene is to tourists. 
More important, while Kuala Lumpur and Penang are well 
known as tourist destinations, they and the rest of the countrv 
have so far failed to match the perceived attractions of Thailanc 


The theme underlying Visit Malaysia Year is local culture, 
with each state selling its own attractions while the TDC sells 
Malaysia as a whole. Said one TDC official: "Everyone has the sun 


and a beach," but food and natural beauty are good selling 


ccording to ind 


points. "People don't know Malaysia, they know certain destina- 
tions init . . . Theorists say you should sell particular destinations, 
but we are selling a country to increase awareness," he said. 


estimates, 12.5 million visitors to Asean 


members provided US$6.9 billion in revenue in 1987. Estimates 


for 1988 — figures 


4.3% and 9.6% 
Practical 


ed in scope. 


However, while the TDC strives to market the country abroad, 
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are still incomplete — show a total of 14.2 mil- 
lion visitors, with 20% revenue growth. In 1989, Malaysia hopes 
to receive 3.6 million visitors and US$844 million in revenue, up 


problems abound. The government has given its 
backing to the 1990 tourism drive, including measures to expand 
Subang Airport's passenger-handling capacity. However, efforts 
to promote expansion of middle-price hotels have so far not per- 
suaded investors to shift from first-class hotels, in which returns 
on investment are larger. From 1990, a hotel shortage is expected. 


u Michael Westlake 
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‘own aircraft begin being delivered. 
the airline’s choice between. the thr 
gined McDonnell Douglas MD11 ar 





Airbus Industrie A330 twinjet, to r eplace its - 
three DC10s and four A300s on regional ser- 


vices. The REVIEW understands that the air- 
line has already decided in favour of eight 
A330s plus eight options, subject to govern- 
ment approval (REVIEW, 18 May). 

New services have been a headache. In 
March, a long-standing problem with Bri- 
tain over desired sixth and seventh weekly 
services to London was resolved. But the 
seventh service, to start in December, will 
involve royalty payments to British Airways 
(BA), which has also been granted the right 
to operate a traffic hub in Kuala Lumpur that 
will enable it to feed regional traffic on to 
long-haul services to London. 

[he arguments had revolved around 

y much traffic Malaysia Airlines was 
carrying through Kuala Lumpur from Aus- 





MARKETS 


-400 or smaller 500 series. It is to lease seven 
dts 











Services to Australia are also a headache, 








"very protective" Australian officials. How- 
ever, with signs of a more liberal stance 
being taken by Canberra, there is hope that a 
solution may be found. 


ew destinations served from this 
Noe include Karachi, New Delhi, 
Zurich, Fukuoka and Canton, with 
Istanbul, Brussels, Honolulu, Auckland and 
Brisbane planned to begin before the year's 
end. Cancellation of the new service to Can- 
ton after only two flights, because of a 
dearth of passengers following the 4 June 
Peking massacre, is seen as a temporary set- 
back. Flights may resume in October. 
The airline's expansion has exacerbated 
difficulties in finding sufficient crews to fly 
the extra services. It has taken on about 50 


F. oreign brokers want more seats on the T. SE 


Tokyo’s floor plan 
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| here are not many heads of govern- 
| ment that would take it upon them- 
selves to ensure the entry of two 
stockbrokers to the floor of another coun- 
trys stock exchange. But then Britain's 
Prime Minister Margaret Thatcher is hardly 
vonr run-of-the-mill politician. Her Japanese 
nterpart, Sosuke Uno, received an earful 
vu the subject at the Paris summit of the 
Group of Seven and Thatcher told him that 
she wants the issue to be settled before she 
visits Tokyo in September. 

It is difficult to say whether Thatcher's 
tactics helped the five British brokers which 
gained membership of the Tokyo Stock Ex- 
change (TSE) on the last two occasions the 
door was opened, in February 1986 and in 
May 1988. But it probably did not hinder 
them, either. There are now 22 foreign 


members out of a total of 114. Four missed. 
out last time — Barclays de Zoete Wedd and. 
James Capel, the two British brokers, and 
Chase Manhattan Securities and Credit. 


Lyonnais Alexanders Laing & Cruickshank 
Securities. cee 
There does not seem to be a long queue 
of foreign brokers waiting to get in, despite 
the fact that their finances in Tokyo are im- 


proving. Out of the 43 foreign securities 
firms in operation last year, 25 made a net 
(US$582.4 million) 


loss totalling ¥82 billion (US! 
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in the six months to March 1989. By contrast, 
36 companies lost ¥167 billion in the same 
period a year earlier. Foreign members’ 
share of the exchange’s turnover is also edg- 
ing up — it was 5.3% in the three months 
through May 1989. 

It would be little short of a miracle for the 
TSE to have agreed on a plan for new mem- 
bers by Thatcher's deadline and she was 
told as much by Uno in Paris. A special com- 
mittee, led by Nomura's chairman Setsuya 
Tabuchi, which was set up by the exchange 
to look into the matter, has only just started 
its work. The main problem is that there is 
no room on the floor of the exchange for 
new members. 

The easiest way of making room for 
more firms is to take advantage of a new 
computer system which is expected to begin 
operation in the middle of next year. At the 
moment, floor traders have no unified com- 
puter system for executing their orders. 
There is a well-established computer-as- 
sisted order routing and executing system, 
which handles about 1,500 issues listed on 
the TSE, but this has nothing to do with the 
150 most actively traded counters which are 
still bought and sold on the floor of the ex- 
change. The latter account for 70-80% of all 
transactions on the exchange and most 
member firms have their own computer sys- 
temforexecutingthese. — 

When the new system begins, all mem- 





tralia to London, while BA was already able ex] 
.to siphon traffic from Malaysia to its long- 
-.- > range services from Singapore. 

Expected soon is an announcement of — . em. —. 
coast Australian services from foura weekto ture have been consi 
daily, but encountering opposition from 


likely to broaden the shareholder base, and 


goes against the basic principle of equal : 
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or dosely allied institutions. Airline officials | 
see no need for immediate action, though a 
rights issue in Malaysia is believed to be 


an overseas listing is under study. — 

With 1990 designated Visit Malaysia _ 
Year, the airline has arranged 42 chartersbe- 
tween London and Penang and 12 between * 
Helsinki and Penang for this year, as well as 
regular charters three times a week between _ 
Kuala Lumpur and Ho Chi Minh City. = 

It is also considering freighter services, - 
while boosting current interline arrange 
ments and working on an agreement unde 
which Australia's Ansett would pro 
Boeing 707 freighter service between Kual 
Lumpur and Melbourne via Perth. — — 


ber brokers will use it for routing orders fo 
floor-traded stocks to the saitori brokers wh 
match buy and sell offers. The technolog 
will allow firms to place their orders from. 
terminal either on the floor of the exchang 
or in their offices. The TSE thus has the or 
portunity to move small orders off the trad 
ing floor to the brokers’ office. The speci 
committee is likely to decide on the cut 
point — the bigger the minimum order siz 
for floor execution, the less work will b 
done on the floor itself. pM 
This could cut the number of people 1 
quired on the exchange floor — currentl 
about 2,000 on active days — by a third o 
even a half, sources say. Such rationalis. 
tion, however, does not necessarily I 





current members to reduce the numbe 
booths they use on the floor. If that does 
to look at more radical proposals to mal 
room for more members. —— 2 


. One possibility is to create a second class 
of membership, one which entitles firms to 
trade directly with other members (and thus 
save the 20% commission fee non-membe 
currently pay) without having to do so o 
the TSE floor itself. A brokerage which ha 
very few institutional clients, for example, __ 
may only need to execute small orders from __ 


its office. The problem with this is that it _ 


treatment for all members. BE 
The underlying question is whether to 
abandon floor trading altogether in favour of 
a computerised system. The majority : 
Tokyo brokers are still thought to be agains 
the idea. Nobody has yet come up with 
computer that tracks the Nomura man rus 
ing up to a trading post with a large she 
order. PI we 
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Passport protectionism 


sult, but when it comes to move- 

ment across boundaries, people 
often have fewer rights than objects. For 
example, if acommodity produced in Hong- 
kong is denied entry into Britain or the US, 
the exporter can ultimately protest to Gatt 
about the denial of free trade. When people 
from Hongkong are denied entry into Bri- 
tain or the US, they have no one to whom to 
complain. 

Having largely won the battle for free 
trade in goods, the champions of open mar- 
kets are now fighting for freer trade in ser- 
vices. But partisans of free trade and the 
politicians who routinely proclaim that 
“people are the best resource” are silent 
about letting people move freely. 

In the bad old days this “best resource” 
used to be shipped across the oceans in 
chains but now ever more impediments are 
being placed to the movement of people. 
This contrasts starkly with the increased 
freedom being granted to the movement of 
other resources, such as capital. 

Controls on capital have been aban- 
doned on the theory that they cannot be en- 
forced in these days of electronic transfers 
and that it is better to let capital seek op- 
timum returns where it can. It is even ac- 
cepted as right that capital should leave be- 
hind its “national” labour if it should prove 
more expensive or less productive than 
workers elsewhere. 

While all these rights are given to capital 
and goods, people are expected to remain 
where they are born and all countries hassle 
them with passports, visas and the like be- 
fore letting them move. Everyone was will- 
ing to accept the flight capital from Vietnam 
when it was available and even Vietnamese 
goods can get past trade embargoes, but 
when it comes to Vietnamese people, no 
one wants them. 

While trade in goods and services has 
become generally freer this century, the 
“trade” in people has become more restric- 
tive. 

Passports came into widespread use only 
around the time of World War I. Historian 
Arnold Toynbee records in his memoirs 
that so rare were passports that he was once 
nearly executed as a British spy because the 
Turkish troops suspected that the British 
passport he was carrying was some kind of 
secret document. 

Before the bureaucrats started their 
paper empires, millions of people moved 
around the world in search of a better liveli- 
hood. The collapse of many medieval feudal 


o treat a person as a commodity is 
| I julia considered to be an in- 


kingdoms came when peasants and serfs, 
faced with infertile land or a lord who taxed 
them too heavily, simply picked up their be- 
longings and left for the next fertile pasture. 
Today you can be blocked from leaving a 
country if you evaded your taxes and while 
the world does give some food to those who 
are starving, nobody wants to let the starv- 
ing masses into their country. 

The multitudes in the US and many of 
the Chinese in Southeast Asia are the results 
of great migrations. The economies of the 
countries where these people live would not 
be what they are today without them. And 
yet, despite all our rhetoric about free trade, 
such movements cannot be repeated today. 

Empires, including the British, allowed 
free movement of people within their vast 
boundaries in the beginning and started re- 
versing their policies only when it became 
clear that such freedom meant not only that 
whites could move to the coloureds’ lands, 





but also that coloureds could move to white 
lands. 

As technology progresses and multina- 
tional companies start dominating produc- 
tion and services, it will become increasingly 
clear that meaningful free trade cannot be 
achieved without free movement of people. 
People are just another factor of production 
and to recognise this and act as such can be 
liberating rather than demeaning. It is no 
coincidence that it is the backward, repres- 
sive regimes which control the movement of 
capital that also deny their people exit per- 
mits. 

Neo-classical economics recognises land, 
labour and capital as the three basic re- 
sources and Marxist economics claims all 
profits are ultimately surpluses extracted 
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from labour. Thus the theoretical frame- 
work for arguing the free movement of 
people is very clear. It is politics that lags. 

A nation state is, when one strips it of its 
mysticism, nothing more than a protected 
market in people and like all protected mar- 
kets, encourages inefficiency. South African 
whites, surrounded by cheaper black la- 
bour, have enforced apartheid to protect the 
labour market for whites. Other rich coun- 
tries, whose labour is more expensive and 
often even of poorer quality, differ in policy 
from apartheid only in degree, not in kind. 
And, like vendors of protected wares else- 
where, natives often complain about 
fair" foreign goods — the immigrants. 

The argument that the culture of the indi- 
genous people will be swamped by foreign 
cultures, or that the poorer people from 
alien lands will bring crime and disease into 
native arcadia, are just echoes of arguments 
advanced by those with vested interests in 
protected industries and who similarly flail 
against foreign "sweat shops" and foreign 
subsidies. 

For various historical reasons, Hong- 
kong seems to be the first place in the world 
where the bogus nature of the nation state 
and the contradictions between free trade in 
goods and capital and managed trade in 
people is being exposed. As nations queue 
to carve up the populace of Hongkong, and 
passports are more or less openly sold, all 
that is lacking is a secondary market in 
nationalities and passports to prove that na- 
tionality itself is just another commodity that 
can be traded. 

Like new markets in many goods, 
market in nationalities seems to be v., 
inefficient. Obscure Vanuatu or bankrupt 
Bolivia can demand huge ransoms from the 
prosperous people of Hongkong before giv- 
ing them pieces of paper with their seals, 
much like the heraldry granted by the feudal 
lords of old to their vassals. 

Practical people of Hongkong, rather 
than the idealists who thought the United 
Nations would evolve into a world govern- 
ment, may be the pioneers of the "post-na- 
tional" era. 

The people of Hongkong have adopted 
the slogan, "The Lease is on the Land, Not 
the People" to demand that Britain and 
China cannot just trade them as a piece of 
land with serfs attached, as they used to in 
the old days. But reification is not always a 
bad thing. If only the lease on the people of 
Hongkong were subject to the same rights 
and privileges as leases on land, they would 
be a happy people indeed. 

u N. Balakrishnan 
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RESEARCH AND INNOVATION 


The right stuff 


sk Sung Ki Soo, South Korea's top 

computer scientist, what his coun- 

try's research establishment needs 

most, and he replies without hesi- 
tation: "More democracy." The basic prob- 
lem says the outspoken Sung is that "the 
[South] Korean Government intervenes too 
much in too many things." 

Sung has been president of the Systems 
Engineering Research Institute (SERI), the 
branch of the Korean Advanced Institute of 
Science & Technology responsible for the 
development of computer software, since it 
was founded in 1967. Over the past two de- 
€ — SERI has trained more than 10,000 
€ 1 Korean computer programmers and 
systems engineers. 

As an example of excessive government 
intervention, Sung cites its rigid control 
of university entrance procedures. These 
stipulate that students’ academic records 
during their final three years of high school 
must be given equal consideration in 
evaluating overall performance. 

Late-blossoming students, who come 
good only in their final year at school, thus 
tend to be excluded from the best univer- 
sities. The system also does not take into ac- 
count excellence in individual subjects such 
as mathematics and the sciences. It therefore 
fails to identify important skills. 

In this respect, the South Korean system 
resembles Japan's notoriously inflexible 
university-entrance procedure. Especially 
since, like the Japanese system, South Ko- 
rean students are required to memorise en- 
cvclovedias of facts. But, as Sung points out, 
t  outh Korean system is actually worse 
t the Japanese because it governs entr- 
ance to private as well as public universities. 

The most troublesome part of the sys- 
tem, is the university entrance form itself. 
This offers the applicant room to write only 
one choice of university, but three choices 
for subject. In Taiwan, by comparison, ap- 
plicants can specify one subject at up to 16 
universities. But in South Korea, Sung la- 
ments, poor organisation prevents the na- 
tion's talents being matched to its require- 
ments. 

Another problem with the South Korean 
education system is lack of facilities. The 
shortage can add years to the time it takes a 
student to qualify for a post-graduate de- 
gree. In particular, computer time has been 
especially tight. The situation has eased 
somewhat since last October, when SERI 
took delivery of South Korea's first super- 
computer from the US company, Cray Re- 
search. 

The machine — a Cray 2, the fastest the 
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company currently offers — cost around 
US$20 million, plus perhaps as much as 
another US$10 million more for software 
and peripherals. This sounds like a lot, 
especially compared with SERI's total budget 
of about US$30 million a year. But Sung be- 
lieves that the machine is an effective invest- 
ment because of the increase in research 
productivity that it should bring. 

For example, the supercomputer could 
cut years off the time taken to complete a 
graduate student's education. Sung is al- 
ready urging the government to invest in a 
second machine as soon as possible. 

SERI operates a dial-up network which 
connects some 20 universities all over South 
Korea, enabling them to make use of the in- 
stitute’s computer power. To encourage 
everyone to have a go on the Cray, Sung did 
not charge users for time on the machine 
during its first six months of operation. 

Thanks to this policy, by January the 
supercomputer was crunching away nearly 





Sung: non-conformist. 


non-stop. Although applications included 
extremely complex ones, such as weather 
forecasting and nuclear safety, the most 
popular was microchip design. 

Sung notes that the private sector 
showed almost no interest in using the 
Cray. He says this indicates that South Ko- 
rean electronics companies continue to de- 
pend heavily on chip designs done for them 
in the US. 

Companies such as Samsung, Hyundai 
and Goldstar are spending heavily on the 
development of memory chips. This is also 
the area where the South Korean Ministry of 
Science & Technology (MOST) concentrates 
much of its microelectronics research bud- 
get, a waste of resources that Sung reckons 
stems from a desire on MOST's part to claim 
credit for developing the chips. 
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In the world of South Korean scientific 
research, Sung is something of a non- 
conformist rogue. And a survivor, too, 
because corporatism is a way of life here, 
snuffing out the spirit of individual- 
ism. 

It is all too common for an incoming sci- 
ence minister to appoint his own men to 
head prestigious government laboratories 
like SERI. Nonetheless, despite frequent 
changes of minister and his own refusal to 
bend to prevailing political winds, Sung has 
remained in charge of the institute. There 
have been several attempts to fire him. 
None have succeeded. 

Pressure tactics do not seem to work, 
either — as he proved in the early 1960s in 
the US. After earning his doctorate in 
aerodynamics at Harvard University, he 
took a job with a US firm that subsequently 
tried to compel him, for security reasons, to 
become an American. Not prepared to for- 
sake his nationality, he returned to South 
Korea. This was a brave decision since, un- 
like later generations of US-educated South 
Korean academics, he had no cushy teach- 
ing job to take up. 

Instead, before forming, SERI, Sung, was 
forced to teach at Seoul National University 
and the South Korean Air Force Academy 
for a salary just 5% of that paid to him as a 
consultant in the US. To make ends meet, 
he took on a contract to solve complex equa- 
tions for the government's Economic Plan- 
ning Agency. 

Managers of government research 
laboratories like SERI have to be entrepreneu- 
rial if they are to get the funds they need to 
expand. Sung’s success can be judged by 
the fact that he now has some 480 employ- 
ees, of whom 380 are involved in software 
production and research. 

The institute's finest hour came last year, 
with the development of information net- 
work software that helped enable on-line 
coverage of Seoul Olympics. But with funds 
tight, Sung says that the only way he can re- 
cruit new people is by letting go some of his 
senior staff. 

There appears to be no shortage of talent 
wanting to join the institute. Sung, claims 
that he has recently received resumes from 
seven US-educated South Koreans with 
doctoral degrees. For would-be recruits, any 
Thursday afternoon is a good time to get a 
taste of life at SERI. They will find Sung play- 
ing tennis; and the rest of the staff has to 
play ball — or at least some sport or another 
— at their president's insistence. Sung's 
style of engaged science does not permit 
spectators. m Bob Johnstone 
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BANKING 


Korea Exchange Bank prepares for privatisation 


From brawn to brains 


By Jonathan Friedland in Seoul 
he globe-trotting leviathan of South 
Í Korean banking, the US$27.3 billion 
assets Korea Exchange Bank (KEB), is 
priming for its coming-out party. The Seoul- 
based KEB has embarked on an aggressive 
domestic expansion strategy, aimed at 
boosting its consumer finance business by 
building the nation's biggest branch net- 
work and issuing tens of thousands of credit 
cards. 

It is simultaneously shoring up its al- 
ready large international presence, opening 
new investment banking subsidiaries in key 
world financial centres and vigorously seek- 
ing underwriting and fund management 
commitments from both South Korean and 
international clients. 

The flurry of activity presages the privati- 
sation, sometime within the next year, of the 
largest of South Korea's government-owned 
banks. The exercise is designed to bolster 
competitiveness through the doubling of 
shareholder equity from the current Won 
740 billion (US$1.1 billion). 

KEB will thus be expected to pay di- 
vidends and, maybe one day, to answer to 
the demands of truly independent share- 
holders. It now takes its orders from the 
Ministry of Finance, which has final say over 
the timing and magnitude of the privatisa- 
tion exercise and which will continue to 
have considerable clout over the bank 
even after it is sold off. The ultimate aim 





Ahead of the wave 


KEB is gearing up for the 1992 liberalisation of South Korea's capi- 
tal markets by gaining merchant banking experience abroad. It is 


is to have all the equity in private hands. 

The anticipated change in status comes 
as the KEB looks set to report a third consecu- 
tive year of record net profit. KEB recorded a 
healthy 44.6% increase to Won 40.6 billion 
last year on the back of still-strong trade fi- 
nance demand and hugely lucrative sec- 
urities and foreign-exchange transactions. 

First-half net profits for 1989 are esti- 
mated at Won 28 billion, with the year-end 
tally expected to top Won 50 billion. Post- 
privatisation, KEB is aiming to expand the 
1990 asset base of its Korean banking opera- 
tions to Won 18.5 trillion, from the current 
Won 15.8 trillion, bringing in Won 72 billion 
in net earnings that year. 

The superior results are providing KEB 
chairman Rhee Yong Man with the neces- 





financial muscle to tackle an expansion 
slate that includes the opening of 58 new 
domestic branches through 1990, the 
strengthening of a handful of specialised 
local subsidiaries and a fully fledged and ex- 
pensive move into international securities 
dealing. Rhee sees KEB becoming the South 
Korean equivalent of Japan's discreet and 
powerful Bank of Tokyo. 

Strong earnings also provide the former 
Finance Ministry official with breathing 
room to correct longstanding problems 
which. could crimp KEB's performance as 
South Korea's financial markets gradually 
liberalise. Chief among these are substantial 
non-performing loans, the legacy of fre- 
quent and obtrusive government interven- 
tion in credit policy, and a cumbersome 
bureaucracy, swollen and coddled during 22 
years of state ownership. 

Further, KEB's growth binge comes at a 
time when the South Korean economy is 
trembling under the combined weig f 
steep currency appreciation and rapid — 
inflation. Heightened financial sector com- 
petition and tighter margins are also ex- 
pected to dampen bank profitability. The 
earnings cushion might thus provide the 
necessary margin for error at an otherwise 
impropitious time for expanding an already 
burdened bank balance-sheet. 

"We must take a firm step away from the 
old ways of thinking" Rhee told the 
REVIEW. “We must be reborn with new 
thoughts to boldly reform ourselves." 

While Rhee insists that a sea-change in 
attitude is now under way, observers in 
Seoul suspect that old habits will be hard to 
break and KEB will continue to rely more on 
brawn than brains in its expansion effort. 
"What KEB has in abundance is muscle," 
sums up the Seoul manager of a major for- 
eign bank. "They are big without necessarily 
being the best." 


tional capital markets with a total worth of US$1.7 billion. It al... 


took a lead position in a US$270 million Euro-loan syndication for 


US$180 million 
Canadian steel 


Pohang Iron and Steel Co. 
This month, KEB is acting as one of the 11 lead managers of a 
dicated loan for Sammi Steel's acquisition of a 
‘s operations and is also expected to play a 
role when Sammi issues US$50 million in bonds on the 


aiming to attain a pivotal role as a key intermediary between the 
country's big business groups and international capital markets. 

On 3 July, KEB opened a merchant bank in Luxembourg to 
complement its existing operations in London, Hongkong and 
Sydney. President Rhee Yong Man told the REVIEW that similar 
subsidiaries would soon be established in New York and Tokyo. 

"As the internationalisation of [South] Korea's financial mar- 
ket makes progress, we believe that the foreign investment busi- 
ness and the raising of foreign funds will become an ever more 
important area of our operations,” said Rhee. “Fee income from 
our bank's international merchant banking network may well be- 
come a main source of income." 

In 1988, KEB helped arrange bonds, equity-linked debentures 
and floating rate notes for South Korean borrowers on interna- 
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Eurobond market in September. The Sammi deal is the first time 
South Korean financial institutions have lead managed an inter- 
national syndication on their own. 

International investment bankers in Seoul said that at this 
point KEB's role in these issues appears predicated more on its in- 
fluence over major domestic borrowers than any particular skill. 
"Domestically, KEB has a lot of muscle, there is no question," said 
one. “But internationally their ability to twist arms is limited. 
There is a feeling among the chaebol that they would rather have 
the international heavies like Goldman Sachs or Morgan Stanley 
take the lead role." 

KEB officials agree that they are at some disadvantage to 
the major houses, but argue that their knowledge of the 
needs of South Korean borrowers will provide the basis for 
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KEB’s strengths and weakness are a 
natural consequence of its roots as the for- 
eign-exchange department of Bank of Korea, 
the central bank. Hived off in 1967 when the 
Park Chung Hee government was well into 
its forced march towards rapid industrialisa- 
tion, KEB for much of its first decade served 
as South Korea's financial window on the 
world. International credit channelled 
through the KEB — often at a negative mar- 
gin — played an important role in fuelling 
the explosive growth of the republic's 
manufactured exports. 


removed KEB's monopoly among 
domestic banks over foreign-ex- 
change dealing in the early 1980s, the 
bank shifted its attention to building a 
conventional commercial banking business, 
at the same time seeking to benefit further 
from its government-granted internation- 
amp start. Currently, KEB has 166 
estic branches, less than many of its 
competitors. Its 18 branches, 10 representa- 
tive offices, six subsidiaries and two affiliates 
overseas give it by far the biggest global net- 
work of any South Korean financial institu- 
tion. 

Since Rhee came over to KEB in February 
1988 from his previous position as chairman 
of the well-respected Shinhan Bank, man- 
agement emphasis has been on broadening 
services to include trust management, treas- 
ury operations, merchant banking, credit 
card issuance and soon, leasing. 

At the same time, the bank has been 
seeking to cut costs through economies of 
scale. Far greater attention is being paid to 
the bottom line, claims Rhee. "Instead of 
evaluating the performance of our business 
operations primarily on a volume basis, we 
are now placing greater emphasis on pro- 
fitability and are adopting a more competi- 


fter the Chun Do Hwan government 


an ever more important place in their fund raising efforts. 
"Together with the leading international banks, KEB’s pre- 


sence gives benefits to clients," said the 


international banking division, Cho Sung Jin. "We can com- 
municate easily with South Korean clients and we know their 
expertise puts us in a unique position." 

They point to the role KEB has played recently in managing va- 


needs well. This 
rious types of issues for non-Korean 


merchant banking operations are being taken seriously. Over the 
financing for such cus- 
tomers as Thai Oil, the National Bank of Hungary and an Indone- 
sian joint venture between Samsung Corp. and Astra Interna- 


past two years, KEB has helped 


tional. 


In North America, KEB is 
to the 
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ing a more disparate 

owing of a large South Korean immigrant com- 
munity. While its New York office will soon strengthen 

chant banking capabilities, KEB plans to take advantage of the ad- 


tive management style by using cost 
analysis for performance evaluation," said 
the KEB chief. 

The bank's strong international links ap- 
pear to be helping in this regard. The skills of 
South Korean bankers have been limited by 
the deliberate insularity of government po- 
licy; neither innovation, customer service 
nor attention to cost have traditionally been 


Korea Exchange Bank in figures E 












KEB's substantial global infrastructure is 
also assisting Rhee's efforts to build up the 
bank's fee-based income. KEB has a competi- 
tive lead among South Korean banks in the 
generation of fees from trade transactions, 
the bank's main source of non-interest in- 
come which last year accounted for its 18.576 
of total revenue. Next came foreign ex- 
change trading income which, despite the 








Mon milan 1988 1987 1986 1985 1984 
For the year 

Net interest income 125,540 116,034 115,320 120,797 124,248 
Provision for loan losses (62,716) (40,758) (27,576) (24,428) (23,911) 
Non-interest income 226,477 182.300 143,684 117,182 88.100 

Net income 40,639 28,107 25.439 16.947 15,648 
Mywrent | | L 
Total assets 18,162,902 19,128,444 19,216,885 19,196,337 16,511,207 
Loans 7,556,395 7,779,526 6,063,668 5,677,955 4,460,351 
investment securities 2,465,685 1,996,571 1,804,866 1,888,839 3,184,654 
Deposits 7.741.978 6.792.926 4,948,423 4,515,967 3,852,657 
Shareholder's equity 710,038 700,946 671,793 647,070 582,632 






Net income to 
—— eae 
Net income to assets 


emphasised, particularly among govern- 
ment banks. KEB managers — many of 
whom have done stints abroad — are gener- 
ally more sophisticated and adaptable than 
most of their domestic counterparts, say in- 
ternational bankers in Seoul. 

Nonetheless, says another senior foreign 
banker, "KEB was run for years like a govern- 
ment agency. That's not the mentality of the 
new chief executive, but there are a lot of 
bureaucratic barriers to change." 


vent of interstate : ts 
other North American into a retail banking i r- 
generalmanagerofKEB's ing to the Korean community. * 


as proof that the 


its mer- 
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Its US$300 million assets state-chartered California 
Bank, which will soon have 10 branches, will likely be mi | 
with three KEB branches in New York that serve a growing com- 
also focus on serving local Korean customers as well as maintain- 
ing its bread-and-butter trade finance business. Cho said that y. 
tail business in North America is booming and looks set to im- 








Bed 


upward tattoo of the won last year, declined 
slightly to Won 63 billion. 
The third major contributor last year was 
securities transactions. Sales of domestic 
and international bonds — KEB now 
has a US$1.8 billion portfolio of US and Ja- 
panese Government debt as well as other 
Euromarket securities — netted the bank 
Won 25.4 billion in 1988. Custodial fees were 
also garnered on some US$200 million in 
funds that KEB manages in international 
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markets for Bank of Korea. 

KEB has also been aggressively expand- 
ing its domestic trust business in line with 
the explosive growth in national wage 
levels, last year doubling income to Won 
13.9 billion over the previous year. At the 
end of 1988, total trust assets under manage- 
ment had risen to Won 1.23 trillion, up 
93.7% over 1987. Helped by the sheer size of 
funds applied, KEB's trust management de- 
partment significantly outperformed those 
of the five nationwide commercial banks. 

The lender is also looking to the rapid 
growth of its credit card business as a future 
source of revenue. Only 10% of South Ko- 
reans currently use credit cards, something 
that KEB'S new wholly owned subsidiary, 
KEB Credit Services Co. is doing its best to 
rectify through the rapid issuance of VISA 
cards 


The credit card business is also being 
used to boost KEB's domestic consumer 
banking business. Time and savings de- 
posits of retail customers, excluding certifi- 
cates of deposit, rose 10.9% last year, reach- 
ing Won 901.9 billion and allowing the bank 


to help expand domestic lending to indi- 
vidual customers by 4.8% to Won 121.7 bil- 
lion. 

The expansion of consumer business, 
backed by extensive training programme for 
KEB's 12,000 staffers, contrasts with a meagre 
1.576 rise in corporate lending last year. KEB 
officials blame tight domestic liquidity and 
the government-directed crimp on lending 
to South Korea's dominant business groups 
as the primary reasons underlying this 
trend. 

The reduction in new loans to the chaebol 
(conglomerates) may be somewhat of a 
blessing for KEB, as most of its problem loans 
are a result of efforts by both the Park and 
Chun governments to turn the business 
giants into world-class competitors. Banking 
sources in Seoul put KEB's non-performing 
assets at 13% of its total loan portfolio, a per- 
centage neither Rhee nor his staff would 
confirm, and a shrinking load on the balance 
sheet as overall assets climb. 

Unlike the previously privatised govern- 
ment banks that also lent heavily for indus- 
trialisation, however, KEB's non-performing 
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Thailand's inflation not reflected in CPI figures 
Basket of woes 


By Paul Handley in Bangkok 


sk a low-paid Thai worker about 

inflation and he will tell you that 

rice and condensed milk prices have 
risen about 13% in the past 12 months and 
chicken, fish and pork prices by 10%. His 
middle-class counterpart, however, will in- 
sist that overall living costs have risen by 
20%, with housing costs, rented or bought, 
nsing as much as 50%, cars by more than 
20%, and non-essentials like restaurants and 
hotels by similar amounts. 

Officially, inflation is still under 5%, ac- 
cording to June figures for the Thai Com- 
merce Ministry's consumer price index (CPI). 
But analysts are increasingly dubious about 
the figure, which has been given added sig- 
nificance by the near-overheated state of the 
economy. 

The official rate has in fact enabled the 
government of Prime Minister Chatichai 
Choonhavan to argue against reining in 
growth and removing the cap on interest 
rates while its critics have been insisting that 
it is time to tighten up as the current-account 
deficit is expanding rapidly. 

One Finance Ministry official said the CPI 
figure masks the need for monetary mana- 
gers to tighten economic controls and slow 
bank lending growth, now at 29%. In a 
move interpreted as inflation-linked, the 








government has cut excise taxes to keep fuel 
prices down despite rising oil prices. 

Bangkok Bank estimates that a properly 
adjusted CPI would put the inflation rate at 
about 7%, well above the central bank's 

ceiling of 5%. Others say that for 
Bangkok it would be even higher — 10%, ac- 
cording to one economist. 

By any measure, inflation accelerated in 
May and June this year. The year-on-year 
rate was 4.2% in May and 4.9% in June. 
Overall, food and beverage prices, with a 
38% weighting in the CPI, were up 7.2% in 


Thai inflation index 8 


CPI components, % rise in year to May 1989 
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loans would be made good by the govern- 
ment should they become uncollectable. To 
date, Bank of Korea has provided credit 
lines to KEB when interest payments have 
not been made and has sought to broker set- 
tlements between the banks and its borrow- 
ers when the strain of repayment becomes 
too burdensome. 

This was the case in May when the gov- 
ernment arranged the takeover of Korea 
Shipping Corp. by Hanjin Container Lines. 
At least US$400 million in Korea Shipping 
debt not assumed by Hanjin as part of the 
sale has been rescheduled to KEB over 20 
years, according to bank officials. The re- 
mainder of KEB's non-performing loans to 
corporate borrowers is being dealt with in a 
similar fashion, they say. 

This de facto guarantee, according to cen- 
tral bank officials, will continue after the 
privatisation. Because the money was lent at 
the state's urging, "the loans are still the re- 
sponsibility of the government, if not in 
terms, than in practical terms," said _ 
Dong Hyuk. chief of Bank of Korea's Bank 
Administration Division. a 


the year to June. Rice prices have surged be- 
cause of a worldwide shortage which has 
resulted in Thailand exporting record 
amounts, leaving some worried about local 
supplies. Meats and fish were up 6.5% in 
the year to May, mostly because of the 
higher cost of animal feed. Prepared foods 
were up 10.1%. 

Sthaporn Kungkapilas of the Commerce 
Ministry's price index division concedes that 
the CPI is not up to date with changing con- 
sumer tastes. For instance, it focuses on the 
smaller price rises of low-quality rice, while 
it should give a heavier weighting to better 
quality rice, which has risen faster in price. 

The index's weighted basket of goods is 
based on a 1981 survey of buying habits. Al- 
though the weighting of various goods 
shifted as prices and incomes have risen 
make-up of the index has not been flexible 
enough to show the rapid change in in- 
comes of the past 18 months. The CPI basket 
is to be updated soon in accordance with the 
results of a 1986 survey. But critics say the re- 
vised index is unlikely to reflect current con- 
sumer trends because in 1985-86 the econ- 
omy was bottoming out. 

Against accusations that the index re- 
flects only extremely low-income groups, 
Sthaporn says the base is the middle-income 
sector. He says the ministry has a low-in- 
come CPI which rose just 4% in the year to 
May because the prices of many heavily 
weighted basic commodities remained 
stable. In fact, prices of vegetables, small 
fish, and items like sugar and coconuts have 
fallen. Nevertheless, critics insist a further 
revision of the index is necessary — though 
that is unlikely. As one economist said: “Re- 
vising the CPI is like opening a Pandora's 
Box." Li 
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CHINA 


Towards recession 


hina's austerity p is be- 

ginning to bite as industrial growth 

slows, and investment and retail 

sales drop. Inflation, however, re- 
mains high. As all reforms designed to pro- 
mote productivity have been halted, ana- 
lysts expect the Chinese economy to mud- 
dle along, with low, stable growth accom- 
panied by all the distortions of a half-re- 
formed system. 

With former party general secretary 
Zhao Ziyang, known for his aggressive mar- 
ket-oriented economic policies, ousted after 
“Tiananmen Square turmoil, economic 

agement has passed to conservative 
pianners such as Premier Li Peng and polit- 
buro members Yao Yilin and Song Ping. 
They are bureaucrats trained to implement 
detailed economic plans rather than pro- 
mote market forces or introduce fundamen- 
tal changes. 

Although there has been no significant 
roll-back of reform so far, analysts expect 
modifications of policies long deemed radi- 
cal by conservatives. There may therefore be 
more state money and other resources chan- 
nelled to heavy industry, infrastructural in- 
vestment, central distribution and state fac- 
tories. Rural industries, private business 
and commodity markets — the economic 
manifestations of the "bourgeois liberalisa- 
tion" now under political attack — will be 
subject to official discrimination. 

After a decade of economic prosperity, 
the recession China is heading towards will 
be gradual, as there is still much wealth in 

` ate savings and factories with hefty re- 
d profits to invest. The economic crisis 
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is felt most acutely by the central govern- 
ment, which only enjoyed a small revenue 
increase in the boomtime, but faces a rapid 
drop in revenue as recession sets in. In the 
first quarter of this year, budget revenue 
grew by 4.9% (compared with a 6.6% in- 
crease in the comparable period in 1988) to 
Rmb 47.5 billion (US$12.8 billion). Expendi- 
ture, meanwhile, increased by 16.3% (up 
4.9% previously) to Rmb 41 billion. In a 
high- handed administrative move, the state 
issued Rmb 12 billion worth of treasury 
bonds to the public — the most convenient 
form of forced savings. 

The state sector, as expected, has been 
the worst affected by the slump. Accom- 
panying the lower growth rate of state in- 


Slower money growth 


Rmb billion 
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dustries have been rising production costs, 
serious stockpiling and declining producti- 
vity. In the first half of this year, gross indus- 
trial output overall grew by 8.8% to Rmb 
118.9 billion, compared with 17.2% for the 
same period last year. Growth of state, col- 
lective and village-level industries were 
6.1%, 16.6% and 22.8% respectively. Pre- 
vious growth had been at about twice these 
levels for each sector. 

With a tight monetary policy in operation 
for nearly a year, demand has finally 
slackened. Growth in retail sales eased to 
20.1% in the first five months of this year, in- 
dicating a contraction in inflation-adjusted 
terms. 

Heavy industry-oriented areas are the 
hardest hit, while the south and the coastal 
regions are the most resilient. Industrial out- 
put growth of Peking, Tianjin and Liaoning 
— the three slowest growing cities — was 
4.296, 4.8% and 4.4% respectively in the first 
five months, compared to the same period a 
year ago. The highest rates were in Fujian 
(19.4%), Shandong (18.8%), Guangdong 
(26.29 Jo) and Guizhou (20.995). 

Bank savings have stabilised, thanks to 
the introduction of index-linked interest 
rates. Total lending in the first quarter 
amounted to Rmb 1,052.96 billion, a 15.776 
increase over the same period a year ago. 
Money in circulation, however, grew by 
45.5%, around the same average rate of in- 
crease of the past few years. 

The retail price index was up 2776 in 
March on a year-on-year comparsion. Food 
prices have been relatively stable. 
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again that there is many a slip between 
| oe) cupandlip when it comes to liberalising 
the country's import markets, 
: Local distillers were badly hit in April by 
-<a change in the domestic liquor tax system 
. ; designed to end the penalties against im- 
.. ported Scotch and bourbon, They have re- 
sponded by developing “new spirits" — a 
product that is evidently designed to make 
the best of the tax changes by avoiding the 
technical specifications of whisky while 
looking and tasting as much as possible like 
the genuine product. 
. The industry's ploy has infuriated EC 
trade negotiators who thought they had 
"closed the file" on liquor tax problems with 
the April settlement. Now EC officials be- 
lieve they may to start all over again on the 
tax issue, instead of moving on to other mar- 
ket access issues such as liberalising the re- 
tail liquor licensing system. 
- The EC Japan liquor saga dates back to 
1987 when a Gatt panel, which had been 
convened at the request of the Europeans, 
ruled that Japan should levy a uniform, or 
almost uniform, rate of tax on all kinds of 
spirits, instead of charging high rates of tax 
on "special whisky (which includes im- 
rts) and far lower ones on domestic drinks 
like shochu (a vodka-like spirit, whose small- 
and medium-sized distillers form an impor- 
tant political lobby). 
. In negotiations following the Gatt ruling 
Japan pleaded successfully to be allowed to 
continue charging lower tax rates on shochu 
and on spirits such as gin and vodka. But the 
. Ministry of Finance did agree to end the old 
_ three-tier tax system on whisky. Under the 
. new system, the ministry taxes all kinds of 
- whisky at a uniform rate of ¥982 (US$6.97) a 
litre. 
< The result is that imported Scotch now 
.. costs ¥2-3,000 a bottle, instead of the ¥3- 
_ 4,000 before tax reform. Some of the cheaper 
_ Scotch brands, such as Cutty Sark, are now 
< available for less than standard Japanese 
_ brands of medium- to high-grade whisky, 
such as Suntory Old. 
_ Former "second grade" Japanese whis- 
ky, which accounted for 40% of the do- 
. mestic market before April, has been hard 
_ hit by the tax changes. Second-grade whis- 
= kies which used to cost 600-800 a 750 ml 
bottle are now priced at anything from 
Y 1,200 to ¥ 1,600 and are rapidly losing mar- 
ket share to higher-grade whiskies. The col- 
apse of the second-grade market (which fell 
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taste as much like whisky as possible while 
attracting the 3358 tax that is levied on 
spirits instead of the Y982 levied on genuine 
whisky. A 

The “new spirits" being launched by 
Suntory, Nikka and others contain a lower 
proportion of malt than the real thing (7.996 
against the minimum of 15% required for 
whisky under Finance Ministry guidelines) 
and are paler in colour. However, the pro- 
ducts that have so far been shown to 
wholesalers taste remarkably like whisky 
and are being marketed in ways which EC 
officials claim are designed to give the im- 
pression that the product has "something to 
do with Scotland," even though the label is 
not allowed to say so. 

In a handful of cases distillers have 
sought to give their new "new spirits" an 
extra touch of authenticity by actually hav- 
ing them made overseas. Toyo Jozo, a 





POLICIES 1 





from the second-grade whisky market after - 
1 April, is proudly marketing "Different 
Class," a product distilled in (of all places) 
Surrey, England. Takara Shuzo, one of the 
leading sake brewers, commissioned a Ken- 
tucky bourbon whisky distiller, Age Interna- 
tional, to come up with a product called 
"Kentucky Age," which the company mar- 


. kets as an “original Kentucky spirit.” 


Kentucky Age, which will cost ¥950 a 
750ml bottle when it is launched in August, 
is sold in identical bottles to bourbon im- 
ported from the same US maker and sports 
a barely distinguishable label. Company 
spokesmen, however, take care to avoid dis- 
cribing the product as a whisky substitute, 
for fear provoking a Finance Ministry 
crackdown. Takara Shuzo aims to sell about 
100,000 cases a year of "Age," less than a 
tenth as much as Suntory hopes to sell of its 
two soon-to-be-launched "new spirits" ~~~ 
ducts. | | 
Takara Shuzo and other distillers ciam 
that “new spirits’ will help to broaden 
Japan's liquor market and in the process - 
create new opportunities for everyone. 
Western liquor importers are not amused. 
According to one distributor of imported 
liquor, the only solution to the problem may 
be to return to the negotiating table and 
force Japan to introduce a standard tax rate 
on all types of distilled spirits. a 





New Zealand struggles to control cost of money 
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down to stimulate investment in New 
Zealand's sluggish economy. Just six 
months ago, fresh into the job, Caygill 
tried to talk rates down, but they have 
moved little. — mE 
Everybody agrees — or says they agree 
— interest rates are too high and that there is 
no compelling reason for them to remain 
that high. Five-year government stock, the 
indicator "long" rate in a country with very 
few longer-term bonds, averaged 13.1% in 
June, the same as in February. Indicator 90- 
day bank bills averaged 13.5%, slightly 
higher than in February. With inflation at 
4.4% for the year to June, these are very high 
realrates. — A2 
. Similar high real interest rates were ex- 
perienced in other countries that have gone 
through similar periods of disinflation and 
deregulatory reform as New Zealand. It 





takes time for inflationary expectation 
ease to match lower actual rates. In ^ 
Zealand's case, this process is being com- 


pounded by a rise from 10% to 12.5% in the 
goods and services (value added) tax on 


1 July which, coupled with other indirect 
tax changes, will add 1.8% to the inflation 
rate. | 
But impatience with the banks has been 
growing. Banks' base lending rate has stuck 
in the 15.5-16.5% range. In late June a coali- 
tion of farmers and manufacturers lobbies 
made very public joint visits to the main 
banks and the Reserve Bank (the central 
bank) to try to shame them into rate reduc- 
tions. 

The Reserve Bank assured the lobbyists it 
would be comfortable with lower rates. That 
was nothing more than it had been saying 
for some months, but National Bank of New 
Zealand chief executive Jim Mcaulay, who is 
also chairman of the Bankers' Association, 
read it as a major change of stance and on 
3 July dropped the base rate from 15.75% to 
15%. Farm mortgage rates were also low- 








»red, one percentage point to 15%. 

Wholesale rates fell too: five-year stock 
dropped to 13.07%, 90-day bills to 13.25% 
and overnight rates to 9%. But no other 
major bank dropped its rates. And when at 
the end of the week the Reserve Bank tight- 
ened cash and raised the minimum interest 
rate on its “float tender” — through which it 
lends to banks for overnight settlement — 
Mcaulay on 14 July reversed the base lend- 
ing rate decision, complaining that the Re- 
serve Bank had reversed itself. 

The Reserve Bank's move was part-tech- 
nical, to reduce the gap between the yield to 
the bank from the float tender and the cost to 
the bank of funding itself to a correspond- 
ing degree from Treasury bills. The bank 
deemed this “subsidy” had grown too large 
and, with large tax payments due on 7 July, 
raised the float minimum rate to 90% of the 
Treasury bill rate to ensure it was not paying 
t->- bigh a subsidy on a large settlement 


in addition, Reserve Bank governor Don 
Brash said that a fall in short-term rates 
^would increase inflationary expectations" 
which would push up long-term rates. A cut 
in the cost of long-term funds, indicating pri- 
vate sector belief that inflation is going to 
stay down, is the bank's aim. In the week 
beginning 10 July rates went back up: five- 
year stock to a high of 13.2%, 90-day rates to 
a high of 13.65% and call rates back above 


14%. Once again there ap- 
peared to have been a false 
dawn. 

But there are signs that 
rates will ease in time. A bill 
making the Reserve Bank 
more independent of gov- 
emment interference and 
charging it principally with 
maintaining price stability 
now has bipartisan support 
in parliament, helping con- 
vince business that inflation 
will fall. In its annual report 
on 13 July, the bank targeted 
0-2% inflation by 1992. The 
bank is also beginning to 
build a track record for con- 
sistency after some early mis- 
takes when interest rate and foreign ex- 
change controls were lifted in 1984-85. 

There is also a growing belief that the op- 
position National Party, which is now al- 
most universally expected to win the elec- 
tion due by October 1990, will substantially 
continue the present government's tight 
monetary and fiscal policies. One analyst 
told the REVIEW that in those circumstances a 
fall in rates could be expected by the end of 
this year. 

Meanwhile, as the US dollar has 
strengthened, offshore interest has faded in 
the bond market, which is in any case thin 





POLICIES 2 


EC’s cold comfort for Asian textile exporters 





sian textile producers are likely to find 
A little comfort in the new package of 


proposals for phasing out the Multi- 
Fibre Arrangement (MFA) being hammered 
out by the EC in Brussels. 

Although the EC is still the only textile- 
importing bloc to table detailed proposals on 
ending the 15-year-old MFA, it is insisting on 
a long winding down period. During this 
time most of the more discriminatory as- 
pects of the MFA look set to continue. It has 
also stressed that developing countries 
which want to free world textiles trade must 
open up their markets to European textiles 
and give up all claims to special market pro- 
tection measures allowed under the Gatt. 

The EC proposals will be presented in 
late July to the negotiating group which is 
discussing textiles as part of the Uruguay 
Round of Gatt trade liberalisation talks in 
Geneva. So far, only developing countries 
grouped in the Geneva-based textile and 
clothing bureau have presented similarly in- 
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depth demands for dismantling the MFA. 

EC negotiators recommend a "gradual 
and progressive" step-by-step phasing out 
of MFA regulations. The scheduled end of 
the arrangement in July 1991 should be fol- 
lowed by a "transitional period" during 
which member countries agree to eliminate 
restrictions in textiles trade and reinforce 
Gatt rules on such issues as safeguards and 
protection of intellectual property. 

But the duration of the interim period 
has not been set. The EC admits that "deter- 
mining a date for the end of the process lead- 
ing to the integration of textiles with Gatt, 
will be one of the most sensitive elements of 
the negotiations." Certainly, EC textile-pro- 
ducing states such as Portugal, Italy and 
Spain, which claim that the proposals for 
ending the MFA will endanger their domestic 
textile industries, are pushing for a long 
transition period. 

During the transitional period, instead of 
easing the restrictions demanded by textile 
exporters, the EC stresses that importing 
countries should be allowed to take "tempo- 
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Caygill: long ha 


— about NZ5$60-100 million 
(US$34.1-56.8 million) a 
day and often less, with 
few strong position-takers 
— and where there have 
been few new issues this 
year, dampening volatility. 
Domestic institutions, which 
sold equities to foreign 
buyers early in the year, 
are now returning to the 
equity market in anticipa- 
tion of an economic upturn. 
On the other side, private 
investors appear to be re- 
turning to the bond market. 
The government has also 
been inactive in recent 
months — which leaves the 
markets eagerly awaiting the state's funding 
intentions to be announced in the budget on 
27 July. 

With interest rates steady, the kiwi dollar 
has likewise stayed steady, trading in a band 
from 59-62 on the trade-weighted index 
(Twi), though nudging the lower end of that 
range in recent weeks in response to the 
strengthening of the US dollar. The Reserve 
Bank has said it does not want a big slide in 
the kiwi dollar, but did not change monetary 
settings during the recent softening. At 59 
on the TWI, the kiwi dollar was worth 57 US 
cents at close of trading on 18 July. w 


rary safeguard action” against textile export- 
ers who caused sudden market disrup- 
tion. 

If there is a surge in imports, the EC says 
it will first try to reach a mutually acceptable 
agreement with its textile suppliers. But if 
such consultations fail, unilateral import re- 
strictions should be authorised. Even more 
significantly, the EC proposal calls for the 
conclusion of “bilateral agreements” to 
“avoid the inconvenience caused by a too 
frequent utilisation of the safeguard clause." 

As expected, the EC underlines that 
existing Gatt rules must be "reinforced" be- 
fore the MFA is eliminated. It suggests a 
toughening of Gatt subsidies code, the for- 
mulation of rules to prevent violation of in- 
tellectual property rights and the conclusion 
of a "better" safeguard clause allowing a 
selective singling out of countries accused of 
causing injury to EC industries. 

Going a step further, the EC proposal 
calls on developing countries to take im- 
mediate steps to open their markets to Euro- 
pean and other textiles. Developing coun- 
tries are also being asked to forgo their right 
to protect national markets for reasons re- 
lated to balance-of-payment problems. The 
"infant industries" clause which allows ex- 
ceptions to free trade rules should be aban- 
doned for textiles. Such a provision is "in- 
compatible with the adult nature of the 
textile sector in all countries,” the EC 
claims. d 
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Burmo's struggle for democracy 
by Bertil Lintner 


In March of 1988, 14 months before the recent struggle for 
democracy in China, there began in Burma a nationwide move- 
ment for greater freedom, a better way of life and the removal of 
its oppressive marxist government. 











As with the more recent demonstrations in China, Burma*  » 
was begun by students and grew to include the general public: 
and as it did in China, the Burmese movement ended in 
bloodshed and slaughter of the people. 


In OUTRAGE, Bertil Lintner captures the very essence and 
spirit of the Burmese fight for democracy. As you read his de- 
tailed, chronological report of events as they occurred, you will 
share the exhilaration, anxiety and eventually the terror experi- 
enced by the Burmese people. 


Outrage is compelling reading for anyone with an interest in 
Asia and in the grassroots movement of Asians towards more 
democratic forms of government. 
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the armies of minority peoples in re- 
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Taipei s favourite toy 


of roly-poly doll that kids in that 

less materialistic age used to re- 
ceive as Lunar New Year presents. Now 
that they are grown-up, those same kids get 
to play with an even more resilient toy — the 
Taipei Stock Exchange (TSE). No matter how 
hard the government bashes the bourse, it 
seems to bounce back. 

Since mid-June, when it first broached 
the 10,000 mark, the TsE Weighted Index 
shed 30% of its value, only to regain nearly a 
th? -fits lost ground on improved volume. 
N bad rebound, considering the drum- 
beat or troubling news: first a major insider 
trading scandal (REVIEW, 29 June), then a 
flap about big-time rampers using dummy 
accounts (REVIEW, 6 July). 

Next, the Finance Ministry invited in for- 
eign brokerage houses to sell overseas 
stocks, which ought to siphon off funds 
from local issues (REVIEW, 6 July). Then, Pre- 
mier Lee Huan pronounced that newly 
passed Banking Law revisions will doom 
the "underground" investment companies 
that currently provide much of the market's 
liquidity (REVIEW, 20 July). 

Commendable as each of these measures 
may be in principle, their timing and style 
left many observers puzzled. A Chinese vice- 
president of a major US merchant bank 
wondered what was the point of all the fan- 
fare. After all, he pointed out, the two trad- 
ing scandals have sunk without a trace into 
the miasma of drawn-out court investiga- 
tic And now the government seems to be 
be — eddling on its decision to close down 
the underground houses. 

Well it might. Not only could more than 
a million investors lose nearly NT$140 billion 
(US$5.4 billion) in deposits, but an estimated 
2 million small-time stock players and an un- 
told number of real estate owners could also 
be affected. The biggest of the underground 
companies, Hung Yuan (or "Homey," as it 
is cozily called in English), announced a one- 
month freeze on deposits and publicly fret- 
ted about how to liquidate its alleged NT$30 
billion of stock holdings. 

Chou Hsien-feng, managing editor of a 
leading daily tip sheet, doubts that the com- 
pany actually has that much invested on the 
bourse. Rather it may be trying to bluff the 
government into a more conciliatory stance. 
Finance Minister Shirley Kuo, in a legislative 
hearing, publicly mooted the possibility of 
letting the biggest underground houses con- 
vert their current deposits into equity. 

Nevertheless, according to the merchant 
banker, stocks would go intoa tail-spin if the 


aiwanese who grew up in the 1960s 
| | | remember the Pu-tao Ong, a type 


27 JULY 1989 


underground houses' block holdings had to 
be liquidated in a hurry, or if some of their 
principals tried to skip the country. And so 
far, there is nothing on paper to prevent 
them from doing so. Hardly any of the un- 
derground houses even present financial 
statements. 

By making splashy announcements 
without adequate follow-through, the bank- 
er argues, Taiwan authorities only under- 
mine market confidence without even ac- 
complishing any meaningful reform. 

Shroff wonders, though, if the splash 
might not be the whole point of the exercise. 
Maybe the government is simply out to 
serve notice on errant market players, rather 
than to alter fundamentally the food chain of 
the TSE jungle. Rampers should be less flag- 
rant, brokers more internationally competi- 
tive in services, underground deposit-taking 
companies (DTC) less lavish in their prom- 
ised returns and more diversified in their 
asset deployment. 

Sending such signals at the cost of a few 
transient market setbacks is not necessarily a 
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bad thing. The bourse could stand to be 
taken down a peg or two, especially in light 
of the giddy price-earnings ratios (in excess 
of 100 as of June) notched up by the top 25% 
of the 170 listed stocks. The only danger is 
that punters and manipulators alike could 
come to discount the government's postur- 
ing, as suggested by the latest market re- 
bound. 


It would not be the first Pu-tao Ong that 
the Finance Ministry has confronted. Con- 
servative economists like to compare the ef- 
fectiveness of monetary (versus fiscal) infla- 
tion control measures with the difference be- 
tween pulling on a string versus pushing on 
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a string. But just a few months ago, the cen- 
tral bank found itself unexpectedly pushing 
on a soggy noodle after it unveiled a set of 
stringent credit-tightening measures that 
would have twanged the strings of any de- 
veloped economy right up to the snapping 
point. 

The reason, government savants pri- 
vately admit, is that the actual money sup- 
ply may be at least 30% bigger than official 
figures show, thanks to the burgeoning 
black economy. The underground DTC are 
among the prime culprits. 

The shadow money supply translates 
into shadow inflation, possibly running into 
double digits. 

The ramifications of nurturing an unre- 
gulated parallel banking sector were simply 
becoming too alarming to sustain, even if it 
meant alienating underground depositors 
and equity punters. The fact that the gov- 
ernment stood ready to take these steps in 
an election year is all the more indication of 
the seriousness of its economic plight. 

u Lincoln Kaye 


South Korea's securities houses are 
learning that money is no substitute for ex- 
perience. Allowed to invest US$30 million 
apiece offshore as a prelude to the 1992 
liberalisation of their own market, these 
well-capitalised new boys on the interna- 
tional block are apparently finding the learn- 
ing curve pretty steep. 

Used to building market share at home 
by subscribing to, and trading in, anything 
that moves, Seoul's brokers have developed 
a reputation for being rather, well, undis- 
cerning global investors. This has not es- 
caped the notice of bankers eager to sell sub- 
standard or risky paper. 

Several of the South Korean firms were 
lured into what appeared to be a blue-chip 
Japan Development Bank Euro-sterling 
issue only to see interest rates spike a few 
days later, leaving them sitting on several 
hundreds of thousands of US dollars in loss- 
es. Ditto for a series of dubious Japanese 
warrants the South Koreans were sold, hav- 
ing been promised a sure thing. 

Perhaps as a result of having won a repu- 
tation as prime "stuffees" in record time, the 
Seoul brokerages appear to be retreating 
into what they know best. Having only ven- 
tured abroad with a few million US dollars at 
a time in the first place, most are now said to 
be committing their funds to offshore South 
Korean instruments such as the Korea 
Fund, the Korea-Euro Fund and five 
offshore convertible bonds issued by local 
companies. = Jonathan Friedland 
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: Seoul securities firms face insider probe 





nan apparent effort to crack down on 
widespread malpractice, South Korea's 
Securities and Exchange Commission 
(SEC) on 13 July launched an insider-trading 
probe into the activities of five major listed 
securities firms. | 
The firms under investigation — 
Daewoo Securities, Daishin Securities, 
Dongsuh Securities, Lucky Securities and 
Dong Nam Securities — allegedly sold sub- 
stantial quantities of their own stock to 
major shareholders before 31 March, the 
end of the 1989 fiscal year, having confiden- 
tially decided to pay out high dividends at 
the time of their May annual general meet- 
ings. 
| uncus of the attractive dividend pay- 
outs were purportedly floated in April at 
which time the major shareholders allegedly 
. Sold their shares back to the brokerages in a 
. rising market. The brokerages, in turn, 
showed a loss on their trading accounts. 
. According to local news reports, major 
- shareholders of Daishin locked in gains 
through the re-sale of some 500,000 shares 
. While key Daewoo investors allegedly did 
the same on the sale of 100,000 shares. No 
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information has been disclosed. on allege: 
tions against the other three firms though 
they are understood to be Similar in 
nature. 

The SEC was first notified: of the suspi- 
cious crossings in March by the Korea Stock 
Exchange (KSE), according to Kim Seon 
Joong, an official of the Securities Supervis- 
ory Board. Officials of the brokerage houses 
in question have downplayed the allega- 
tions, arguing that heavy trading in their 
own shares before the close of the fiscal year 
was aimed at boosting their volume rank- 
ings and brightening up. their balance 
sheets. 

To avoid formal A he accused 
firms will have to marshal evidence to con- 
vince government lawyers that there was 
nothing illegal about the initial purchases or 
the buy-backs. Under South Korea's insider 
trading laws, which went into effect on 1 
January 1988, the burden of proof lies with 
the accused. 

The firms, many of which are directly 
associated. with. South. Korea's powerful 
big business groups, are likely to apply 
their considerable political clout to diminish- 
ing the SEC's zeal. This task will be made 
easier by SEC staffing constraints. Accord- 








Tokyo np battles for conti ol oft three retailers 
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he PEE restructuring of 
r Japan's retail industry has taken a 


surprising turn — a share battle for 
control of three medium-sized supermarket 
chains. Shuwa Corp., an aggressive pri- 
vately owned real-estate developer, has 
been building stakes in the three firms since 
the beginning of 1988. Shuwa has now 
taken two of the companies to court in an ef- 
fort to block a share swap between them that 


ES . would dilute its stakes. 


The two companies involved in the swap 


— are Chujitsuya and Inageya, in which 
. Shuwa owns 33.34% and 14.18% respec- 








. tively. The other supermarket chain is 
. Nagasakiya, 1596 of whose shares are in the 
. hands of Shuwa. Annual turnover of the 






. three companies ranges from ¥124 billion. 


(US$880 0.7 million) to ¥336 billion. The com- 
bined. market value of the stocks held by 
Shuwa is about ¥235 billion. — 

On the day that the two companies an- 





nounced the share exchange, Shuwa raised 
its stake in Chujitsuya above the one-third 
level, which should give the: property firm 


the power of veto on such a transaction. 
Shigeru Kobayashi, the founder-owner of 
Shuwa, has now taken the two to the Tokyo 
district court on the grounds that the stock 
swap would damage the interests of other 
shareholders. 

The Ministry of Finance (MOF) appears to 
agree. because it took the highly unusual 
step of warning Nomura Securities, the 





` broker for the deal, that the price of the new 


shares was unreasonably low. It.has been 
holding a series of hearings on the matter 
and is expected to make known its ts findings 
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ing to the Hankook Ilbo newspaper, the 


SEC has only 40 inspectors monitoring 
700 listed companies. Only 10 inspectors 
have been assigned to the case of the five 
brokerages. 

‘Nonetheless, the announcement of the 
investigation does appear to signal the Rok 
Tae Woo governments intention tc 
crackdown on the KSE's rough and tumble 
trading atmosphere before opening the mar 
ket to direct foreign investment in 1992. 
South Korean authorities have continuously 
stated their desire to establish a fair and 
orderly equities market that meets the 
standards of global institutional investors. 

To date, there has been only one other in- 
sider trading case pursued by South Korean 
authorities. In November 1988, Kim Song 
Gi, chairman of Kwangdok Trading Co., 
was detained and charged with embezzle- 
ment when investors accused him of poc 
keting "several hundred million wor” ‘~ il- 
legal profits by inflatinghiscompany we 
price by falsely claiming that he wouia in- 
crease Kwangdok's paid-in capital. — 

In the end, Kim received only a sus- 
pended sentence on the lesser charge of 
using his own company's funds to support 
Kwangdok's share value. 

According to article 188 of the Securities 
Transaction Law, those convicted of using 
confidential corporate information to mani- 
pulate share prices are subject to maximum 
imprisonment of three years, or a maximum 
fine of Won 20 million (US$301,659). In addi- 
tion, guilty traders may be required to repay 
profits they reaped from their illegal ac- 
tivities. " 


on 24 July. The swap would value Inageya's 
new shares at Y1,580 and Chujitsuya's at 
Y 1,120, discounts of 62% and 78% to their 
market prices around the time of the an- 
nouncement on 10 July. Nomura V' rs 
tein Perella, a joint venture of the brc nd 
a US mergers specialist, has been hired to 
help the two retailers fend off Shuwa. 
Analysts say that one possible motive for 
the public comment by MoF is to forestall any 
foreign criticism that Japanese share prices 
are kept artificially high. To suggest that the 
price of the new shares, approved by No- 
mura, is fair implies that the current market 
value of the two companies' stock is vastly 
inflated. And if that is so, what are the impli- 
cations for the rest of the stockmarket? 
Shuwa's Kobayashi bought many of his 
shares in the retail firms in 1987, when their 
prices were low (between a half and a third 
of their current levels). It is a moot point 
whether Kobayashi had a clearly thought- 
out strategy to merge the three supermarket 
chains. Shuwa also has a 4.7% stake in Life 
Stores, whose chairman and president is. 
Nobutsugu Shimizu, an old friend of 
Kobayashi's. Shimizu has stated publicly 
that growing competition from the bigger 
chains would force the smaller ind like. 





^is, to join together to survive. The idea of a 
merger was suggested at a reported meeting 
»f Life Stores, Chujitsuya and Inageya last 
autumn, but the latter two rejected it. 

This is the first time Shuwa is known to 
1ave accumulated a lot of shares in Japanese 
'ompanies since 1982, when it bought a 23% 
stake in Tokyo Nissan Auto Sales, which it 
ater sold to Nissan Motor. In recent years, 
Kobayashi has made a name for himself in 
the US property market where he has be- 
zome one of the largest Japanese investors. 
orowing US resentment against purchases 
»f real estate by Japan and the stronger US 
lollar might have caused Shuwa to turn its 
ittention back home. 

Although Kobayashi may have little ex- 
perience of retailing, he knows a thing or 
wo about land and that is half the battle for 


a supermarket chain. Under current regula- 
tions, it takes five to seven years to develop 
large retail stores in Japan, so it is important 
to choose the right site in the first place. The 
trend towards bigger shops puts a premium 
on real-estate management, too. A report 
last June by an advisory committee to the 
Ministry of International Trade and Industry 
recommended significant revisions to the 
Large-Scale Retail Law to speed up the 
opening of new, big stores. 

If this proposal is adopted, and Japan is 
under strong international pressure to 
rationalise its labyrinthine distribution net- 
work, this could accelerate the pace of re- 
structuring in the industry. Many analysts 
predict that this process will involve large re- 
tailers taking equity stakes in smaller ones. 
Weak firms will be slowly swallowed by the 
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Vepal lifts spending on defence and development 


Borderline budget 





By Kedar Man Singh in Kathmandu 
T he Nepalese Government, locked in 





a bitter trade battle with its southern 
neighbour India since March, has an- 
nounced a big increase in defence spending. 
In his 10 July budget speech, Finance 
Minister Bharat Bahadur Pradhan revealed 
that out of total recurring expenditure of Rs 
6.6 billion (US$275 million), some Rs 1.8 bil- 
lion will be spent on national security — an 
increase of 16% on the previous fiscal year. 

Total estimated expenditure in fiscal 
1989-90 (beginning 16 July) has been in- 
o — 1 by 32.6% to Rs 20.24 billion, of 
w some Rs 13.59 billion has been ear- 
marked for development spending. The 
main priorities will be transport, which has 
deen allocated Rs 2.66 billion, followed by 
education Rs 1.73 billion, and agriculture Rs 
1.38 billion. 

Once again the budget is heavily depen- 
dent on foreign aid and loans. In his speech 
to parliament, Pradhan expressed confi- 
dence that Nepal would be able to raise al- 
most half of its planned expenditure from 
bilateral and multilateral aid sources. He 
said that existing grants and loans plus tax 
revenues should provide some Rs 8.5 billion 
and aid commitments by several countries a 
further Rs 2.2 billion, leaving a deficit of Rs 
7.5 billion. 

But Pradhan added that over the coming 
year he was confident Nepal could raise an 
additional Rs 7.76 billion from its main for- 
2ign donors, such as Japan, West Germany, 
3ritain and the US. Kathmandu would en- 
leavour to finance the remaining deficit of 
Rs 1.75 billion from the sale of Treasury and 
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development bonds carrying a tax-free in- 
terest rate of 13%. 

Despite the severe problems caused by 
India's economic squeeze, Pradhan said the 
country had recovered quickly from the 
shattering effects of last year's earthquake. 
In the first eight months of fiscal 1988-98, in- 
flation dipped to an annual rate of 8% from 
10% in the 1987-88 fiscal year, exports in- 
creased by 24% to Rs 3.17 billion, and, de- 
spite a rise in imports, the balance of pay- 
ments recorded a surplus of Rs 1.3 million, 
raising foreign-exchange reserves to Rs 8.8 
billion, the equivalent of seven months' im- 

rts. 

Nevertheless, New  Delhi's decision 
to end transit and trade treaties with 
Kathmandu has delivered a sharp jolt to the 


strong. Daiei, the biggest chain in terms of 
turnover, recently expanded its stake in two 
affiliates, Uneed and Jujiya. 

The question is whether Shuwa's raids 
on three retail firms create a precedent for 
the big names to follow suit. Daiei and Ito- 
Yokado are probably the only two retailers 
with enough financial backing to try their 
hands at aggressive corporate acquisitions, 
say analysts. 

Much will depend on the views of gov- 
ernment officials. They are far more likely to 
want to see the restructuring take place 
under the guise of a relaxation of the retail- 
ing laws, says Weeks Ringle, an analyst at 
W. I. Carr. If MoF were to side with Shuwa, 
"this would give carte blanche to others to 
chase retailers," she argues. But hostile take- 
overs are still beyond the pale in Japan. m 


economy. According to Finance Ministry 
sources the country has lost some Rs 3-3.5 
billion in export revenues since March. The 
garment industry, the country's top export 
earner, has been among the hardest hit. 

Parliamentary critics of Prime Minister 
Marich Man Singh Shrestha's government 
condemned the budget. They said it bene- 
fited the wealthy, offered little help to the 
rural poor, and failed to put forward plans 
for the creation of much-needed employ- 
ment. 

Despite the strong criticism, parliament 
passed the Accounts Bill 1989 on 15 July, giv- 
ing the Shrestha government the mandate 
to begin drawing the necessary advances 
from the Treasury. But some of the worst 
fears of the opposition were proved right a 
day later when the government increased 
petrol and petroleum product prices by 20- 
50% in a bid to boost revenues. The 94% of 
the Nepal's population that lives in rural 
areas will be hardest hit by the move. 

Analysts said the petrol price rise plus 
others in the pipeline, the result of India's 
blockade, could force the inflation rate up to 
12% for 1988-89 fiscal year as a whole. i 


| 
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Trucks lined-up at Indian border: surviving the squeeze. 
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Nomura buys stake in leading Spanish bank 


A gain in Spain 


By Anthony Rowley in London 


he decision by Japan’s Nomura 

group to buy into Banco de Santan- 

der, one of Spain’s leading commer- 
cial banks, and into its merchant-banking 
subsidiary Banco Santander de Negocios 
signals a change of strategy by Nomura. 
Other Japanese securities houses are likely 
to follow suit as the 1992 deadline for the 
EC's single market in financial services ap- 
proaches. 

Until recently, Japan's Big Four securities 
houses stressed their intention to expand or- 
ganically, both in London where they have 
long been established and in New York, 
rather than grow through acquisition of local 
institutions in these markets. This policy has 
already changed in New York and the No- 
mura move in Spain endorses a change of 
emphasis in Europe too. 

Given the closeness of 1992, there was 
not enough time to take the long route to 
getting established in Europe, Nomura In- 
ternational's deputy president in London, 
John Howland-Jackson, told the REVIEW. 
Nomura will take the joint-venture route in- 
stead. 

The Banco de Santander deal gives a 
clear insight into the two-fold objective of 
Japan's securities houses as they prepare to 
tackle a European market which will allow 
cross-border access to financial markets 
serving some 320 million people. 

Nomura has agreed to pay 13 billion 
(US$92 million) for a nominal stake of 1.5% 
in the Banco de Santander. The high cost is 
because Spanish banks are currently highly 
capitalised in stockmarket terms and the 
purchase is, in effect, the price to be paid for 
obtaining a stake of 10% in Negocios — the 
"jewel in Banco de Santander's crown," as 
Howland-Jackson put it. 

Negocios is said to be the best established 
domestic investment bank in Spain with ac- 
cess to an impressive list of corporate, in- 
stitutional and individual clients. The San- 
tander group as a whole has possibly the 
best Europe-wide connections of any 
Spanish bank. 

Nomura will have representation on the 
board of Negocios and will second staff to it. 
This highlights the active role Nomura in- 
tends to play in Negocios even with a re- 
stricted equity stake. Spanish law forbids 
any foreign institution to own more than 
15% of a local bank. 

One immediate advantage of the link 
with Negocios is that it will give Nomura the 
ability to identify companies which might be 
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suitable for acquisition by Japanese groups 
anxious to expand in Europe as 1992 ap- 
proaches. 

But there are more direct benefits to be 
had. For one thing, Japan's Big Four make a 
major business of selling Japanese equities 
to European clients and Banco de Santan- 
der's national network of 1,600 branches in 
Spain help in this. 

More important, over the longer term, is 
the potential for developing what Nomura 
likes to call specialised European financial 
products for Japanese investors. Corporate 
and institutional investors, as well as indi- 
viduals, in Japan have a huge appetite for fi- 
nancial securities, reflecting the size of 
Japan's current-account surplus. 

Nomura and others take the view that 
these surpluses are likely to persist for a dec- 
ade atleast — and that they have to find suit- 
able outlets for absorbing them. Up to now, 
US Treasury bills have been the most po- 
pular vehicle (outside of the Tokyo stock- 
market) for Japanese investment, though 
dealing in them has proved a singularly un- 
profitable activity for Japanese securities 
houses in New York and elsewhere 
(REVIEW, 1 June). 

Another major outlet has been 
Eurobonds, convertible bonds and equity- 
warrant bonds issued mainly on behalf of Ja- 
panese corporations and floated in the Lon- 
don-based Euromarkets by Japanese sec- 
urities houses. But the Big Four are worried 
over the vulnerability of this market to any 
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Madrid Stock Exchange: back door. 
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slackening of activity by Japanese issu- 
ers, 
The key to the future is seen to be Euro- 
equities — those issued in the currency of 
the issuer but in an overseas centre — and 
the issue of various fixed-interest instru- 
ments by European companies. These 
would be readily absorbed by Japanese in- 
vestors. 

First though, Nomura and others have to 
encourage the issue of this type of paper and 
to obtain such securities on favourable terms 
by participating in underwriting syndicates. 
Once this is done, Nomura has huge placing 
power among Japanese clients. 

Again, the Banco de Santander deal fits 
the bill nicely on this score. At present San- 
tander is not a member of the Madrid Stock 
Exchange, which permits only individual 
membership. With Spain's big bang due to 
happen shortly, however, corporate owner- 
ship of stockbroking firms will be pe—-*ed 
up to a limit of 30%, rising to 100% t 2. 
Santander will acquire such a stake. 

This means that Nomura, via Santander, 
will also have access to Spanish clients to 
whom it can sell Japanese, or Spanish, sec- 
urities and equally important, from whom it 
can obtain lines of stock in order to meet the 
requirements of overseas clients in Japan 
and elsewhere. The recent relaxation of 
Spanish exchange controls helps in this re- 
spect. 
Like the other major Japanese securities 
houses, Nomura already has extensive op- 
erations in London, where Nomura Bank 
International is also headquartered. The 
Santander deal is thus not a backdoor means 
of acquiring a European Single Banking Li- 
cence for Nomura. 

Nomura announced earlier this year that 
it would buy 5% of West German fund- 
management group Matuschka, having last 
year bought 10% of French stockbroker 
Francois-Dufour Kervern. It is also — uy 
14% of Compagnie d'Investissem — *s- 
torg, a French investment group. Again 
these purchases signal a departure from or- 
ganic growth for Nomura in Europe. 

The Santander deal is being done by 
London-based Nomural International on 
behalf of the Nomura group as a whole. 
Banco de Santander owns a stake of just 
under 10% in the Royal Bank of Scotland for 
which both the Hongkong and Shanghai 
Banking Corp. and Standard Chartered 
Bank made abortive bids several years ago. 
Royal Bank also has 2.5% of Santander. 

A quirk of Negocios’ recent history 
means that Nomura will for the time being 
have to hold its stake in the investment bank 
through convertible bonds rather than in the 
shape of direct equity. Negocios was part of 
the former Rumasa group, nationalised by 
the Spanish Government after it got into 
trouble in 1984 and subsequently sold off 
piece by piece. Banco de Santander d 
Negocios and is legally bound to hold 100% 
of it until 1996. = 
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Giant petrochemical plant 
gets go ahead in Indonesia 


> After a six-year delay, Indonesia has 
given the green light to a US$1.5 billion 
petrochemical venture in Cilacap, Central 
Java. The plant, scheduled for completion 
in 1993, will be 60% owned by Shell 
Petrochemical, 15% by state oil company 
Pertamina, 10% each by Japanese firms C. 
Itoh and Mitsubishi and the remaining 576 
by Indonesian conglomerate Bimantara 
Citra. The project has been plagued in the 
past by financial problems and difficulties in 
securing raw materials. A government 
official said the plant would replace US$650 
million in annual petrochemical imports 
and would generate US$150 million in 
export earnings. 


Freeport to expand 

mining in Indonesia 

> Freeport Indonesia will expand its 
copper mining operations in Indonesia's 
eastern-most province of Irian Jaya with a 
US$511 million investment, according to 
company president Usman Pamuntjak. The 
company, a subsidiary of US-based 
Freeport-McMoran, plans to double 
production of copper concentrate from its 
1988 level of just under 300,000 tonnes by 
1993. Freeport exports the bulk of its 
concentrate, which also includes gold and 
silver, to Japan. 


Australian trade deficit 
balloons to twice forecast 


> Australian trade figures for June showed 
a deficit of A$1.63 billion (US$1.23 billion), 
sw athe 1988-89 financial year (ending 
30 ) total deficit to A$17.74 billion. This 
compared with the previous year's A$12.33 
billion and was, embarrassingly, almost 
double the forecast A$9.5 billion contained 
in the August 1988 budget. The figures 
show no signs of Treasurer Paul Keating's 
hoped for slowing of import demand or 
improved export performance. 


Seoul allows foreigners 
to trade in local stocks 


> Foreign investors will be allowed to 
participate directly in Seoul's equity market 
for the first time from 1 August. They will 
then be allowed to exchange the five 
convertible bonds issued by South Korean 
companies into stock. Approval for the 
swaps, which came three years earlier than 
expected, was given on 14 July by South 
Korea's Securities and Exchange 
Commission. While foreign bond holders 
re now able to switch to local stocks, it is 

unlikely they will rush to do so. Most of the 
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bonds are trading on the Euromarkets at a 
premium to the value of issuers' South 
Korean-listed shares. The issuers of 
convertible bonds are Samsung Electronics, 
Daewoo Heavy Industries, Goldstar, 
Yukong and Saehan Media. 


Malaysia and Singapore 
plan second causeway link 


> A second causeway linking Malaysia's 
Johor state and Singapore costing M$1.5 
billion (US$558.7 million) would be built 
within the next five years, the Malaysian 
Government has announced. The 
causeway, which will link Gelang Patah in 
Johor and Jurong in Singapore, will be 
jointly financed by the federal government 
of Malaysia, the Johor state government 
and the Singapore Government. 


Comparative growth rates (96) 


. 





Japan Asean. Asia NICs 
Source: James Capel & Co. 


Share buy-backs unlikely 
soon for Hongkong companies 


> Hongkong public companies should not 
be allowed to buy back their shares, the 
standing committee on company law 
reform has said in its report released on 14 
July. The committee's fifth annual report to 
government said that various market- 
control legislation, such as those governing 
disclosure of interests and insider trading, 
should be in place before buy-backs were 
permitted. Legislation on disclosure of 
interests is expected to come into effect later 
this year. Although the report is 
sympathetic to relaxing share buy-backs by 
Hongkong-listed companies, it does not 
give any firm view on the merits of 
buy-backs. Buy-backs can enable a 
company to boost share prices. 


Hainan freeport wins the 
backing of China's chiefs 

> The development of the controversial 
Yangpu freeport in China's Hainan 
province has won the backing of the 
communist party leadership. Hainan's 
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party boss Xu Shijie told the official China 
News Service that party chief Jiang Zemin 
and Premier Li Peng have expressed their 
full support for the project. Yangpu, the 
island's deep sea port, is to be developed 
by a consortium headed by Japanese 
building giant Kumagai Gumi. Preliminary 
plans provided for 30 knv to be leased 

for 70 years to the consortium which 
would run a Western-style free-enterprise 
zone. 


Thai cabinet agrees to let 
foreigners own condos 

> The Thai cabinet accepted a proposal to 
allow foreigners to buy 40% by floor space 
of condominium buildings in Thailand. The 
construction industry hopes this will lessen 
the imminent threat of a residential 
condominium glut. However, the Thai 
Juridical Council must first approve the 
move and then parliament pass a 

law. As parliament adjourns in late 

July, the bill could be put off until early 
1990. 


Charges dismissed against 
prominent Thai businessman 


> The Thai criminal court dismissed share 
manipulation charges against Seri 
Sapcharoen, whose now-defunct Raja 
Finance sparked the 1979 crash at the 
Securities Exchange of Thailand. The court 
ruled that the government failed to produce 
adequate evidence that Seri bought and 
sold his own company's shares, driving up 
the price in a year from Baht 100 (US$3.89) 
to Baht 2,470. The court also said that the 
collapse of Raja, a major margin lender and 
market investor, was not due to its own 
insolvency but to negative press reports 
which fuelled a run by depositors. The 
government is expected to appeal. Seri still 
faces two charges of tax evasion and 
violating the companies act. 


EC slaps new duties 

on Japanese imports 

»> The EC has announced tough anti- 
dumping duties on Japanese (and South 
Korean) compact disc (CD) players and new 
local-content rules aimed at Japan's 
US-made photocopier exports to the EC. 
The duties ranged from 6.4-33.975. EC 
officials said Japanese and South Korean 
firms had "held back the development" of 
the European CD industry and provoked 
"an important price depression." It had 
also earlier opened an anti-dumping 
investigation into video cassette recorders 
made in Britain by the Japanese firm Orion. 
The EC says Orion's plant is a “screwdriver” 
assembly operation. 


75 


BUSINESS 


AFFAIRS 


TA ELO OQ EGOAALL A ADM I V. OA snl 
TRENDS 


PRICES 


AND 


Bond yields (%) 





Last sale to 17 July Latest Previous week — 3months ago Year ago Average of representative high-grade issues 
Gold London (2) 372.25 382.15 385 25 436.25 17 July Latest 1 month ago 6 months ago 
Copper New York (3) US$ 
Current delivery (July) 105 10 103.30 144 50 95 60) Domestic 3-5 yearst 7.98 8:56 914 
Sepl. delivery 105.10 7-10 yéarst B11 848 912 
international 3-5 yearst 795 8.66 931 
Aluminium London (7) - 
Current detivery (July) 1,668.00 179750 2.16500 2 41680 Lasi NN a: aas 
Tin Kuala Lumpur (1) — 25.20 26.34 29.18 18.78 Yan = 
estic 3 yearst 4 52 406 
Roten » New York (3) 10 yearst 5.15 5.38 499 
ivery (July) 74:35 72:10 6449 577 MEN — $5 99 aae n oo 
Sept. delivery 13:06 7-10 yearst 5.12 5.35 477 
Rubber Kuala Lumpur (8) 
Current delivery (Aug) 252 50 258.00 303.00 338 00 Dm 
Oct. delivery 253.50 Domestic 3-5 years" na. ha. na. 
Jute Dhaka (11) 370.00 37000 370.00 310.00 — M e n ne 
Palm Oil Kuata Lumpur (4) 7-10 yearst 672 6 81 658 
Current delivery (Aug) 745.00 817.00 929 00 1.18300 
Oct. delivery 747 00 AS - Um 
Domestic 3 yearst 14. 1 na 
Sugar New York (3) 10 yearst 13.43 1367 T 
Current detivery (Oct) 1412 12:20 11:95 1523 International 3-5 yearst 1470 1534 14.20 
Jan. delivery 12.80 7-10 yearst TAR 1450 1; 
Pepper Singapore (9) 
Sarawak Asta bik 100% 40750 460.00 560.00 657.50 cs — T = 
r estic years" 10 
Wheat — Chicago (5) — m — "UE 10 years 335 9.30 10.85 
es ivery (July) 295.40 - s - International 3-5 yearst 965 998 10:50 
Sept: delivery : 7-10 yearst 955 974 10.40 
Maize Chicago (6) 
Current delivery (July) 259.60 27400 270.60 333 40 £ 
Sept delivery 252.20 Domestic 3 yearst ha fa na 
10 yearst na na na. 
Rice Bangkok (7) i 
5% While Iob 37000 370.00 286,00 310.00 are re T 1046 
Soyabeans Chicago (5) 
Current delivery (July) 703.40 766.40 733.00 994 40 
Aug. delivery 690.20 Domestic 3-5 yearst 13.18 1347 1404 
7-10 yearst 13.01 1309 1245 
Coo New York (7) international 3 years" 1322 13.19 14.10 
Sept. delivery 1,285.00 
Coffee New York (3) SFr 
Current delivery (July) 87 88 88 50 138 85 13500 3-5yearst 543 556 490 
Sept. delivery 88.83 1-10 yearst 540 540 500 
ea foto 18:35 1840 1825 490 Seu 
lig ' 14, - 4 32 7 
Brent tondon (10) 1825 1770 2000 1525 TE eed v "yy ie 
(1) M$akg (2)US$anoz (3)UStaD (4) MS atone (5) USE a 60 Ib bushel (6) US¢ a 56 Ib bushel UA eme vo 


(7)US$alonne. (8)PSS1,Me¢akg (9)5$a100kg (10)US$abarel (11) BWD, Chittagong/Mongla, US$ a tonne 
Source: Teterate, Intemational Jute Organisation 


Economic indicators, selected Asian countries 





Australia China Hongkong India Indonesia Japan Malaysia 
Economic Growth % (real) (1) 
1988 122 75 3 3.8 5.75 87 
1989 24-35 5:5 4-6 9(13) 3-5 45 65-75 
International Reserves (5) 
Latest US$13.00b (Apr.) US$18.64b (Mar.) na US$4 54b (Apr ) US$4 71b (Jan.) US$99 41b (Apr ) US$5 99b (Mar ) 
Year eatlier US$10.50b US$18.15b n.a. US$6.20b US$5.09b US$86.16b US$7 01b 
Trade Balance (total merchandise) 
Latest 3 months -US$1.04b (Jan.-Mar.) —US$389b(Agr-June) —US$1.36b(Mar-Mayj —US$1.39b(Nov.-Jan) --US$2.87b (9) (Nov.-Jan.) -- US$21.26b (6) (Feb.-Apr.) 3- USSO.48b(4) (July-Sept.) 
Previous 3 months —US$1 01b —US$1.89b —5$0 33b —US$1 62b 4-US$2.68b -US$19 44b *-US$0.61b 
Year earlier * US$0.31b - US$0.57b —US$1.130 —US$1.37b +US$2.67b +US$19.44b +US$0.57b 
Exports (7) 
Latest 3 months US$8.52b US$12.59b US$17.23b US$3.46b US$5.24b (9) US$72.080 (5) US$4.730(4) 
% change previous 3 months -33 4-302 +40 +42 +77 +6.0 +114 
% change year earlier -31 +40 +243 +174 +65 +104 +30.6 
Imports (8) 
Latest 3 months US$9.56b US$16.48b US$18.59b US$4.850 US$2.37b (9) US$50 B2b(5) US$4.250(4) 
% change previous 3 months —22 +426 +40.0 -19 +84 +46 +157 
% change year earlier +133 +301 +240 +125 +53 +109 +379 
Consumer Prices 
Base JulyB0-June8B1— 100 Jan. 1988 = 100 Oct'84-Sept. 85 —100(2) . 1960 =100 Apr.77-Mar.78= 100 1985=100 1980= 100 
Latest 3 months index average 186.2 (Oct -Dec.) 127 4(12) (Jan.) 127 0 (Mar.-May) 819.67 (Nov.-Jan.) 328 0 (Mar -May) 102.3 (Feb.- Apr.) 130.9 (July-Sept ) 
% change previous 3 months +38 na. +28 +15 +25 +04 +14 
% change year ealier +77 427 4 +99 +88 +83 +15 +32 
Money Supply (3) 
Latest A$156 B4b ( 10)(Apr.) Rmb 955 96b (Oct. -Dec.) HK$373 93b (May) Rs 1.95t( 10) (Apr.) Ros 42 00t (Dec. ) 423 B4t (Mar ) M$58 18b (Sept ) 
% change previous month +15 na. *0.7 +28 +17 +01 +03 
% change year earlier +243 +20:14 +148 * 18.8 +240 +103 +51 


(1) Official and other estimates of GOP (GNP in Japan) (2) Consumet Price Index A. (3) M2 or currency plus bank deposits (4) Peninsular Malaysia only (5) IMF definition of reserves minus gold except for Singapore 16) Customs tk 
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17 July US$1 Worth Banknoterate*  Officialrate — Spotratet Previous weekt 3monthsagot Yearagof Five Year Currency 
Australia dollar 1.3158 1325 1.322 1.304 1.231 1.261 
Bangladesh taka 28.95 32.30 na na na na 
Britain pound 0.6227 0.623 0.624 0.616 0.585 0.602 
Brunei dollar 19615 1:96 na na na na 
Burma kyal 20,50 6.70 fa. na n.a. 14.663 
Canada dotlar 1:191 1:19 1.1918 119725 1-185 1212 
France franc 650 6.48 6.4945 6.397 6.2905 6.362 
Hongkong dollar 7.8045 780 7.8053 7799 7.7805 7817 
India rupee 18 70 16 40 1645 16.33 15.737 14117 
Indonesia tüpiah 1,720.00 1,770,00 1775.00 1,772.00 1,755.00 1.69300 
Japan yen 142.35 140.80 141 70 139 275 131.925 135.33 
Macau pataca 8.04 8.05 (Là. fa ha ha 
Mataysia doltar 2 688 ? 685 ? 6885 2 6885 27233 2 638 
Nepal rupee 25.00 24.00 ha ha na n.à. 
New Zeatand dollar 17 176 1769 1 D 16326 T 
Pakistan rupee 20.80 21.10 21.0289 21 19.8801 1 ESE CSS ESSA aT S EERYUDOAAS 
Papua N.G Kina 0845 087 0.869 0.867 na na 1985 1906 —— 1987 1988 1989 - 
Philippines peso 21.83 21.90 21.90 21.895 2150 21.038 (end year) 
Singapore dollar 1.9615 1.96 1,9605 1.9606 1.9485 2.055 
South Korea won 660.00 665 00 667 60 666 90 666.90 726.00 
Sri Lanka rupee 32.00 3470 3455 34.4036 24015 31.817 Monthly/Weekly Summary 
Switzerland franc 16572 1.653 1.655 1614 1.639 1.567 
Taiwan NT dollar 25.95 25.00 25.865 25.75 27.12 28.63 200- 
d baht 25 82 25.70 25.83 25.75 25.50 25.595 
Mmany — mark 1917 1.91 1.9135 1.869 1.85875 1.888 180- a meee 
unistcountries: ChmaUS$—Rmb 3722 HK$—Rmb0476 Soviet Union USS—=Rouble 06426. Laos US$ Kip 571 00 i60- 
Vietnam US$ = Dong 3,800.00 . Cambodia US$ = Riel 150.00 
Other: SOR} --US$1.26395- ECUT-- US$1.0886 S$1-M$1 3725 £1-HK$12.5585 e e T T ne- 
3 months forward: Japan ** 141.7725. Hongkong HK$7.7785_ Singapore S$1.9063 120 as a 
tMiddle rate." Selling rate Source: Telerate for spot and forward rates from Asian money markels, Republic National Bank of New York and 100- New Zealand s Korea 


Hongkong Bank for banknote setting rates on the Hongkong market and Deak International Ltd for official rates 


interest rates (°c) 


Prime 1-yeartreasury Interbank Interbank Interbank —  Eurocurrency and Asian currency 
17 July — lending bills/bondst 1 montht 3monthst Gmonthst — unit deposit ratest 





(weekly values) 1989 







Australia — 19.75 - V. 73438. — 17.75 17.625 1 3 6 12 

Britain 14.00 11875 138125 135625 month months months months 

m oe — an a — 5 —U T S — Y 

indonesia aa = 18.50 ; wre | Five Year Currency 
Japan ee : 33105 - 546875 — $50 Sterling 13875 1375 135605 13375 

Malaysia ^ 675 530 560 5.80 Yen $25 S375 5375 5375 120- —M HH ÀÓáÁÓ a 
New Zealand 15.75 1348 13.65 1350 1360 Singapore 
Philippines — 15.4375 - 154375 3144375 — 1450 Swiss Fr 69375 69375 68125 6025 110- a Malaysia 
Singapore — 550 — 525 525 525 * ~ 
Tawan 10.50 10.00 -- - — gü- 

Dad D) TA WZ man AS 15375 1650 1650 165625 

uS 1100 7 96 9 125 89375 X 88125 C$ 123125 121875 1175 11625 70- 

"tong term “Short term tOffered rate Source. Telerate 60- 


(-f****e eso, 





Philippines 
Singapore South Korea Taiwan Thailand 20 
og. ME EI TT BEL Me c ERN 
1985 1986 1987 1988 1989 

67 ti 110 733 103-110 end vear 
5-7 6-7 6-8 8-7 8-10 eem 
US$0 50b (Apr ) US$17.62b (Feb) US$14 88b (Apr } US$76.166 (Feb ) US$7 49b (Apr. Monthiy/Weekly Summary 
US$0.73b US$15.68b US$7.64b US$76.71b US$4 56b 

120- a 
-US$0155/0cL-Dec)  =US$1.426 Wan: Mar) —US$0.108(6) (Mar.-May) -«US$383b(Mar-May) —USS1.16b (Feb.-Aot.) 110- Singapore 
~US$0:39b ~S$1,09b +US$1.62b +US$2.64b ~US$0.580 
-5$0.20b - US$1.05b 4 U5$1.55b 4-US$1.67b —US$0.900 90- 

80- 
US$1:925 US$9 91b US$15.045(6) US$17 406 USSA 51b Thailand 
«20 -128 -07 +198 -05 10- TD -— — — = 
+188 4125 +60 +180 +230 50- Malaysia 
US$2.07b US$11.33b USS15.14b(6) US$13.58b US$5 6Bb 40- philippines 
-90 -90 +120 +141 +111 30- 
+137 +146 +157 +39 +24.1 Indonesia 

20- BEFA TaN bee [Oe A Goa E ie tea 
1978=100 JunB2-MayB3- 100° 1985-100 1986100 1976-100 Bh WIN M J- J A 
425 3 (Feb -Apr ) 105.5 (Feb -Apr ) 118.6 (Mar -May) 106.0 (Apr. -June) 217.5 (Mar -May) (weekly values) 1989 
+19 +0.6 +17 +18 +13 
+81 +14 +54 +52 +40 
192 9b (Feb) S844 37b — (Apr) Won 49.16 (May.) NT$5 23 (Apr) Baht 1.021 1b (Aor) Gatien ia 
*94 «10 +33 +27 +17 Figures are for the week ended 14 July 
+199 +217 +195 +204 +214 


(7) fob (8) cif (9) Excluding petroleum (10)M3 (11) %6 change over past’) months (12) One month. (13) To March Source: Official Stalistics Source: UBS—Phillips & Drew 
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STOCKMARKETS 


a a a foreign money returns to Hongkong a a a Seoul surges au u 


Tokyo ponders political future a a a Taipei leaps as crackdown recedes s s a 
l'okyo ponders political fut Taipet leaj kd l 


Singapore rallies in period ending 18 July u u u 
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Nikkei Stock Average, 33,343.73 
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The market edged lower and trading was 
the lowest of the year as investors worried 
about the 23 July parliamentary election. 
Trading averaged a mere 420m shares a 
day worth ¥596b (Us$4.23m). Analysts 
say a possible defeat for the ruling LDP 
has already been discounted. Toyota fell 
Y60 to *2,540, and Mitsubishi Estate fell 
¥30 to 2,400. 


It was quite like old times early in the 
period, with a rising market bolstered by 
money from Taiwan and the US, and 
interest centred on the property market. 
The market broke through the 2,500 
barrier, and maintained the gain. Volume 
averaged 778m shares a day, worth 
HK$972.3m (US$124.65m). Cheung Kong 
rose 15 HK cents to HK$7.75. 


The SES rallied optimistically in response 
to strong performances on Wall Street 
and other Asian markets. Overseas funds 
drove blue chips up and the Straits Times 
Industrials Index recorded post-crash 
highs. OUB rose 42 S cents to $$4.50 and 
DBS gained 80 s cents to $$11.00. Volume 
hit a rare high of 146m shares, valued at 
5$275.8m (US$140.71m). 


Attention focused on property and 
finance sectors with less interest in 
industrials. Second liners were preferred 
to blue chips. Inter-Pacific rose 32 M cents 
to M$1.72. Malaysian International 
Shipping Corp. shed 10 M cents to 
M$9.30. Genting fell 20 M cents;to M$8.30. 
Daily volume averaged 39.4m shares 
worth M$70.27m (US$26.17m). 


The market slackened in anticipation of 
the long holiday weekend, but the 
foreign board was busy and incoming 
investment continues to grow. Thai Glass 
rose Baht 544 to Baht 2,263, thinly traded 
Berli Jucker was Baht 64 higher at Baht 
357. But President Rice fell Baht 58 to Baht 
342. Daily volume averaged 9.4 m shares 
worth Baht 1.2b (Us$46.69m). 


Trading was lacklustre, and limited to a 
few issues. However, gainers included 
San Miguel A, which rose P6 to P77, and 
PLDT, which gained 25 to P382.5. 
However, Philippine National Bank fell 
P5 to P290. Oils rose on optimism over 





2.800 Right 


the outcome of drilling in North Matinloc, | 


off Palawan Island. Turnover averaged 
2.1b shares, worth 2151.3m (us$6.91m). 


Composite Index, 905.10 


— 


S BIB S8 


SONDJFMAMJAJA 


Weighted index, 8,564.82 





2,000 
SONDJIFMAMJIJA 


1.700 
1,600 
1,500 
1400 
1.300 
1200 
SONDJS FMAMJIY A 


New Zealand 


Barciays Index, 1,904.92 
2,100 
2,000 
1,900 
1,800 
1.700 


1,500 
$0NDJFMAM24J4J4A 





Bombay 
Stock Exchange Index, 754.42 


500 

2600 ay 

2,400 Lat scale 4») 

2 350 
nes 

2,000 eunt 300 

. - S0 


SONDJFMAMJIA 


FAR EASTERN ECONOMIC REVIEW 


The market surged on heavy institutional 
buying. Basic metal and machinery 
sectors gained 8.24% and 8.09%, 
respectively, while insurance declined 
0.89%. Saehan Media jumped 11.44% 
while Yu Kong rose 8.21%. Daewoo 
Telecom fell 8.09%. Daily trading volume 
jumped 81.5% to 14.7 M shares and worth 
Won 328.8b (US$498.2m). 


The government's softening of its moves 
against underground investment | "s 
took pressure off the market, and 1 

index ended 8% higher. With share ,...ce: 
now looking cheap, institutions and big 
players pushed turnover up 24.65% to 
NT$63.15b (US$2.45b). Tatung rose 11.59% 
to NT$77. Taiwan Cement rose 6.93% to 
NT$216, 


The market crept higher on interest rate 
optimism. However, trading was thin 
before the release of important US and 
local economic indicators, and turnover 
fell to 465.34m shares worth A$818.44m 
(US$617.7m). Banks gained, and NAB rose 
28 A cents to A$5.80, and ANZ 26 A cents tc 
A$5.00. BHP rose 14 A cents to A$9.34 in 
heavy options trade. 


Profit-taking eroded the previous 
period's gains. Fletcher Challenge fell 23 
NZ cents to NZ$4.57, triggered by 
depression over newsprint prices, and its 
staff buying another 5.6% stake, tz'^— - 
staff-related holdings to 25.3%. Bri 
Investments fell 2 NZ cents to NZ$1./o. 
Volume totalled 64.68m shares, worth 
NZ$87.84m (US$49.91m). 


Lack of institutional support ushered in a 
broad decline, and the BSE Index fell 1.96 
points to 754.42. This decline was 
accompanied by a dramatic drop in 
volume, which hovered around the 

Rs 200m (US$12.20m) level, less than half 
that of the previous period. Tisco fell Rs 35 
to Rs 1385, and Reliance fell Rs 1 to Rs 123. 
But Colgate was steady at Rs 317.5. 


The market sustained its longest advance 
for two years, surviving one slew of 
economic data (which confirmed that the 
economy is slowing), only to be stopped 
late in the period by disappointing trade 
figures and earnings results. The Dow 


Jones Industrial Average recorded a series , 


of post-crash highs. Daily volume 
averaged 156.4m shares. 


27 JULY 1989 


! 


mes cS kr wa 







port [i 
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FarEastern Economic RENI EW 


It works for them . . . It will work for you! 


MAXIMIZE 
1989 WITH ONE OF THE 
WISEST INVESTMENTS 








YOU ARE LIKELY TO 





MAKE ALL YEAR! 





If you are considering, or are now, investing in one 
or more of Asia's fast paced stockmarkets, a trial 
of ASIAN MARKETS MONITOR may prove to 
be your wisest investment in 1989. As everyone 
knows a major key to successful investing is having 
the right information at the right time, and that's 
what each issue of AMM delivers to its many read- 
ers each and every week. 


A no nonsense, straight from the shoulder weekly 
newsletter AMM will provide you with detailed 
market commentary, objective reports on sectoral 
developments and the reasons behind them, high- 
lights of results of large and medium sized com- 
panies, informed analysis and opinion and much, 
much more. 


Normally available for longer terms for a limited 
time only we are offering a trial to . . . 

ASIAN MARKETS MONITOR so that you can 
discover for yourself how very helpful AMM can 
be to you when it comes to making the right invest- 
ment decisions. 


AMM is written, complied and edited by 
specialists throughout the Asian region and pub- 
lished by a wholly owned subsidiary of Review 
Publishing Company Ltd., publisher of the Far 
Eastern Economic Review, Asia's most authorita- 
tive business/news publication. 


Because we are so confident that once you've 
sampled AMM for yourself, you will discover 
how valuable it can be to you in making invest- 
ment decisions, we are offering a 13 issue 
trial-period for only US$150. That amounts to 
US$11.54 per week, less than the price of a moder- 
ate lunch. 


Why not begin 1989 with vour best investment foot 
forward by placing your trial order to AMM today. 
We firmly believe that you will begin benefitting 
from the very first issue. 







If for any reason after ordering AMM you wish to 
stop your trial subscription, you may do so at any 
time and receive a full refund of the unused -^r- 
tion of your payment. 


Order now while you are thinking about it and 
start receiving the kind of timely news and infor- 
mation you need to have about the Hong Kong, 
Singapore, Malaysian, Philippine, Thai and Ko- 
rean stockmarkets. You have everything to gain 
and nothing to lose. 


To order simply complete the coupon and send it 
along with the appropriate payment or completed 
charge card information. 


To: Publications Div., Dept. AMM, Review Publishing 
Company, Ltd., GPO Box 160, Hong Kong. 


O Yes! Please enter my 13 issue trial order to Asian Markets 
Monitor immediately so that I can begin to benefit from the 
investment intelligence I will receive each week. 13 issues — 
US$150/£91/HK$1,170. 


O I perfer to order for 52 issues — US$599/£363/HK $4,670. 


You may forward equivalent payment in any convertible cur- 
rency. 


O I enclose in payment thereof (cheque payable to 
Review Publishing Company Ltd.) Or, please charge my 
credit card (tick one): 














L] American Express LJ] Diners Club 
O MasterCard O Visa 
Card. No Exp. Date 
| Sig. 
Name 
i (please print in block letters) 
Address 
Tel. 
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Communications 


ow you can 


tool for China 
traders 
N have the 
China Telex 


and Fax Directory, 
the only directory of 
its kind available in 
the market. 


China Telex & Fax 
Directory is a vital 
communications tool 
for all China traders. 
Compiled from our 
own database, it 
provides the most 
comprehensive listing of up-to-date and accu- 
rate telex and fax numbers of all the significant 
organizations in China. Indexed in four ways, 
you'll find it easier and more convenient to use: 


CHINA 
TELEX & FAX 
DIRECTORY 


1988/89 


(HINA 
PHOAI 
Int X n, 


[M A — 


For Your Direct Mail Needs in China... 





1. Alphabetical listings of 
companies and organizations. 


2. Geographical listings of names 
and numbers. 


3. Numerical listings of telex numbers. 


4. Alphabetical listings of telex 
answerbacks. 


yu can get this extremely useful book by simply completing the 
der form and sending it along with your payment to China 
Phone Book Co., Ltd., GPO Box 11581, Hong Kong. 


pies CI ARS es be ae ria 
To: China Phone Book Co., Ltd., GPO Box 11581, 

i Hong Kong. 

i Please rush me copy/copies of the China Telex and Fax 

i Directory 1988/89 as indicated: 























Name: ae w= 
Company: ——— MIU re ee 
Address: 
I == Teb.  — 
LJ 
l Price: Hong Kong — HK$150 + HK$10 for postage & packing 
i Elsewhere — US$28.50 (including airmail postage & packing) 
| . No. of copies —— PI ae 
L] I enclose in payment thereof 


H (cheque payable to The China Phone Book Co. Ltd.) 
O I prefer to charge to my credit card (tick 
one): 


i Amex!) Diners _ MasterCard | 


! Card No: — So NO Late: 
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AUSTRALIAN NATIONAL UNIVERSITY 
POSTDOCTORAL FELLOW/RESEARCH FELLOW 
SENIOR RESEARCH FELLOW 
PROJECT ON THE MODERN ECONOMIC HISTORY 
OF SOUTHEAST ASIA 
RESEARCH SCHOOL OF PACIFIC STUDIES 


Project: Research and writing on the economic history of 
Southeast Asia. The Project is committed to a series of volumes 
covering the economic history of the region from 1800, to 
which the successful applicant will be expected to contribute. 

Applicants should send with their applications a statement of 
how they might fit into this programme of writing. Qualifica- 
tion: PhD or equivalent in a relevant discipline. Southeast 
Asian experience. Demonstrated research ability and publica- 
tion record. The Project will be particularly interested in appli- 
cants with experience in Indo-China, Burma, or the Philippines. 
Post: Three years initially for RF/SRF; two years for PDF. 
Primarily research. Available early 1990. Proposals for second- 
ments from other Australian institutions welcome. Details: 
Please obtain from School Secretary, Research School of Pacific 
Studies, ANU. Telephone (062) 49 2678. Closing date: 31 
August 1989. Ref: PA 6.7.1. SALARY: Senior Research Fellow 
A$43,104-A$51,141 p.a.; Research Fellow A$31,259-A$40,622 
p.a.; Postdoctoral Fellow Grade 1 (fixed point) A$27,139- 
A$30,882 p.a. APPLICATIONS should be submitted in dupli- 
cate to the Registrar, The Australian National University, GPO 
Box 4, Canberra, ACT 2601, Australia, quoting reference 
number and including curriculum vitae, list of publications and 
names of at least three referees. The University reserves the 
right not to make an appointment or to appoint by invitation at 
any time. Further information is available from the Registrar. 


THE UNIVERSITY IS AN EQUAL OPPORTUNITY EMPLOYER 


Investment Opportunity 


An exclusive and probably unrepeatable offer.... 


Phuket 


THAILAND 


Few remaining beach front houses and apartments in a sec- 


luded managed property at Kamala Beach. Prices from US$ 
75,000. Completion August 1989. 

Call Mr. William Pinsent of Phuket Land now on 66-76-321207; f 
115/1 Kalim, Patong, Phuket, Thailand; Fax 66-76-213812: Telex 69513 shp serv. 
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LON DON 


ACCOMMODATION 


Telex: 27322 


CANADA 
FOR SALE 94 ACRES PRIME 


Discover the advantages ofa luxury RESIDENTIAL PROPERTY. 
serviced apartment over a hotel m 100 miles from Toronto, On- 
room — Send for details tario, Canada. 
"e In the heart of Muskoka 
SOUTH KENSINGTON APARTMENTS ? 
, county. 
99, Queen's Gate, London SW7 SAB, Write P.O. Box 875, New 
Tel: 01-244 6966 Fax: 01-244 8214 Westminster, B. C. Canada V3L 


4Z8 


Buy in Contra Costa County 


m For High Appreciation in Residen- 
to say ... sayit m Close to San Francisco 
e e m High Ret | t t 
in the Classifieds! ee er 


m Executive Area 


Call: Ann Schiebert, Jill Causing 
Wallace Realty : (415) 254-4322 
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Hasty exit for suave banker 


Suave, pipe-smoking Phillip Tsou, 48, 
earned a reputation for unflappability in his 
32-month tenure as head of foreign ex- 
change operations at Taiwan's Central 
Bank. But the suddenness of his exit from 
the post might have been enough to ruffle 
even Tsou's meticulously tailored plumage. 
He was 

given 45 minutes to 
clear his office and take 
— upanebulous adviser- 
f - ship without so much 
.—— asanassigned desk. 

But Tsou's foreign 
exchange steward- 
ship was eventful 
from the start. While 
he was there, the New 
Taiwan dollar saw an 
unprecedented appreciation because of US 
pressure. Primary responsibility for rate-fix- 
ing was turned over to a cartel of local and 
foreign commercial banks to allow market 
forces more play. 

As a result, the NT dollar saw unpredict- 
able rises which undercut the easy profits 
currency traders had come to rely on in the 
old days of steady, Central Bank-managed 
appreciation. According to a Central Bank 
source, "a lot of foreign bankers had it 
in for Tsou," though Tsou worked for Bank 
of America before taking up successive 
posts in the government-controlled Bank 
of Communications and the Export-Import 
Bank. 

Taipei banking circles cited several 
reasons for Tsou's sudden departure, but 
said the most likely was the start of a 
wholesale executive reshuffle under the 
aegis of newly named Central Bank gover- 
nor Hsieh Sen-chung. 


RICKY HUI 





Success story of a big wheel 
With the formal opening of the grandiose 
amusement park section of his already as- 
tonishing US$1 billion, 58-ha indoor mall 
and entertainment centre, Lotte Group 
chairman Shin Kyuk Ho, 67, has come a 
long way from his roots as a poor farmer's 
son in southeastern Korea. 

Shin, who emigrated to Japan when he 
was 16, showed early in his career a unique 
ability to profit from shifting consumer 
tastes. Starting out in the specialty oils busi- 
ness, Shin switched after World War II into 
chewing gum, the popular legacy of Ameri- 
can Gls. Building on sales of "Cowboy" 
gum, Shin branched out into candies, soft 
drinks, trade and baseball. Having re-estab- 
lished a presence in South Korea in 1967, 
Shin's Lotte Group tallied US$2.3 billion in 
sales in Japan and US$3.27 billion in South 
Korea last year. 


PUBLIC EYE 





Shin, who Forbes magazine claims is the 
fifth-richest man in the world with a fortune 
of US$8 billion, is now planning to conquer 
the US, the apparent source of much of his 
inspiration. Having failed to get a good price 
on a prime piece of Manhattan property 
owned by New York casino owner and glitz- 
meister Donald Trump, Shin is now bargain- 
ing with New Jersey authorities for a site 
across the Hudson River. There he plans 
to build an even version of his 
Seoul Lotte World, costing some US$2-3 bil- 
lion. The publicity-shy magnate, who di- 
vides his time equally between Tokyo and 
Seoul, spends his leisure playing golf and 
Go. 


LDP reaps the ‘whirlwind’ 

Japanese politics used to be a male-domi- 
nated field in which money counted for ev- 
erything, but times are changing. Kinuko 
Ofuchi, a 44-year-old housewife who de- 
scribes herself as “just an ordinary woman,” 
trounced a well-connected male politician in 





a by-election in the conservative stronghold 
of Niigata, winning the seat for the opposi- 
tion Japan Socialist Party. 

Her win shocked the ruling Liberal 
Democratic Party and may help speed 
the downfall of Prime Minister Sosuke Uno. 
But Ofuchi says she deliberately avoided 
mentioning Uno's alleged sexual escapades 
in her campaign. Instead she hammered the 
government's unpopular tax reforms, claim- 
ing it hits “poor” people like herself particu- 
larly hard, because taxes on some luxury 
items have since come down. 

Ofuchi has long felt strongly about the 
inferior position of women in Ja SO- 
ciety. Her win marked the start of what the 
Tokyo press has dubbed the “Madonna 
whirlwind” — women also unseated a lot of 
male candidates in the Tokyo municipal 
elections earlier this month. But men may 
still have the whip hand: few women will 
run for parliament without their husband's 
approval. In Ofuchi's case this was luckily 
forthcoming. 


FAR EASTERN ECONOMIC REVIEW 


New chief earns his stripes 

Roilo Golez, who gave officials of the beer- 
based San Miguel Corp. a run for their 
money late last year with his unexpected 
marketing and media offensives, now finds 
himself in an entirely different field: real es- 
tate. Tycoon Tan Yu's group last week ap- 
pointed Golez president of Marina Proper- 
ties, Inc., which is to undertake the develop- 
ment of a reclaimed off Manila Bay 
which the Tan Yu group bought last year for 
P1.7 billion (US$77.9 million). 

Golez, 42, a former Philippine Navy offi- 
cer, first came to public attention when he 
took over during the rule of former presi- 
dent Ferdinand Marcos the notoriously inef- 
ficient Philippine postal service and man- 
aged to improve it. He joined the militar re- 
bels against Marcos in 1986 and mo to 
Asia Brewery, San Miguel's only ...a- 
petitor. He is credited with engineer- 
ing the marketing offensive against San 
Miguel. 

Hardly the typical executive, Golez 
likens marketing campaigns to war 
Strategies, and lives up to that idea by 
spending most of his time in the field. 


Speech proved hard to stomach 
British Foreign Secretary Sir Geoffrey Howe 
no doubt expected public protests when he 
visited Hongkong earlier this month, but 
the most dramatic came at a lunch hosted by 
Hongkong Governor Sir David Wilson. Lee 
Wing-tat, 33, chairman of the Kwai Tsing 
District Board (local government advisory 
body) stormed out of the lunch, complain- 
ing that Howe's speech “had insulted the in- 


telligence of Hongkong Chinese.” 
Lee, accompanied in the walk Ny 
seven other community leaders, is a ar 


student activist who retains his involvement 
in pressure politics to the point where he 
works only part time as a teacher. 

The next major step for the unapologetic 
protester would ap- waded) 
pear to be a move on | 
to Hongkong's Legis- 
lative Council in 1991, | 
when Kwai Tsing is |. 
expected to be allo 
cated a seat, though 
he says he has yet to 
make his mind up 
whether to run. Lee is 
already a member of 
the Basic Law Consul- 
tative Committee and a strong voice in sev- 
eral politically oriented Hongkong organisa- 
tions, and he was one of the initiators of the 
Hongkong People Saving Hongkong cam- 
paign. His many commitments leave him lit- 
tle time to indulge his enthusiasm for swim- 
ming, hiking and the cinema. " 





27 JULY 1989 


AT LAST, FINANCIAL INFORMATION 
WHERE AND WHEN YOU WANT II. 




























TNT 
TA 
142, m] 
147.68) 
142.50] 


- 19.4 
———————— >. 1- 
LA 
142. 784 


Ld: 
ee 


Seer TR bi dy 


fiat a ET 
SAEs Wee! "Teer [areas [CER] 0612. 


142.8 


Amr | 


|n today’s financial world, the fluctuations of 

different instruments — in different places and 
| | times — can have immediate effects on your trading 
strategies. 

But now you can react as it happens with Telerate 
Matrix. Matrix gives you all the financial market data you 
want on one page and in real-time. 

Telerate Matrix lets you create up to 20 of your own 
tailored colour composite pages, each showing as many as 
32 graphic, mathematical and text windows on the 
different worldwide markets. 

[n addition, Telerate Matrix helps you trade more 
profitably as you manage your trading strategy in real-time 
with an on-line dealer calculator. 

With Matrix you can compare market prices; identify, 
caleulate and exploit market trends to gain arbitrage 
opportunities from graphs and numerical tables, while 
monitoring this information with your own easy-to-set 
limit minders. 

As the world's leading supplier of real-time financial 
information, Telerate gives you fast and accurate financial 


data, as well as the tools you need to manipulate it. 


 TELERATE 


TO LN X" 


For a free colour brochure, complete this coupon and retum by mail. 


poc EET. o4 


| Name a EQ — —À RE — | 
Organisation ——— = — —H | 

| Address — tiim m— — — 

| lelephon e. 7 — —E 
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Telerate (Asia-Pacific) Limited, 16/F, Three Exchange Square, 8 Connaught Place, 
Central, Hong Kong. Tel: 5-8682687 (or call your local sales office) 





Much, much more 
than just one of 


the “Big Four” 


You probably think of Nikko Securities as one of Japan’s “Big 
Four” securities houses. But if you think Nikko Securities 
is big only in Japan, we've got news for you. 

Today, Nikko is one of the largest securities houses in the 
world, Our 18-country network covers almost every field of 
financial activity. At the end of 1988, we had over 
US$260 billion in client assets in custody, equal to 7% of 
the market value of all stocks listed on the Tokyo 
Stock Exchange — and more than the total value 








of the Paris Bourse or Frankfurt Stock Exchange! INVES Re 
We also have some of the world’s most ATEGIES. 

advanced Investment Technology (IT). Our Japan FUNDS. 

Index Strategy, the first to apply a quantitative TECHNOL O 


approach to the Japanese equities market, is one of 
just a few methods available that can closely track ELT 
the performance of the Tokyo Stock Price Index, A e uie Pie 
which grew at a remarkable rate of 36.6% during | 





1988. Nikko Securities’ IT-based products mean- eS 
while took first, second, fourth, and fifth places for SS Sine N 
performance among all investment trusts in Japan ET. MN romics m» “sobbed 
that year,* helping to swell our IT-related assets to over ane x VEN none 
US $28 billion in just three years. 5 NUN n QN Me mens 

In other areas, Nikko and its subsidiaries lead- Si nams Ae ws S S FIELDS ON 
managed 61 debt issues for corporations, supra- ES. C MANANCIAL 
nationals, and governments in capital markets out- Em e, Y VARS 
side Japan in 1988 alone, and have ranked well in the EM e em ~ 
top ten in the Eurobond League for three years running. D onto SNO yok = 

* e Ww ` 


Certainly, we have what it takes to meet all your 
financing and investment needs. Whatever they are. 


Wherever you are. — dil 22 Ce Th - 
Nikko Securities. e C - N de 
Isn't it time you took a closer look at us? "Sie i-i 


*Source: Nikkei Money 
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The Nikko Securities Co. (Asia) Limited The Nikko Securities Co., Ltd. The Nikko Merchant Bank (Singapore) Ltd. 
One Pacific Place 19th Floor, 3-1, Marunouchi 3-chome, 6 Battery Road, #28-01, 
88 Queensway, Central, Hong Kong Chiyoda-ku, Tokyo 100, Japan Standard Chartered Bank Bldg., Singapore 0104 


Tel: 5-249011, 5-8421111 Telex: 73640 


The Nikko International Network SEOUL 


BEIJING 


Tel: (03)-283-2211 Telex: J22410 Tel: 2233390 Telex: RS 35089, RS 42562 
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The first steps you should start doing 
business in Australia. 


If you'rethinkingof doing business 
in Australia, the Commonwealth Bank 
will be able to give you a knowledgeable 
introduction to Australia's complex 
marketplace. 

Our network of over 1250 branches 


covers the whole of Australia and key 
financial centres of the world. 

Putting us in the best position to 
provide expert advice on investments, 
markets and opportunities. 

All of which suggests that before 


you step into the Australian market, step 
into the Commonwealth Bank. 


COMMONWEALTH BANK 
OF AUSTRALIA. 


Australia's leading bank. 


Sydney (Head Office), Tel 61(2)227 711. London, Tel 44(1)6000822. Frankfurt, Tel 49(69)290166. New York, Tel 1(212)848 9200. Chicago, 
Tel 1(312)876 1200. Los Angeles, Tel 1(213)689 4702. Tokyo, Tel 81(3)213 7311. Singapore, Tel 65 (224)3877. Hong Kong, Tel 852 5-221093. 





F 





F; arf t Eo 


Editor-in-Chiet: Derek Davies 

Editor: Philip Bowring 

Regional Editor: Hamish McDonald; V. G. Kulkami Deputy; 

Ashiey Wright, David Porter Assistants 

Business Editor: Ron Richardson; Tony Major Deputy; 

Stephen Morgan, Michael Taylor Assistants 

Focus Editor: Anthony Dyson 

Arts & Society Editor: Margaret Scott; Lynn Pan Books Editor 

News Editor: Pau! Bayfield, Steve Proctor Deputy; 

Anita Motwani Assistant 

Editorial Manager: Mary Lee 

Chief Correspondent: Rodney Tasker 

international Finance Editor: Anthony Rowley Landon 

Specialist Contributors: Bob Johnstone Technology: 

Jonathan Friedland Finance ; Carl Goldstein industry; 

Michael Westlake Transport; Emily Lau 

N. Balakrishnan Singapore ; Elizabeth Cheng China Trade: 

Louise do Rosario China Economy ; 

Christopher Marchand Investment ; Murray Hiebert Indochina: 

Bertil Lintner Burma ; Nayan Chanda; Michael Bishara: 

T^: ing Cheung: James Clad 
apartment: Andy Tang, Ricky Hui, Bamy Lee 

urapnics Coordinator: Pat Elliott Shircore 

Production Editor: Pau! Lee; Henry Chiu Deputy: Chris Tsang Assistant 

Librarian: Jan Bradley 





BUREAUX 

Bangkok: Paul Handley 2511139 

Jakarta: Michael Vatikiotis 347814 

Kuala Lumpur: Suhaini Amam 2618252. Nick Seaward 2618244 
London: 937-4910 

Manila: John McBeth, Rigoberto Tiglao 5221808/595077 
New Delhi: Salamat Ali South and West Asia 616690 
Peking: Robert Dells 532-1550 

Seoul: Shim Jae Hoon, Mark Clifford 732-7354 
Singapore: 2203/20 

Sydney: Michael Malik 212-3355 

Taipei: Lincoln Kaye, Jonathan Moore 502-2359 

Tokyo: Charles Smith, Nigel Holloway 2708229 
Washington: Susumu Awanohara 862-9286 


OTHER CORRESPONDENTS AND CONTRIBUTORS 
Canberra: Jacqueline Rees | 


every Thursday, in Hongkong 1946 All Reserved 
aCe agar 138 A ap oad ones 


Offices: 181-185, E d qos me n 
Postal address: GPO Box 160, Cable: HONGKONG Editorial. 
REVIEWADS HONGKONG tang & Accounts: REVEWCRC 
HONGKONG Circulation . Telex: 75297 ECWEK HX Editonal. 62497 REVAD HX 
Executive, Accounts & REVCD 


ac d Toon Pining Co. 1A Tsuen Wan Industrial Centre, 2-5/F . 
CX-AB Taco Hoad. Tsuen Wan, NT., Hongkong 


Tp id 
ne OW oS. M NY.1 et cap a 

re eee E MÓN nali eas ioes. POSTMASTER: send 

VN MAN Eon Rae c/o Datamowers, inc., SAW 30h SL New T New York, N.Y 


[ABC] Member of the Audit Bureau of Circulations, London No. 31 | 


3 AUGUST 1989 





HOTELS 
MERIDIEN ———————————————————— 








Over 50 hotels on 5 continents. 


the Seychelles. Phuket and over 50 
other cities and resorts worldwide 
provide some stunning locations. A 
world of hospitality beckons and 
the service is courtesy of Meridien. 


Nina Ricci designs the uniforms. 
Hermés supplies the bathroom 
amenities. Christofle silverware and 
Limoges china are found on our 
lables. Famous French chefs create 
our superb restaurant menus. The 
concierge is a source of all 
information and the latest 
technology supports the business 
traveller. New York, Bangkok, 


P 
MERIDIEN 


TRAVEL COMPANION OF AIR FRANCE 


For reservations, contact any Meridien hotel or Air France office, 
your travel agent or Meridien Reservations International at Hong Kong 852.3.66.99.96; 
Singapore 65.733.28.78: Tokyo 0120.475.777 or Sydney 008.221.307. 


HOTELS 
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Now, a system 


that delivers 

information 

: Neo ECRE [AR 
ht across SECRE TI / 


the board. 


Imagine an information system so intuitive and 
powerful that you could get the information 
you need right at your desk. Even if the data 
were stored on a remote host computer floors 
away. Now imagine that with a few keystrokes 
you could test your ideas against the data right 
on the spot, seeing new patterns of useful 
information, new opportunities and new courses 
of action. 








IBM is making this potential a reality, with a 
technology called SAA (Systems Application 
Architecture). SAA enables a company to share 
information not only among applications, but 
among different IBM computer systems — and 
among people. Under SAA, every application 


uses the same intuitive graphic interface, 


making it faster and easier to learn. Better yet, ee. 

SAA applications automatically share I 

information with each other. The information f you'd like to learn 

the sales department generates on a host about all the benefits of 

computer can be instantly graphed by the CEO SAA & OfficeVision, 

on his personal computer. send for your free 

IBM is offering SAA solutions now. Our new information package. 

software product, OfficeVision™, is an Clip your business 

integrated suite of easy-to-use tools that work card to this box and 

together on a variety of IBM computers, from j 

the smallest to the largest. OfficeVision can ) 
IBM World Trade Asia Corporation k 


help you see your data more clearly, organize 
it more meaningfully and communicate it more 
effectively. Right across the board. 
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We're in the results business 
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LETTERS TO THE EDITOR 


China should be shunned by tourists 
China, after the 4 June massacre in Tianan- 
men Square, is anxious to revive tourism to 
earn much-needed foreign exchange to 
offset its mounting trade deficit and to re- 
duce its foreign debt. Large discounts are 
now being offered to attract visitors. 

No individual or group should visit 
China unless and until the present leader- 
ship is replaced by one that respects human 
rights, freedom and the rule of law. 

A boycott of China by foreigners and 
Overseas Chinese must be maintained until 
the present reign of terror ends and the 
leadership is replaced by one that will in- 
spire the confidence and respect of people 
both within and outside China. 

Kuala Lumpur FRANCIS CHANG 


Seow and his disbelieving lawyers 

Francis Seow [LETTERS, 20 July] denies 
that his two counsel, Colin Ross-Munro 
Qc and V. Dube, disbelieved his story 
and the medical reports by Dr William 
R. Slater of the New York University School 
of Medicine. He claims that he did not 
see the reports from Slater, and that when 
he saw them, he agreed with his counsel 


A GIORIOUS BEGI NNING 


The day will start on a high note with 
breakfast overlooking the early morning 
bustle of Victoria Harbour 

Great views, however, will be only one of 
many reasons why Hong Kong's New World 
Harbour View is set for such a glorious 
beginning. 

High atop the sprawling Hong Kong 
Convention and Exhibition Centre, we will 
also offer you exquisite restaurants and the 
leisure delights of swimming, tennis, à 
a jogging trail and golf driving range. 

All so you can carry on each day as you 
a it — gloriously 
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Q^ for more demanding executives. 


that they were inadequate. 

The letters written by his counsel speak 
for themselves. After he had decided to dis- 
charge himself, Ross-Munro wrote to the 
public prosecutor to say that, two days be- 
fore the trial: "I telephoned Seow . . . and ad- 
vised him in the strongest possible terms 
that he should take an immediate flight back 
to Singapore. I pointed out that the prosecu- 
tion were likely to say that if he was fit 
enough to travel to New York by air in Nov- 
ember he must be fit enough to travel back 
to Singapore in December . . . " 

The prosecution produced expert wit- 
nesses who contradicted the medical reports 
from Seow's doctors, Dr Jonathan Fine, 
executive director of Physicians for Human 
Rights, and Slater. On 15 February, the pro- 
secution exposed Seow's numerous air jour- 
neys within the US, including one trans- 
continental flight from Seattle to New York. 
Seow's lawyer Dube then wrote to him on 
16 February: "We must stress that yours and 
our integrity is at stake, as can be seen from 
the submission of the prosecution." 

The court repeatedly asked Slater what 
tests he had carried out on Seow, and what 
the results were. Slater never answered 
these questions. When the prosecution re- 
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vealed that Seow had, contrary to his doc- 
tor's advice, travelled from New York to In- 
dianapolis to Seattle and back to New York, 
Slater reversed his opinion, and stated that 
he “no longer” felt that "air travel poses the 
same risk." 

If the lawyers did not disbelieve the doc- 
tors, why did Ross-Munro write to Dube on 
21 February to say: "The prosecution are 
quite right that Dr Slater and Dr Fine's repu- 
tations as reputable doctors are at stake"? 

After Seow repeatedly evaded replies to 
the points raised by his counsel because the 
court had asked for information, they de- 
cided to discharge themselves from acting 
for him. "After all, as an officer of the court 
you owe a duty not to knowingly put a false 
case before the court and if your client re- 
fuses to give you proper instructions c 
any way challenge the serious prima | 
case of deceiving the Court, then you are en- 
titled to ask the Court to come off the re- 
cord" (Ross-Munro to Dube, 21 Feb.). 

"On reading Dr Slater's latest medical re- 
port and your handwritten instructions, Mr 
Ross-Munro intimated that Dr Slater's re- 
port and your instructions are inadequate, 
ambiguous and useless even though both of 
you had ample time to give precise answers 





NEW WORLD 
HARBOUR VIEW 


HONG KONG 


NEW WORLD HARBOUR VIEW: | HARBOUR ROAD WANCHAI, HONG KONG TEL 5-862288 FAX: 5-8663388 TLX: 6806? NWHVH HX 
REGIONAL SALES AND RESERVATION OFFICE: 16/F., NEW WORLD OFFICE BUILDING, EAST WING, 24 SALISBURY ROAD, TSIMSHATSUI, 


NOW OPEN 








KOWLOON, HONG KONG TEL. 37244622 FAX. 5.721074) TLX: 48153 NWRGL HX 


SINGAPORE: RELIANCE TRAVEL TEL: $52-2222 FAX: 554-5671 MALAYSIA: RELIANCE SHIPPING & TRAVEL TEL: 248-6022 FAX: (3) 41-9480 


THAILAND: ROONGSARP TRAVEL SERVICE CO LTD TEL. 224-0039 FAX: 224-8057 PHILIPPINES: UNI-ORIENT TRAVEL INC TEL 47-20-71 FAX: 48-91-15 WORLDWIDE: Utell International 





* Pra æ- ag" 
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o the prosecution's allegations. We agree 
vith Ross-Munro" (Dube to Seow, 13 Mar.). 

‘... there is no further point in acting for 
»ur client, as he is not helping him to help 
uimself. Further, the net may be closing in 
yn our client and that both of us should not 
»e dragged in through no fault of others. We 
yave done our utmost and more and it is 
ime we draw a line." (Dube to Ross-Munro, 
t6 Mar.). 

How much more disbelief does Seow ex- 





»ect of his lawyers? DORIS LAI 

Press Secretary to the 
singapore Minister for Law 
iongkong needs US treaty 


Vy law firm has just finished a fortnight in 

Jongkong, counselling scores of business 

»eople about a US “lifeline” in the event of a 

1997 Armageddon scenario. Although em- 

»oyment-based immigration can be made 

ı tve this interest, a far better solution is 
ivestment visas. 

Regrettably, though the US treats Hong- 
«ong as a "dependent territory," thereby 
imiting to 5,000 the annual immigrant total, 
ve do not permit derivative status for Hong- 
«ong under our reciprocal investment treaty 
with Britain. That linkage is a requirement 
or an E22 visa; hence, we believe an invest- 
nent treaty with Hongkong should be a US 
oriority. 

We in the US will be foolish if we fail to 
appreciate the benefits of Hongkong’s five 
Z's: education, entrepreneurship, employ- 
ibility, export orientation, English-speak- 
ng skills. 


Beverly Hills, California WILLIAM F. DWYER 


Either executed or freed 
in my letter, Saving Hirohito for Japan's 
sake [6 July], an error was introduced in the 
diting. The published version included this 
; rice: “At the end of a two-year trial, 
was acquitted.” There were, in fact, no 
icquittals, only executions and sentences. 
Within a few months, there was an amnesty 
ind all those who had not been executed 


were freed. 
New York ARISTEDES GEORGE LAZARUS 
Getting rid of rivals 


| read with concern the increasing pressure 
being brought to bear on Aung San Suu 
Kyi and the opposition in Burma [Haunt- 
ing memories, 13 July]. I have never be- 
lieved in Gen. Saw Maung's promise to hold 
free and fair elections. The threat by soldiers 
to shoot Suu Kyi is repugnant and confirms 
that the regime is determined to eliminate 
any viable opposition before holding elec- 
tions. 

It is ironic that the State Law and Order 
Restoration Council is now accusing Suu 
Kyi of undermining the Tatmadaw (armed 
forces) and causing divisions. Was it not Suu 
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Kyi's father, Gen. Aung San, who founded | 


the Tatmadaw? Has not Ne Win perverted its 
mission and turned it into a tool of the 
privileged few? If Suu Kyi is causing divi- 
sions, it is only because she is trying to sal- 
vage the honour of the Tatmadaw and restore 
it to its original mission. 

It is not surprising that Suu Kyi in par- 
ticular is being targeted. Ne Win always 
eliminates first the rival with the most poten- 
tial. But this time he should pause for 
thought. Has he forgotten what happened 
to Ferdinand Marcos after Benito Aquino 


was assassinated? Does he want to share the | 


same fate? 

Ne Win should remember that Suu Kyi 
would have no following at all if he had not 
destroyed Burma in his 27 years of despotic 
rule. If Suu Kyi is removed, someone else 


will take her place. For the time being, | 
she is hitting the regime where it hurts | 


and deserves the support of all democratic 
forces. 


Quebec HARN YAWNGHE 


Moves by the US Congress to channel US$2 | 
million in humanitarian aid to students | 
on the Thai-Burma border [Haunting | 


memories, 13 July] offer recognition of the 
legitimacy of their struggle. It is a timely ges- 
ture which will be noted by all democratic 
forces in Burma. 

Morawa, Western Australia 





The colours in the key to the chart "Malaysia's 
corporate carve-up” (REVIEW, 6 July) were 
transposed, because of a production error. The 
corrected version appears below. 
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The cover illustration of 27 July mistakenly 
showed the Indian national flag with the green 
and saffron stripes inverted. 
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Papua New Guinea 
is at its most critical 


democracy, the 
political system has 
been deadlocked 
SSS for years, with 
successive governments virtually unable 
to function because constant changes of 
allegiance among MPs keep leaders 
perpetually in fear of losing office in 
no-confidence votes. Damaging inter- 
communal rivalries continue and little 
progress has been made in diversifying the 
country away from its heavy reliance on 
the mineral sector. That reliance may 
prove the country's undoing, with the 
closure by rebel landowners of the world's 
biggest copper mine, on the island of 
Bougainville, wiping out 45% of the 
country's exports and 17% of government 
revenue. Sydney bureau chief Michael 
Malik reports from Port Moresby and 
Bougainville on the crisis, which threatens 
to test Prime Minister Namaliu's ability to 
hold together the diverse nation. He also 
looks at the government's attempts to 
change the guidelines for future mine 
exploitation to avoid a repetition of the 
grievances which boiled over into the 
secessionist struggle in Bougainville. 18 
Cover illustration by Michael Lui. 
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The Aid Approach 


The World Bank's announcement at its 
recent Tokyo meeting that donor countries 
and multilateral institutions had pledged 
US$3.5 billion in development assistance 
to the Philippines this year might have 
strengthened the long-held position of 
Manila’s creditor banks that the country 
does not need any new loans from them. 
The banks, which are reluctant to increase 
their exposure to the Philippines, have 
been telling Manila’s negotiators that the 
country could have all the foreign 
exchange it required if only it unclogged its 
aid pipeline. The US House of 
Representatives took the same view when 
it cut an administration proposal for an 





JSP's Doi, centre, celebrates (10). 


Regional Affairs 


Japan : Election 

The conservatives' disastrous showing in 
upper house elections may presage an era 
of coalition government — possibly 
around a revitalised Japan Socialist Party 
— if the conservatives cannot reform 
themselves 10 


Burma : Politics 

The arrest of the country's two leading 
opposition politicians threatens to 

make next year's promised elections 

a sham. The government's strategy for 
controlling the election result also becomes 
clearer 11 


India : Parliament 

Mass resignations from parliament by the 
opposition put the Gandhi government on 
the defensive in the run-up to the general 
election 13 


additional US$200 million in aid by US$40 
million. Manila's negotiators are currently 
talking in New York with the 12-bank 
advisory committee of the country's 
creditor banks. But formal talks have been 
put off until definitive results emerge from 
the banks' similar negotiations with 
Mexico, which may be used as a precedent 
in considering Manila's request for a mix of 
new money and debt-reduction facilities 
amounting to US$1.7 billion. 


General in the Frame 


Sumitro, a retired Indonesian army 
general who has recently called for the 
"negative by-products of development" to 
be overcome, has been cited by farmers in 
East Java in a land dispute. Farmers from 
Tulungrejo village near Malang have 
accused Sumitro of "controlling" land they 
had farmed and using it to grow 
asparagus. Sumitro, a former chief of the 
Kopkamtib security apparatus and now in 
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© à Thailand: Politics 


A no-confidence debate by parliament 
concentrates on personalities rather than 
policies 15 

Philippines : Communists 

The Philippine communist ranks are in 
disarray after the mass killing of cadres 
suspected of being government agents 16 


Subcontinent : Saarc 

Bangladesh's attempts to intervene in the 
rift between Sri Lanka and India to salvage 
a Saarc foreign ministers' meeting manage 
only to irritate Pakistan 23 

Taiwan: Elections 

Primary elections held by the country 

two main parties reveal, for their respecuve 
leaderships at least, that the democratic 
process requires careful handling 24 


Indonesia : Military 

Armed forces' representatives continue to 
speak out on the political succession, 
despite a warning by President 

Suharto 26 


Refugees : Malaysia 

The government denies that a marine 
police operation to tow 900 boat people 
back out to sea represents a change in 
policy, but the action has marred the 
country's former good record on 
refugees 27 


Hongkong : Democracy 
Peking-directed officials remove the 
rebellious publisher of a Hongkong-based 


business, recently said mistakes ma , 
President Suharto's children were not the 
leader's fault. These and other remarks by’ 
Sumitro alluding to the presidential 
succession have, coincided with a number 
of moves to ensnare him in a business 
scandal, according to sources close to 

him. 


Jakarta Attractions 


Two more brokerage houses are making 
moves to set up Jakarta offices as interest in 
Indonesia's three stockmarkets grows. 
James Capel, a wholly owned subsidiary 
of the Hongkong and Shanghai Banking 
Corp., is engaged in talks with local 
partners to set up a broking and research 
office. Hongkong-based Peregrine 
Securities, run by former Hongkong 
Vickers da Costa chief Phillip Tose, is said 
to be on the verge of concluding an 
agreement with local business giant Astra 
International to do the same. 
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party organ and accuse leaders of the 
territory's pro-democracy movement of 
subversive activities. Meanwhile, concern 
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vided Activists 
Chinese student 
activists in the US, 
including some who 
fled their country 
recently and attended 
a meeting in Paris, 
face a challenge as 
they begin their 
campaign for greater 
democracy in China. 
A major disagreement 
is developing between those who still 
believe in the ability of the Chinese 
Communist Party (CCP) to reform itself 
from within and those who think an 
alternative to the CCP is needed. Writer 
Liu Binyan and historian Yan Jiaqi 
belong to the first school and want 
deposed party general secretary Zhao 
Ziyang returned to power and Premier Li 
Peng removed. The other group feels an 
independent political organisation needs 


Zhao. 
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to be established, if necessary in exile. The 
differences surfaced as they prepared for a 
28-30 July conference in Chicago to discuss 
the future of China. 


Security Interest 

International businessman Bruce 
Rappaport has attracted the attention of 
Thailand's security agencies. Rappaport, a 
Swiss national whose Inter Maritime 
Group deals in shipping, oil, finance and 
investment, is known to have been 
friendly with Thai Prime Minister 
Chatichai Choonhavan. When Chatichai 
visited the southern Thai island of Phuket 
on 23 July, a small group of local protesters 
complained about proposals by a farang 
(foreigner) to build a vast resort complex 
on the island — a reference to Rappaport's 
plans for a US$400-600 million 
development covering 530 ha in the north 
of Phuket and neighbouring Phang Nha 
province. Thai security officials are aware 
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that while Rappaport is Thailand’s 
honorary consul in Geneva, he is 
unwelcome in Indonesia following his role 
in the Pertamina oil and shipping scandal 
during the mid-1970s. Rappaport has also 
recently visited Rangoon, where he met 
military leader Gen. Saw Maung to discuss 
possible investment in Burma. The 
concern in Thailand is that opponents of 
the government might exploit his alleged 
relationship with Chatichai. 


Seeking Sanctuary 

A number of Chinese students fleeing 
the crackdown in the cities following 
the Peking massacre have tried to escape 
to rebel-held areas of northern and 
northeastern Burma. Recently, 20 
such students were caught by the local 
police in Yinjiang, a small border town 
opposite Burma’s Kachin state, where 
they are still believed to be in police 
custody. 


m- 
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JAPAN 


Election rout shakes LDP’s grip on power 


A mandate squandere 











By Charles Smith in Tokyo 
apan has moved into uncharted politi- 
cal waters following the massive de- 
feat of the ruling Liberal Democratic 
Party (LDP) in the 23 July elections for 

the upper house of parliament, which was 

followed by Prime Minister Sousuke Uno 
announcing his resignation. At the very 
least, the LDP’s loss of its upper house major- 
ity, for the first time since it was formed in 
1955, could create a situation in which many 
types of legislation, including laws related to 
trade liberalisation, will be unable to pass. 
More seriously, the government's stun- 
ning setback may force it to call a lower 
house election before the end of the year, in- 
stead of allowing the present parliament to 
run its full term until mid-1990. The final 
count which gave the ruling party 36 seats, 
compared with 46 for the Japan Socialist 





Party (JsP), was the worst showing in the 
party's history. This means, according to po- 
litical pundits, that the LDP "cannot afford" 
to wait to renew its mandate in the lower 
house until the summer of next year. 

Most analysts believe the LDP would 
probably fare better in a lower house poll 
than it did on 23 July, because voters would 
be more wary of overturning the status quo 
than when electing candidates to the less 
powerful upper house. However, the party 
could still come out of such an election with 
substantially less than half the 512 lower 
house seats. If this happens, the LDP might 
be forced to woo one of the smaller opposi- 


10 


tion groups — probably the middle-of-the- 
road Democratic Socialist Party (DSP) — as a 
coalition partner. 

In order to repair the damage and start 
laying the ground for an eventual centre- 
Right coalition, the LDP is expected to make 
an early start in approaching the smaller op- 
position parties, possibly by offering as 
"bait" a promise of changes in some of the 
government's more unpopular policies, in- 
cluding modification of the hated 375 con- 
sumption tax introduced in late 1988 by the 
Takeshita cabinet. 

A significant minority within the par- 
liamentary DSP appears willing to listen to 
LDP overtures, but a precondition for any co- 
alition would be a change in the LDP's own 
leadership style, preferably to a younger 
and more "democratic" of leader than 


the factional bosses who have headed the 
party in the past few years. This means that 





the choice of a new party president to suc- 
ceed the discredited Uno may be the party's 
top priority. 

A shift of generation, to a cabinet headed 
by a politician such as 5l-year Ryutaro 
Hashimoto, party secretary-general under 
Uno, appears to be one possible means of 
breathing fresh life into the party machine. 
But Hashimoto's enemies include several 
top ranking LDP figures such as former sec- 
retary-general Shin Kanemaru, who may 
hold out for a more gradual change of pace. 

If the ruling party fails to sort out its inter- 
nal leadership problems and is rebuffed by 
the smaller opposition parties, Japan could 
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find itself facing the prospect of a 
“watershed” shift from leadership by the 
pro-business Liberal Democrats to a “reform- 
ist" coalition headed by the Socialists. 

The prospect of the JsP being able to head 
an opposition coalition has seemed remote 
in the past because of the deep policy differ- 
ences over issues such as defence that exist 
between the Socialists and the centrist oppo- 
sition parties such as the DSP and the Komei 
(Clean Government) Party. 

But political analysts are not ruling 
the possibility that the JSP might chang — : 
ideological spots over the next few months 
in a bid to capture the centre ground of poli- 
tics before the LDP can get there. Hints by JSP 
chairwoman Takako Doi that the party 
would not "immediately" withdraw Japan 
from its security agreement with the US 
could be the first step towards trying to build 
a foreign policy consensus that other oppo- 
sition parties could accept. 

The poll result makes it certain that oppo- 
sition parties will control the less powerful of 
the two houses of parliament for the next 
three years, and probably for the next six, 
given the system under which half the seats 
in the house are filled at three-year intervals. 
Even more significant may have been the 
ruling party's almost total failure to capture 
seats in remote rural areas where it is tradi- 
tionally dominant. 


f the 26 rural single seat constituen- 
cies where voting took plaa ` 2 
LDP won three, with nine go _ 9 
the jsp and another nine to a new 
political grouping launched by the Japan Pri- 
vate Trade Union Council (Rengo), which 
had the backing all four non-communist op- 
position groups. The rout suffered by the 
LDP in rural areas appears to reflect the wrath 
of farmers who began turning against the 
ruling party in mid-1988, when the govern- 
ment reached agreement with the US on full 
liberalisation over three years of beef and 
orange imports. 

More fundamentally, it may have 
marked the end of three decades in which 
conservative politicians have been able to 
survive on the principle of “divide and 
rule.” The LDP has habitually sailed home in 
rural constituencies where a single LDP can- 
didate faced two or more “progressive” can- 
didates. But the formation of the Rengo 
common front meant that for the first time 
many LDP candidates had to fight a straight 
battle against one opposition rival. 
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Ruling party candidates fared slightly 
better in cities and in the so-called propor- 
tional representation constituency, where 
the party picked up a total of 15 seats, 
against 22 in the 1986 upper house election. 
But the J5P won 20 proportional and 26 local 
seats. 

LDP candidates in urban areas were dog- 
ged by the resentment of middle-class vot- 
ers at the government's tax reform program- 
me. Women voters also took exception to 
the private life of Uno whose relations with 
prostitutes have been making newspaper 
headlines since soon after he took office on 2 
June. By contrast, the Jsr"s charismatic Doi 
almost certainly won extra votes for her 


Doi's more than 90 campaign appear- 
ances contrasted with Uno's two formal 
speeches, on the first and last days of the 
campaign — in both cases in front of the LDP 
headquarters in the centre of Tokyo. Uno's 

iearance half way through the campaign 

he Paris summit apparently did little to 
boost his or the party's ratings. 

A final negative factor for the LDP was the 
public's sense of having been cheated by the 
government's failure to get to the bottom of 
the Recruit share-peddling scandal. The af- 
fair seems to have come to stand in voters' 
minds for the dirtiness of traditional LDP 
politics and for the evils of the system of 
intra-party factions. 

The fact that two opposition groups, the 
Komei Party and the Democratic Socialists, 
were also tainted by Recruit can have been 
of little consolation to the LDP since their dis- 
comfiture had the effect of channelling al- 
most the entire anti-government protest 
vote to the candidates of the jsp and Rengo, 
two groups which managed to stay clear of 
Recruit allegations. 

The only other “clean” opposition 
group, the Japan Communist Party, also 
fared poorly, winning a mere five seats, 

'ared with nine in the previous upper 
ivuse election. This was apparently because 
voters bought an LDP campaign line which 
sought to link the communists with recent 
events in China. 

The LDr"'s failure to shrug off the after-ef- 
fects of the Recruit affair before entering the 
upper house poll suggests that internal re- 
form should be the party's top priority. But 
the post-Uno cabinet may face a mass of ur- 
gent decisions in external relations, includ- 
ing trade relations with the US, that could 
divert attention from much-needed house- 
cleaning operations. 

The combination of internal and external 
pressures that seems likely to build up 
during the run-up to an autumn 
election could severely test the LDP’s crisis 
management skills, besides presenting 
the jsp with the first real opportunity in 
its 35-year history to gain control of the 
government. Unfortunately, neither party 
seems ready to make the most of its oppor- 
tunities. a 
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BURMA 1 


Detention of opposition leaders buys regime time 


Sowing the 





By Bertil Lintner in Bangkok 
T he Burmese military government's 








decision to place the country's most 

prominent opposition leaders, Aung 
San Suu Kyi and Tin U, under house arrest 
may have given the regime some badly 
needed breathing space after weeks of 
confrontation with the two increasingly 
outspoken politicians. But analysts believe 
the move may backfire and add to the re- 
gime's growing political and economic prob- 
lems. 

When the ruling State Law and Order 
Restoration Council (Slorc) seized power on 
18 September last year and massacred hun- 
dreds of demonstrators, all of Burma's 
donor countries protested by freezing their 
aid programmes. These countries declared 
that aid would only be resumed after “free 
and fair elections" — which the Slorc has 
scheduled for May 1990 — have been held. 
The now detained Tin U is the chairman and 
Suu Kyi the general secretary of the National 


League for Democracy (NLD) — the only op- 
position party taken seriously by Burma- 
watchers. They are likely to be detained for 
one year, well past the promised election 
date. 

“If anyone had any illusions about the 
Slorc's actual intentions, that's gone now. 
There may be elections, but now it's out of 
the question that they are going to be free 
and fair. Consequently, no resumption of 
the foreign-aid programmes can be ex- 
pected. In the wake of the move against Tin 
U and Suu Kyi, scores of other pro-demo- 
cracy activists have been arrested as well. 
The Slorc has launched a heavy crackdown 
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wind 

on all real opposition to its rule and the mili- 
tary seems determined to further consoli- 
date its power," one well-placed source 
said. 

The first international reaction against 
the detention of the two NLD leaders came 
from US Senator Daniel Moynihan, who 
termed the arrest "an outrageous contradic- 
tion of the government's own promise of 
free elections in May 1990." The EC is also 
reported to be preparing a statement. 
Among the world's democratic nations, 
only Japan and Australia still maintain cor- 
dial relations with the military regime in 
Rangoon. 

Placing Tin U and Suu Kyi under house 
arrest is also expected to upset elements 
within the Burmese army, Rangoon-based 
sources say. Suu Kyi is the daughter of inde- 
pendence hero Aung San and founder of 
the Burmese army, while Tin U served as its 
chief-of-staff as well as defence minister in 
1974-76 and retains a considerable following 
within the army. Significantly, Burmese mi- 





litary sources, in a communication relayed 
to the REVIEW, condemned the action taken 
against the two NLD leaders and branded the 
army's present leadership as "inexperienced 
upstarts who are where they are only be- 
cause of their connections with the coterie 
around Gen. Ne Win," still widely believed 
to be running the country, despite having 
formally stepped down as leader. 

The confrontation between the NLD and 
the Slorc began in earnest in June when, for 
the first time, Suu Kyi began openly criticis- 
ing Ne Win. She blamed him for turning 
what once was Southeast Asia's most pros- 
perous nation into an economic wreck and 
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accused him of pulling strings from behind 
the Slorc, thus making impossible any real 
development towards a more open society. 

Since Ne Win seized absolute power in 
1962 he has repeatedly said in speeches that 
"while Aung San is the first father of the 
Burmese army, I am its second father.” The 
official history claims Ne Win is linked to 
Aung San through the so-called Thirty 
Comrades — a brotherhood of young Bur- 
mese nationalists who went to Japan during 
World War II and later returned to fight for 
Burma's independence. On 19 July 1947, 
Aung San and eight of his colleagues were 
assassinated by rival politicians, and two 
years later Ne Win assumed command of 
the army. 

When Aung San's daughter emerged as 
a leading opposition politician last August, 
she challenged the legacy upon which the 
army's loyalty to Ne Win rests. In June, Suu 
Kyi also began hinting at differences which 
existed between Ne Win and her father — a 
taboo topic since 1962. “The army must de- 
cide whether to follow Aung San's way or 
Ne Win's way. Itis Ne Win my father disap- 
proved of and despised," she declared in 
several statements. 

The situation became even more tense in 
the week before the anniversary of Aung 


San's assassination on 19 July, which is 
celebrated officially as Martyrs’ Day. Suu 
Kyi had declared she would march with 
thousands of her followers to pay respect 
to Aung San and the other martyrs, and 
not take part in the Slorc-organised cere- 
mony. 


owever, on 18 July army trucks 
H s with loudspeakers criss- 

crossed Rangoon to announce the 
newly issued Martial Law Order 2/89, under 
which anyone defying Slorc decrees would 
be tried by military tribunal. Those found 
guilty would receive one of three sentences 
— three years imprisonment with hard la- 
bour, life imprisonment or execution. Early 
the next morning an estimated 10,000 sol- 
diers, including artillery and armoured car 
units, moved into Rangoon to reinforce 
troops already stationed there. 

Roadblocks were erected at strategic 
points in the city and people were warned 
they would be shot if they ventured beyond 
them. All major hospitals in the capital were 
told to expect casualties and all telephone 
and telex lines between Burma and the out- 
side world were cut. In order to avoid a 
bloodbath, Suu Kyi called off the planned 
march. 





BURMA 2 


Government party mobilises for 1990 elections 


Political phoenix 


hen the Burma Socialist Program- 
W me Party (BSPP) — for two decades 

the country’s only legally permit- 
ted political party — changed its name in 
September 1988 to the National Unity Party 
(NUP), foreign observers doubted such a 
transparent move would boost its flagging 
popularity. Hundreds of thousands of BSPP 
members left the party during the height of 
the pro-democracy movement during Au- 
gust and September last year. The NUP's in- 
fluence was negligible in Rangoon, and 
even less outside the capital. When it tried to 
open offices outside Rangoon angry crowds 
coated their walls with cow dung. 

The NupP’s central executive committee 
consists of virtually unknown second- and 
third-rung ex-BsPP leaders. Initially, the 
party was not expected to make even a mini- 
mally decent showing in the promised gen- 
eral elections, but developments since then 
reveal a different picture. A closer look at the 
NUP's 15-man leadership and the govern- 
ment's efforts to "mobilise" support for its 
creation shows it to be a formidable compo- 
nent of the apparatus that has ruled Burma 
since 1962. 

In an interview earlier this year in Ran- 
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goon, Chit Hlaing — a top NUP leader and 
former BSSP foreign-affairs chief — told the 
REVIEW that the party had signed up 500,000 
new members bringing the total member- 
ship to 1.5 million — still a million less than 
the BsPP. However, Burmese sources allege 
that workers in state-run factories have to 





Chit Hlaing: forced membership. 
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Suu Kyi said in an interview with United 
Press International — one of her last before 
being detained — that "one good thing 
about this anniversary is that it has forced 
the Slorc to come out and show its true fas- 
cist colours so that everybody knows exactly 
what we are dealing with now." Some ob- 
servers have speculated whether terming 
the Slorc “fascist” could have prompted the 
action taken against her the following day. 
Other sources, however, think Suu Kyi was 
going to use Martyrs' Day to reveal more de- 
tails about the nature of the relationship 
between her father and Ne Win. This 
apparently alarmed Ne Win sufficiently to 
order an immediate crackdown on the 
opposition. 

Analysts are agreed that the present calm 
cannot last long. Dissent within the army is 
growing and living conditions among the 
public at large are deteriorating rapidly. In- 
telligence sources say the country's limited 
foreign-exchange reserves — earned fr 
the sale of timber and fish to Thailand, Su- 
gapore, Malaysia and a few other countries 
— have been used exclusively to buy arms 
and ammunition for the army. Meanwhile, 
rice prices are soaring in Rangoon, with 
many families now able to afford only one 
meal a day. n 


join the NUP or face dismissal, farmers who 
join often do not have to sell their rice to the 
state at low fixed government prices, and 
trishaw drivers need membership cards in 
order to obtain licences. 

Sources in Rangoon say the NUP is intent 
on capturing 75% of the vote. Intriguingly, 
the same figure was mentioned by Radio 
Moscow’s Burmese service on 14 July. Chit 
Hlaing was quoted saying that “75% of 
Burma's population is composed of peas- 
ants and . . . peasants love and support our 
party." Most Burmese sources dispute this 
claim. But with the army effectively in 
trol of Rangoon, the powerful secret pouce 
— the Directorate of the Defence Services In- 
telligence (DDSI) — spinning a web of sur- 
veillance throughout the country and the 
NUP's coercion campaign, the figure of 75% 
may well reappear in May next year if elec- 
tions are held on schedule. 

When it seized power last September, 
the State Law and Order Restoration Coun- 
cil (Slorc) declared it would step down once 
the promised elections have been held. 
However, the state-run Working People's 
Daily on 10 June backtracked on that prom- 
ise, saying the May 1990 elections are going 
to be for a constituent assembly that will 
draft a new constitution which will have to 
be approved. After that, new elections will 
be held and the Slorc will transfer its powers 
to an elected government. This augurs 
another one to two years of military rule. 

Burmese military sources assert that the 
man overseeing this process is not the 
Slorc's figurehead, Gen. Saw Maung, but its 
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first secretary, Brig.-Gen. Khin Nyunt. A 


former operational commander of the Tha- 
ton-based 44th Light Infantry Divison, Khin 
Nyunt was handpicked by Ne Win in 1983 
to become chief of the DDSI. The Slorc's sec- 
ond secretary, Brig.-Gen. Tin Oo, was once 
a general staff officer under Aye Ko. Because 
of their respective connections, Khin Nyunt 
and Tin Oo virtually run the Slorc and also 
command the 200,000-strong Burmese 
army. In other words, Ne Win and his inner 
circle of advisers control both the army and 
the DDSI as well as the NUP. 

When Ne Win seized power 27 years ago 
he depended heavily on support from the 
4th Burma Rifles, the regiment he com- 
manded in the late 1940s. While he later 
purged many former regimental comrades 
as posing a potential threat, a second gener- 
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ation of 4th Burma Rifles alumni later rose to 
prominence. Aye Ko became BSPP joint sec- 
retary general in 1977; Kyaw Htin served as 
defence minister in 1976-88 and chief of staff 
in 1976-85; Tun Tin was minister for plan- 
ning and finance during 1981-88; and the 
hated Sein Lwin became Burma's president 
for 18 bloody days during August and Sep- 
tember last year. 

The 4th Burma Rifles role of providing a 
finishing school for the country’s political 
élite underwent a change in the 1970s. The 
new leaders emerging from the regiment's 
ranks were selected for their loyalty as sub- 
ordinates of Ne Win rather than as contem- 
poraries. Kyaw Htin and Tun Tin have now 
retired — but both Aye Ko and Sein Lwin 
are reported to belong to the inner circle of 
decision makers who are behind the Slorc. 


Opposition storms out over arms purchase 


Artillery barrage 
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dal has come back to haunt Indian 
Prime Minister Rajiv Gandhi, with 
general elections due by the end of the year. 
In a rare show of unity, opposition MPs in 
the lower house of parliament submitted 
mass resignations and those in the upper 
house staged a walkout after Gandhi re- 
fused their demand to resign. 

The cause of the furore was a belatedly 
tabled report by the Comptroller and Au- 
ditor General (CAG) which criticised the gov- 
ernment’s handling of a US$1.3 billion pur- 
« — 'of field artillery guns from Bofors, the 
Swedish arms manufacturer. The CAG re- 
port, placed before the lower house on 18 
July, noted irregularities in the 1986 deal 
stating that millions of dollars in commis- 
sions had been paid to firms outside the 
country. The controversy has been debated 
in parliament and the country’s press for 
more than a year, despite the government's 
earlier denial that commissions were paid. 

The CAG listed a number of lapses by the 
government which caused financial loss to 
the public exchequer, but it did not directly 
hold the prime minister responsible. While 
the ruling Congress party wanted the report 
to be discussed by parliament in detail, the 
opposition would have none of it. Instead, 
the oppositionists saw political gains in em- 
barrassing Gandhi by calling for his instant 
resignation. When the prime minister re- 
fused to budge, pandemonium reigned in 
the lower house on 18 July and the speaker 
had to adjourn the proceedings several 
times in a vain attempt to bring order. 








The opposition continued its disruptive 
tactics on subsequent days and by 24 July 
pulled off its surprise parliamentary coup. 
As proceedings began on 24 July, opposition 
MPs lined up to hand in their resignations. 
A total of 73 MPs resigned on that day and 
three more followed the next day. 

On 25 July, another chaotic scene was 
enacted by the opposition in the upper 
house. After 20 minutes of shouting and 
booing by the opposition and the govern- 
ment benches, the opposition walked out. 
In the event, the ruling party was left staring 
at empty opposition benches. 

However, with the ruling party holding 
the overwhelming majority in parliament, 
the Gandhi government is not in imminent 
danger of collapse and technically it can con- 
tinue to govern until the next election. The 
daring and defiant move by the opposition, 
the first in the country's parliamentary his- 
tory, is transparently aimed at making gains 
in the national election due at year-end. It is 
as yet unclear whether the opposition has 
committed political suicide by this desperate 
move, or whether it has taken a shrewd 
gamble in making the Bofors scandal the 
burning issue at the polls. 

Both the ruling party and the opposition 
have accused each other of “betraying the 
electorate.” The Congress ridiculed the 
mass resignations as a “cheap election stunt 
by the murderers of democracy.” But former 
Congress minister I. K. Gujral, now in the 
opposition, commented: “Parliament is not 
an undergraduate training club but an arena 
for public accountability. If the government 
decides to violate norms on the strength of 
its majority, the opposition must dissociate 


FAR EASTERN ECONOMIC REVIEW — 


A third political generation. has now: 


emerged from among the ranks of the 4th 
Burma Rifles. NUP chairman Tha Kyaw 
served as a non-commissioned officer under. 

Ne Win in the late 1940s — as did NUP gen- 

eral secretary Tun Yi and executive member 
Thein Ngwe. NUP joint secretary general 

Than Tin once served as chief of the army's- - 
Eastern Command; member Myint Lwin is. 
an ex-major general who has headed the | 
Northern, Northeastern and Southeastern 
Commands as well as the Bureau of Special 
Operations at the Defence Ministry. One of 
the most important men on the central = 
executive committee is Khin Maung Gyi, an 
ex-air force officer and a former director of. 
psychological warfare. Only one member = 
has no known military background, M Sin- - 
sar, a Kachin national. u Bertil Lintner — 


from this.” Veteran socialist MP Madhu 
Limaye said: "Without the opposition the- 
parliament would become the meeting of 
the arcc [All India Congress Committee]." 

Understandably, political polemics have 
become loud and shrill. Congress leaders: 
did not hesitate in digging up the political 
skeletons in the opposition's cabinets. Ag- 
riculture Minister Bhajan Lal asked why 
Andhra Pradesh Chief Minister N. T. Rama 
Rao, who heads the Telugu Desam party, 
had not resigned after the High Court found 
a prima facie case of seven corruption 
charges against him. In a swipe at Rama 
Rao, a former actor who engineered the op- 
position resignations, another Congress 
minister charged him of "converting the op- 
position into a theatre company." å 

The stock in trade of the opposition has 
been to hit at Gandhi personally. Janata Dal 
veteran R. K. Hegde said: “No prime minis- 
ter has caused as much damage to the coun- 
trys prestige as Rajiv Gandhi. The Lok 
Sabha [parliaments lower house] has lost its 
sanctity and representative character.” Ac- 
cording to L. K. Advani, another opposition 
stalwart, Gandhi has given India “the worst 
government since independence both in 
terms of competence and integrity.” A more .: 
moderate critique came from Muslim. - 
League spokesman G. M. Banatwala when = 
he deplored the mass resignations, but 
pointed to the various questions and doubts oe 
raised by the CAG report that needed tobe =- 
satisfactorily explained in parliament. E 

The Congress can call the oppositions > 
bluff by dissolving parliament and holding 
early elections. Or it can wait it out in the = 
hope that the Bofors backlash will fade away ^. 
ina few months. The opposition has already. 
announced that it will resort to “democratic — 
agitational means" to keep Gandhi on the . 
defensive. How well the Congress copes - 
with the opposition onslaught and how - 
united the disparate opposition remains — 
most of its earlier efforts at unity have found- 
ered — will be a crucial factor at the nex! 
general election. 
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Cambodian peace talks 
falter in Paris 


»> Talks between the Cambodian factions 
over how to share power when Vietnam 
ends its 10-year military occupation of the 
country in September broke down one day 
after beginning in Paris on 24 July. 
Cambodian resistance leader, Prince 
Norodom Sihanouk, Cambodian Premier 
Hun Sen, and the other two coalition 
partners, the communist Khmer Rouge and 
the faction led by Son Sann, had hoped 
some accommodation could be reached 
before an international conference 
scheduled to begin in Paris on 30 July. The 
major sticking point in reaching an 
agreement centres on the future role of the 
Khmer Rouge. 


Afghan rebels' factional 

killing alarms the US 

> The killing on 9 July of 30 Afghan rebel 
military leaders, including senior field 
commanders, by a rival guerilla group has 
alarmed Washington and raised questions 
over the distribution of aid and the 
mujahideen's overall strategy. A State 
Department official confirmed that the 
killings were carried out by rebels loyal to 
Gulbuddin Hekmatyar. Hekmatyar is the 
leader of a relatively disciplined and 
militarily strong Islamic fundamentalist 
group, Hezb-i-Islami, long favoured by 
Pakistan in the distribution of US arms 
despite its anti-Western attitude. The 
victims were two groups of officers loyal to 
the rebel commander Ahmed Shah 
Massoud, who is affiliated with the 
Jamiat-i-Islami group. Meanwhile, the State 
Department announced on 21 July that as 
part of continuing high-level dialogue 
between US and Soviet experts on various 
regions, US and Soviet officials would meet 
in Stockholm on 31 July and 1 August to 
discuss Afghanistan. 


Sri Lanka lifts 

press censorship 

> The press censorship enforced in Sri 
Lanka from 5 July under tough emergency 
laws currently in force was lifted on 24 July, 
a day after Thevis Guruge, one of the four 
government-appointed censors, was shot 
dead by a gang of unknown gunmen while 
taking a Sunday morning walk near his 
Colombo home. Foreign Minister and 
Deputy Defence Minister Ranjan Wijeratne, 
who announced the lifting of the censorship 
to national editors, did not link the 
relaxation to Guruge's killing. Wijeratne 
asked editors and heads of state-owned 
broadcasting and television corporations 
not to “glorify” subversion and to handle Sri 
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Lanka's current problems with India with a 
sense of "nationalism." He conceded that 
censoring the press had resulted in the 
spread of rumours. Guruge, who was head 
of the state-owned broadcasting monopoly 
and one of two government-owned 
television stations, was the country's most 
senior broadcaster with a 40-year career 
with Radio Ceylon and its successor, the Sri 
Lanka Broadcasting Corp. 


Bangladesh president 
reshuffles cabinet 

> In his latest cabinet reshuffle in mid-July, 
Bangladesh President H. M. Ershad has 
promoted three controversial state ministers 
to full cabinet rank and appointed five new 
state ministers. The three newly promoted 
ministers are Naziur Rahman, a close 
relation of the opposition Awami League 
leader Sheikh Hasina Wajed, who retained 
his politically significant local government 
and rural development ministry, Ruhul 
Amin Hawladar (youth and sports) and 

H. M. A. Gaffar, (civil aviation and 
tourism). Rumours already have begun 
about yet another cabinet reshuffle in the 
near future. 
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Australia unveils major 
environmental programme 

> The Australian Government is to spend 
A$500 million (US$374.5 million) on a 
10-year environmental programme aimed 
principally at arresting salination and other 
land degradation problems mainly due to 
deforestation and over-irrigation. The plan 
includes a massive tree-planting campaign 
and A$2 million to be spent on safeguarding 
endangered species. It will also seek to 
reduce the use of ozone-depleting CFC gases 
by 95% by 1994. Although the plan 
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announced by Prime Minister Bob Hawke 
on 20 July was applauded by the Farmers' 
Federation and other rural groups, the 
Australian Conservation Foundation and 
the Wilderness Society criticised it for failing 
to limit emissions of greenhouse gases, or 
outlaw logging in National Estate forests 
and prospecting or mining in World 
Heritage areas or national parks. 


US unlikely to withdraw 
troops from South Korea 


> US President 
George Bush has 
dispelled the 
likelihood of his 
administration 
actively considering a : 
phased withdrawal of ^ 
some of the 43,000 
American troops 
based in South Korea Lee. 

in response to a 

growing US congressional demand. Bush 
and Defence Minister Lee Sang Hoon held 
talks on 20 July, following the annual 
security consultation in Washington 
between the two countries. Lee said that 
under an increased cost-sharing agreement, 
Seoul will expend an additional US$30 
million next year on top of US$40 million 
already committed for improving war 
reserve storage and maintenance facilities 
for US combat aircraft. He said no decision 
had yet been made on which US fighters — 
F16 or F18 — Seoul will purchase. 





Indonesian courts to 

try 46 subversion cases 

> Indonesian Attorney-General Sukarton 
Marmosujono said on 25 July that the « 
would shortly try 46 cases of subversion, a 
charge carrying a maximum penalty of 
death. Seven separate trials concerning one 
specific incident would begin in August. 
Fourteen subversion trials also will start 
soon in Lampung, South Sumatra, and 
another four in the Western Lesser Sunda 
islands. Sukarton said of these 25 cases: 
"[They] are related to the misuse of Islamic 
teachings. They are usually called extreme 
Right [movements] and deemed to pose a 
threat to national stability and unity." His 
comments led observers to conclude 

these cases stemmed from incidents 
thought to have been sparked by land 
disputes in February and March which 
resulted in clashes between troops and 
villagers. Sukarton said the other 21 cases 
included three charges relating to illegal 
gambling and one relating to customs 
corruption. He said a subversion case 
currently was under way in Irian Jaya 
province. 
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THAILAND 


Parliament debates personalities not policies 


Cracks in confidence 





By Rodney Tasker in Bangkok 
no-confidence debate is now becom- 








ing an almost annual affair in Thai- 

land's parliament as the country 
strides towards a full democratic system, 
with military dictatorships fading further 
from memory. This year was no exception, 
though the grilling of ministers was far from 
a total opposition onslaught and partisan 
politics heavily outweighed any attempt to 
project public interests. 

If the opposition had seriously intended 

ike the government to task, it might have 

1ed in on the fact that the price of rice 
and some other staples here have risen 
faster than wages — a subject of growing 
criticism in the Bangkok media. The official 
inflation rate is running at 4.9%, but the real 
cost of living is estimated to be far higher. 

However, this grassroots issue was only 
a minor point in the opposition’s attempt to 
censure four government ministers. It was 
almost buried as leaders of the two opposi- 
tion parties which had brought the no-confi- 
dence motion concentrated more on the 
ministers’ alleged corruption than their fail- 
ure to address the country's woes. 

So viewers who watched the two-day de- 
bate live on television were treated to the 
spectacle of what cynics believed to be pots 
calling kettles black. Beforehand, public 
charges had flown around that leaders of the 
majority opposition Solidarity Party had 
been bribed by their government counter- 
marts to avoid censuring ministers of the 

1 ruling coalition party, Chart Thai, so as 
not to jeopardise the party’s chances of join- 
ing the government at some time in the fu- 
ture. It was typical Thai-style politics which, 
given the lack of ideological differences 
among the parties, centre more on per- 
sonalities and vested interests during par- 
liamentary clashes. 

While there was no chance of what has 
proved to be a popular government with a 
comfortable parliamentary majority being 
brought down by the no-confidence mo- 
tion, the 30-hour debate was seen by obser- 
vers as a valuable step forward in Thailand's 
democratic maturing process. The fact that 
the government allowed the session to be 
televised was an important advance in this 
direction, and an indication of the ruling six- 
party coalition's self-confidence. 

With all four ministers fending off the 
censure of their personal performances, ear- 
lier speculation that the debate would be fol- 
lowed by a party reshuffle in the coali- 
tion proved premature. Prime Minister 
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Chatichai Choonhavan, whose Chart Thai 
Party has 96 of the House of Representa- 
tives’ 357 MPs, said afterwards that he had 
no plans to carry out such a reshuffle. 

But political sources said that there might 
be a change in the coalition’s composition 
eventually — involving either the Democrat 
or Social Action parties — to be replaced 
possibly by the opposition Solidarity or 
Prachakorn Thai parties. 

Of the two leading opposition parties 
vying for a place in the government, the 
focus is currently on Prachakorn Thai, led by 
perennial political gadfly Samak Sundaravej. 
The opposition’s no-confidence motion 
against the four ministers this time lacked 
the acknowledged oratorial punch of Samak, 
who opted out of the affair because the Soli- 
darity Party decided to exclude senior Chart 
Thai ministers from the motion. Samak, 
who has been in and out of government 
over the past decade, subsequently an- 
nounced that he and his 31-MP party would 
only join the government if Chatichai stood 
down as prime minister, but political ana- 
lysts do not expect this to remain as a condi- 
tion if the party is beckoned power. 

The combined opposition has only 128 





MPs in the lower house, which means some 
government MPs would have had to switch 
ranks to vote against their own ministers to 
make up the required simple majority of 179 
to effectively push through a no-confidence 
motion. While this was clearly never a viable 
scenario, some coalition MPs abstained 
from voting in support of one minister. 
That was Agriculture Minister Sanan 
Kachornprasart, who scraped through the 
motion against him with only 186 votes in 
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support, meaning that more than 20 gov- 
ernment MPs abstained. Sanan, the Demo- 
crat Party's secretary-general, had appa- 
rently fallen foul of concentrated lobbying 
by Solidarity leaders among Chart Thai, So- 
cial Action and other coalition party MPs. 

The opposition accused Sanan of graft 
over a deal to import fertilisers, allegedly at a 
higher-than-market price. But more to the 
point, he was brought to task over the 
ramifications of the government's nation- 
wide ban on logging, which analysts 
thought had brought Sanan into conflict 
with MPs from both sides of the house. 
After the vote, Sanan said he knew some 
MPs “held a grudge against me" because he 
had revoked logging concessions, and al- 
lowed farmers to move into denuded forests 
in which some powerful figures may have 
had a stake. 

Some observers felt there also might 
have been some jealousy towards a min- 
ister who, though a former "Young Turk" 
army major-general involved in the 1981 
abortive coup against the then government 
of Prem Tinsulanond, had become visibly 
wealthy as a result of various business acti- 
vities. 

Sanan's party colleague, Science, Tech- 
nology and Energy Minister Prachuab 
Chaiyasarn, fared better after the debate 
with 205 supporting votes. Prachuab was 
criticised by the opposition for his relatively 
minor move to sack the board of a govern- 
ment science and technology institute. 

The minister who gained the most posi- 
tive votes, though at the same time the most 


no-confidence votes, was controversial 
Prime Minister's Office Minister Chalerm 
Yubamrung. Chalerm, who like Samak is 
considered to be something of a political 
street-fighter, was supported by 210 votes 
by government MPs, but 90 MPs in the op- 
position voted against him. He had been ac- 
cused of benefiting financially from various 
deals involving the changing of the com- 
pany with the franchise for commercial air 
time for the state-owned Channel Nine tele- 
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Chatichai: shifting focus. 


vision station and the removal of the board 
of the Electricity Generating Authority of 
Thailand state enterprise. 

The fourth no-confidence target, Com- 
merce Minister Subin Pinkhayan, of the So- 
cial Action Party, also cruised through the 
debate with 208 supportive votes. Apart 
from criticism of the rising prices of essen- 
tials since he joined the government, the 
minister was accused of receiving money 
from tapioca exporters jockeying for quotas 
to supply the EC market. 

If the no-confidence motion was seen as 
a barometer of a minister's performance, 
Sanan emerged under the biggest cloud. 
Significantly, Chatichai quickly called a 
closed-door meeting with Sanan and his 
Democrat Party senior colleagues after the 
no-confidence vote, reportedly to assure 
them of his continued support for their posi- 
tion in the coalition. 

But some Democrat leaders were embit- 
tered by the fact that several MPs among 
their coalition partners withdrew their sup- 
port for Sanan despite earlier decisions by all 
six coalition parties to support each other in 
the debate. Leading Democrat MP Surin Pit- 
suwan later commented ruefully that the 
vote meant the “beginning of a crack that 
could destabilise the government in the fu- 
ture.” 

That comment may have been prema- 
ture, given the apparent awareness of MPs 
from all parties that any move to seriously 
rock the parliamentary boat at the moment 
might play into the hands of political forces 
outside the parliamentary system. In any 
case, parliament now goes into recess from 
the beginning of August until May 1990, 
apart from a special budgetary session in 
September. 

And with the upcoming international 
conference on Thailand’s war-torn neigh- 
bour Cambodia in Paris in August, and a 
series of overseas trips by Chatichai to 
Brunei, Malaysia, France, Australia and the 
US over the next four months, the political 
focus promises to shift more to external 
rather than domestic issues, Ei 
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Communists kill their cadres on mere suspicions 


Mindless massacre 


By John McBeth in Candelaria, Quezon 

t all began, according to Philippine mili- 
| intelligence, when Communist 

Party of the Philippines (CPP) chairman 
Rodolfo Salas was seized outside a Manila 
hospital in late 1986. In a letter smuggled to 
fellow central committee member Juanito 
Rivera, which authorities found during Riv- 
era's capture more than a year later, Salas 
said he was convinced he had been betrayed 
by a deep penetration agent (DPA) inside the 
party leadership. 

His suspicions may have been ill- 
founded. It is understood the Philippine 
General Hospital where he was taken into 
custody had been under surveillance for 
some time because of the known leftist sen- 
timents of some of its doctors and the belief 
that communist insurgents were being 
treated there for gunshot wounds. 

In any event, the military says the 
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Ocampo: halted executions. 


paranoia that gripped the party was only 
compounded with the capture in March 
1988 of seven other high-ranking CPP cadres, 
including the communist New People's 
Army (NPA) chief Romulo Kintanar whose 
subsequent escape and reinstatement at the 
head of the 23,000-strong guerilla army 
proved a deep embarrassment to the gov- 
ernment. 

Some time in late 1987, the CPP was said 
to have directed the Southern Tagalog Re- 
gional Committee (STRC) to establish a task 
force to root out suspected DPAs — particu- 
larly around Manila and the provinces of 
Laguna and Quezon to the south of the cap- 
ital. The code-name for the purge: Opera- 
tion Missing Link. 
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Now, in what could be a damning con- 
demnation of the CPP/NPA's methods, the 
military has uncovered a series of jungle 
gravesites in Laguna and Quezon, which it 
says could contain the remains of up to 200 
victims of the purge, who were allegedly 
convicted by kangaroo courts and knifed or 
beaten to death on the mere suspicion of 
being double agents. Western sources, how- 
ever, estimate the purge victims to number 
between 40 and 60. The CPP has so far failed 
to comment officially on the killings. In mid- 
June, a local newspaper quoted a CPP source 
charging that the bodies had been tal 
from nearby cemetaries. However, the n 
tary has denied the charge. 

The discoveries were made public in 
May shortly before the NPA suffered another 
propaganda blow when insurgents mas- 
sacred 37 villagers, including women and 
children, in a remote village in southern 
Davao province on Midanao island. The vic- 
tims were all members of the United Church 
of Christ in the Philippines, ironically a sect 
which in the past has shown sympathy to 
the leftist cause. 

Whatever the extent of the Quezon- 
Laguna purge, it was not an isolated case of 
internal blood-letting. In 1985, hundreds of 
party followers — perhaps as many as 800 
— were executed on Mindanao. The NPA 
has admitted mistakes were made in Davao, 
where rightwing vigilantes had dealt the 
party a severe setback and triggered a wave 
of paranoia in party ranks. 

But killings also took place in parts of 
Northern Mindanao — largely, We: 
sources say, because the local government 
forces had set off a successful whispering 
campaign suggesting that DPAs had infil- 
trated the movement. At least three senior 
NPA cadres are known to have been exe- 
cuted for their role in the indiscriminate ter- 
ror which undermined the guerilla strong- 
hold there. 

The existence of Missing Link was first 
confirmed by Renato Constantino, a mem- 
ber of the CPP's National United Front Com- 
mission (NUFC) who was arrested in August 
1988. Other details emerged in November 
with the seizure of documents from Josefino 
Segui, a communist agent captured in 
Quezon. But the real break came through in- 
formation supplied by three NPA cadres, 
who either surrendered or were captured 
between December 1988 and March this 
year: 
> Severino Ranoda, a security guard at NPA 
detention camps who says he observed one 
execution. 
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> Eduardo Borromeo and Apolinario Pab- 
ricio, both of whom were arrested as sus- 
pected DPAs and daim to have only escaped 
execution when politburo member and the 
leader of the CPP-allied National Democratic 
Front, Satur Ocampo, called a halt to the kill- 
ings on 1 November 1988. 

The military says the main focus of the 
purge appears to have been the NUFC and 
the party's Finance Commission. But Bor- 
romeo told the REVIEW that many of his fel- 
low captives were members of urban gueril- 
la hit squads in and south of Manila, who 
had been lured back to the base areas on a 
variety of pretexts. 


anuda, Borromeo and Pabricio led 
R searchers to four different gravesites 
in Laguna and Quezon, where 48 
bodies are said to have been counted. Of the 
12 skeletal remains actually exhumed so far 
— all from one of three sites in Quezon — 
have been identified. The other graves, 
many Containing bodies in an advanced 
state of decomposition and allegedly with 
their wrists still bound by wire, have only 
been partly opened. Further exhumation of 
the bodies is to be carried out by medical ex- 
perts. 

According to Borromeo and Ranuda, the 
man directly in charge of the purge was STRC 
task force chief Gemeniano Gualberto. Al- 
though it has been suggested that politburo 
member and Southern Luzon Commission 
chairman Jose Luneta, among others, had a 
hand in screening suspects’ biographical 
data, it was Gualberto and his task force 
who are alleged to have moved from camp 
to camp carrying out trials and executions. 

Borromeo claims he was denounced by 
his pregnant wife after he suggested they 
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Borromeo and Ranuda: close escape. 


surrender to authorities. So he was arrested, 
bound hand and foot with chains and told: 
“You have lost your rights and privileges as 
a commander and as a member of the party. 
You are an enemy.” 

Detained in the same Quezon camp as 
Pabricio, he claims to have undergone se- 
vere torture, often being hung by his wrists 
for hours on end without food or water — 
treatment which was also meted out to other 
prisoners. One of his crimes, according to 
his accusers, arose from an incident some 
months before when he captured a Philip- 
pines Constabulary major at a checkpoint 
and let him go after taking his rifle. 

Borromeo was saved from execution by a 
violent rainstorm, which set in a day before 
the order to stop the killings arrived. Others 
were apparently not so lucky. Ranuda says 
he witnessed one execution in which a six- 
man death squad bashed a suspected DPA, 
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whom he named as Ka Melvin, with a crow- 
bar and then stabbed him repeatedly in the 
chest with a bayonet. 

Ranuda, who followed the task force 
around as part of a 40-man security detail, 
says he counted about 20 people who were 
led away for so-called “rehabilitation” and 
apparently executed. 

Several days after Ocampo put out his 
hold order, Borromeo, Pabricio and 46 other 
captives were escorted in two groups from 
Quezon to Laguna province. There, accord- 
ing to Borromeo, they were taken before an 
extraordinary review board comprising act- 
ing CPP chairman Benito Tiamzon, Ocampo 
and several other top communists. In a pro- 
cess which went on until 20 December, each 
of the 48 prisoners was individually inter- 
viewed by a single member of the review 
panel and officially exonerated, often with 
promises of leave and other privileges. Bor- 
romeo says the leaders apologised for their 
mistreatment, but pointed out that the mis- 
takes committed by the task force should not 
be blamed on the central committee. 

Western intelligence sources said they 
had independent confirmation of the review 
session. They said it appeared that while the 
central committee initiated the purge, it did 
not anticipate the way it would get out of 
control. But there is also evidence that some 
DPAs were in fact eliminated in the purge. 
Southern Luzon Command chief Brig.-Gen. 
Alejandro Galido told the REVIEW that he 
had lost contact with “quite a number" of 
agents. He said that NPA suspicions over 
spies initially surfaced in his region in 1985. 
And in a comment that might explain the 
brutality of the purge, Galido said: “If one is 
suspected, then all his friends and all his ac- 
tions are suspected." L] 


Luneta, a protégé of exiled former CPP chief Jose Sison and at 


one point Sison's seii evi is thought to have retained his 
place on the 12-man politburo under acting chairman Benito 
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After the purge 


The Communist Party of the 
Regional Committee (STRC) is in disarray and has almost ceased 
to ion i loody purge in party ranks that was 
initiated by the central committee but apparently got out of con- 
trol, according to Philippine military and Western intelligence 
sources 


The sources say that Satur Ocampo, who is a politburo mem- 
ber and chairman of the party's National United Front Commis- 
sion seems to have taken over — at least temporarily — from Jose 
Luneta as head of the Southern Luzon Commission, which in- 
dudes the Southern Tagalog, Bicol and Mindoro regional com- 
mittees. 

Luneta is among several leading cadres who are believed to 
have been disciplined for failing to keep a tighter rein on the so- 
called Missing Link task force which carried out last year’s purge 
in the party. Ocampo halted the search for military deep penetra- 
tion agents in November 1988 after a breakdown in party isci 
line and the summary executions of scores of people, many of 
whom were said to be innocent. 


Tiamzon. Sison, who is currently living in the Netherlands and 
is unable to travel because his passport has been impounded, is 
the chairman in absentia of the party’s five-man executive com- 
mittee. 

Others who are said to have been disciplined in connection 
with the ing Link affair include strc Miel 
Laurenaria, Gemeniano Gualberto, STRC's operational command 
chief and reputedly the leader of the task force, and STRC spokes- 
man Gregorio Rosal, who made his mark in the Philippine media 
last year in much-publicised negotiations over the release of five 
captured military officers. 

ing those negotiations that newsmen vid 
Severino Ranuda, one of Rosal's bodyguards. Ranuda left the 
ru CU ie nce ia lod Demi 
tary to the alleged graves of the purge victims in remote areas of 
Laguna and Quezon provinces, south of Manila. 

Intelli sources have been unable to determine the full ex- 
tent of the discipli action against Laurenaria and Gualberto 
pie dap sasl Cocaine g members 
of the STRC. According to government sources, Gualberto has 
been replaced by a figure known as Ka Choi. m John McBeth 
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Provincial problems threaten political and economic collapse 














By Michael Malik in Port Moresby 


apua New Guinea (PNG), beset by 
a bewildering array of problems, is 
at its most critical crossroad in 14 
years of independence, with Prime 
Minister Rabbie Namaliu warning that the 
economic progress and security of the na- 
tion are in real danger. Long-standing inter- 
nal problems have been brought to a head 
by the violent landowners’ insurrection on 
the island of Bougainville. Rebels, armed 
with shotguns and bows and arrows, have 
brought production in the world’s biggest 
copper mine to a halt, with incalculable ef- 
fects on the confidence of other current or 
potential investors as well as worldwide re- 
percussions for the copper market. 

The parliamentary system has long been 
periodically deadlocked, with successive 
governments virtually unable to function 
because of almost constant changes of al- 
legiance among MPs. Damaging inter-com- 
munal rivalries are unabated and little pro- 
gress has been made in diversifying the 
economy away from its heavy reliance on 
the mineral sector. Agriculture is badly neg- 
lected, leading to a heavy reliance on im- 
ported products. The country’s infrastruc- 
ture is woefully undeveloped, with little 
progress even towards a road link between 
Port Moresby and the second city of Lae. 

But overshadowing all the other political, 
economic and social problems is the situa- 
tion on Bougainville, where a revolt, in 
which more than 20 people have died, has 
stopped production at the mine — wiping 
out 45% of the country’s exports and 17% of 
government revenue. Namaliu has said that 
if the crisis remains unsolved 
the situation will seriously 
erode PNG's balance of pay- 
ments and overseas reserves 
and affect the viability of banks 
and finance institutions. 

Before the impact of the 
stoppage was felt, the country's 
current-account deficit was 
Kina 31 million (US$35.6 mil- 
lion), with inflation running at 
6.4% for the year. Growth in 
GDP has been healthy and latest 
available figures suggested it 
was 5.8% in 1987, but much of 
that is dependent on the min- 
eral sector, which government 
last year predicted would pro- 
duce 55% of revenue by 1993. 
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The country's net international reserves 
stood at Kina 9.1 million in March, with the 
equivalent of four months' foreign-exchange 
earnings in reserve. 

But despite government and army op- 
timism about ending the insurrection and 
reopening the mine, there are strong 
reasons to believe that it will be closed for a 
very long time and possibly permanently, 
with the rebels standing firm on a demand 
for an end to mining and the secession of 
Bougainville from PNG. 

The central government has declared a 
state of emergency and launched a security 
operation against the militants — commit- 
ting more than 2,000 men — 75% of the total 
security forces. The Bougainville force is a 
unified army-police operation, under mili- 
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tary control. But while the government will 
resist disintegration of the state with all its 
resources, its ability to eliminate the rebels 
and secure the very vulnerable mine has to 
be doubted. 

Lost revenue over several months will be 
bad enough, but if the rebels do succeed in 
driving out a major foreign investor — Con- 
zine Riotinto Australia (CRA) — it will not 
only almost certainly spell a PNG recession, 
but drastically affect investor confidence. 

So far big investors such as CRA and the 
US oil company Chevron deny any loss of 
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faith, and are going ahead with projects and 
prospecting, but these are commitments al- 
ready so far down the track, such as CRA’s 
Hidden Valley gold mine and the Chevron 
drilling in the Northern Highlands, that 
they could not pull out. More important will 
be whether entirely new commitments are 
made by foreign investors in the future. 

In addition, Bougainville produces 2.5% 
of the world’s copper, and its permanent 
closure will have a particular impact on Ia- 
panese and South Korean smelters w! 
have long-term contracts for its copper í 
centrate. High copper prices have been 
buoyed up in the past year by production 
problems in South America and Zambia, 
and with world stocks low, Bougainville’s 
550,012 dry tonnes annual production of 
copper concentrate will not be easily re- 
placed at short notice. 

In Tokyo, the six Japanese customers 
were guarded about the situation, Bougain- 
ville Copper Ltd (BCL) having invoked the 
force majeure clauses in their contracts. Mi- 
tsubishi Metal said it had plenty of concen- 
trate stockpiled and could easily increase im- 
ports from Indonesia, Australia, the Philip- 
pines and elsewhere if necessary. Mitsui 
Mining and Smelting, which relies on BCL 
for about 10% of its concentrate require- 
ments said because it had some prior warn- 
ing it had sufficient time to prepare for alter- 
native supplies. 

Surprisingly, official optimism seems to 
have been taken at face value, at least c 
Australian stockmarket. Shares in CRA — 
which owns 53.5% of BCL with the PNG 
Government the other major shareholder 
with 19.195 — this year have only come 
down from A$8.40 (US$6.40) to 
A$7.70, while BCL shares are 
down to A$1.77 from a high of 
A$3.05, and few brokers ap- 
pear unduly worried or even 
well-informed about the situa- 
tion. 

The Bougainville crisis has 
been brewing since the mining 
contract was first negotiated be- 
fore independence in the early 
1970s, with one of the major 
built-in problems being the dis- 
parity between the 5876 of pro- 
fit going to the national govern- 
ment through dividends and 
taxation, compared with 5% to 
the provincial government and 
196 to the landowners, leading 
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to increasing discontent. While the govern- 
ment virtually ignored the problem, BCL has 
maintained that the row was between the 
PNG parties and has had nothing to do with 
it. 

When the danger signs appeared in 1987 
and the first violence in December 1988, the 
government was very slow to react. By the 
time the full extent of the problem was 
realised in May, many believe the situation 
already was irreversible. 

The closure already has had an impact on 
the central government, with cuts and 
freezes to public spending announced with 
more likely to follow. Namaliu has already 
forecast that in the next budget possible cuts 
in vital services such as health care and edu- 
cation could be made. About 40% of the 3.5 
million population is estimated to be 
involved in the-"cash" economy, with 
perhaps 20% of this figure counted as wage- 
earners. With some quarter of these wage- 

vers — perhaps 70,000 people — em- 

yed by the government, the impact of 
public spending cuts will be widespread. 


o add to the economic woes, the 
national trade union movement 
has threatened strike action over 
the delay in setting a new 
minimum wage, while the simultaneous 
scrapping of the international regulation of 
coffee quotas will almost certainly mean a 
drop in value of the crop. Coffee is PNG's 
second-most important export, making up 
about 15% of exports valued at something 
over Kina 65 million in the past year. Prices 
of two other major crops, cocoa and copra, 
are at rock bottom — international cocoa 
prices have fallen 33% this year — and the 
government already this year has had to 
subsidise the Cocoa Stabilisation Fund with 
Kina 15 million and that will have run out 
again by October. 
On the national political front, Namaliu, 
fice for just over a year, is hamstrung by 
volatile parliamentary situation and 
under pressure from opposition parties 
eager for a change of government. He also 
faces a formidable list of other problems, 
none of which appear near solution. 
Lawlessness, corruption and the top- 
heavy bureaucracy — including 360 paid 
members of the national or provincial as- 
semblies — continue to plague the country. 
Violence between communities, which has 
become a major factor in Bougainville, could 
spread, while internal community rivalries 
in the Highlands recently resulted in the first 
murder of a national government minister. 
As a worst-case scenario, some foreign 
investors involved in the PNG mining in- 
dustry believe that if the government cannot 
restore Bougainville to production it will 
mean that no present or future mine in the 
country is safe from a similar threat. If 
Bougainville — or the whole of North Sol- 
omons province — were to wrest major poli- 
tical or financial concessions from Port 


3 AUGUST 1989 


Moresby, other provinces containing rich re- 
sources, particularly the Highlands, could 
well be tempted along the same path. 

So far neither Australia or Indonesia, 
PNG's two nearest and most powerful 
neighbours, have expressed any immediate 
fear for stability. The impact in the South 
Pacific, and specifically in the fellow Melane- 
sian states of Solomon Islands and Vanuatu 
has been publicly muted in line with a tradi- 
tion of non-interference, but there is con- 
cern, particularly in the Solomons. Bougain- 
ville is geographically and ethnically nearer 
to the Solomons than to the mainland of 
PNG, and personal links are very strong, 
with many inter-marriages and many 
people coming and going between the is- 
lands by small boat without requirement of 
formal documents. 

While always making it clear that it has 
absolutely no ambitions towards Bougain- 
ville, the Solomons Government has pri- 
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vately told both PNG and Australia that it 
disapproves strongly of the heavy-handed 
security forces behaviour round the mine 
area, and to Australia's involvement, even if 
it cannot be classed as intervention. 

The fact that Solomons Prime Minister 
Solomon Mamaloni was "too busy" to see 
PNG Deputy Prime Minister Akoka Doi 
when he stopped in Honiara on his way 
back from July's South Pacific Forum in 
Kiribati was a strong pointer to his govern- 
ment's displeasure, spelt out privately by of- 
ficials who did receive Doi. The situation cer- 
tainly is straining the loose Melanesian 
Spearhead grouping, and must make hopes 
of a Melanesian Federation even more of a 
pipedream than it is already considered. 

While there are plenty of reasons to fear a 
major economic crisis, the more optimistic 
observers suggested that a Bougainville clo- 
sure, with the consequent hardship, might 
help curb the country's over-dependence on 
the mining sector and force more attention 
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to vital agriculture. It might also, it is 
suggested, at last force the government to 
restructure the huge and expensive bureau- 
cratic machine bequeathed to it by the Aus- 
tralian colonial administrators. 

Others suggest that with a new major 
gold mine at Porgera, in the Highlands pro- 
vince of Enga approaching start-up with 
much better terms for the local people, and 
at least two other gold projects in the firm 
planning stage, some of the loss of Bougain- 
ville revenue can be replaced within a not 
unreasonable time. Another positive factor 
is increasing production at the Ok Tedi mine 
in the Star mountains. But while Ok Tedi 
production doubled to 60,000 tonnes of cop- 
per ore a day between the March quarters of 
1988 and 1989, and is moving on towards 
full capacity of 70,000 tonnes, that would 
only be half Bougainville's 1988 production. 

Having abandoned an attempt to 
negotiate an end to the Bougainville crisis 
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after the mine was closed on 15 May, when 
the militants stuck to their impossible de- 
mands for Kina 10 billion in compensation, 
withdrawal of all forces, an end to mining 
and secession, Namaliu has turned to a mili- 
tary solution. This he has put in the hands of 
the ambitious former army commander, 
Ted Diro, admitted back into the govern- 
ment despite a forestry scandal — in which 
he was linked with former Malaysian for- 
eign minister Tan Sri Ghazali Shafie — still 
hanging over his head. 

Diro, as minister of state with special re- 
sponsibility for the state of emergency, has 
jumped at the chance to project himself into 
a high-profile heroic role, suggesting his 
men are facing up to 1,500 rebels — almost 
certainly an exaggeration. 

Nevertheless, the military task of protect- 
ing 30 km of vital power pylons from the 
coast to the mine is daunting and random at- 
tacks on workers are being carried out al- 
most daily. Even the army's own claims of 
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the killing and capture of militants are num- 
bered only in dozens. The militants have the 
freedom of their home ground — mountain- 
ous jungle. The security forces are poorly 
equipped, lack training for a counter-in- 
surgency operation and also lack transport, 
both on the ground and in the air. 

In the face of these problems, the Austra- 
lian management of BCL is firm on not 
reopening the mine if there is risk to its em- 
ployees. At the same time it is having great 
difficulty in holding vital staff and it could 
well be that even if the security situation im- 
proved greatly, it would not be possible to 
work the mine at the sort of volume which is 
necessary to make it financially viable. 

In December 1988, the mine employed 
3,560 workers, including 610 expatriates, 
mostly Australian, and 2,950 PNG citizens, 
two-thirds of whom were from other parts 
of the country than Bougainville. Since then, 
522 have resigned, including 220 expat- 
riates, 567 have been retrenched and 250 ap- 
prentices have been suspended. With some 
staff still away on unpaid leave, there are 
2,350 on the payroll, which is costing about 
Kina 2.8 million a month — a situation BCL 
says cannot continue indefinitely. 

The latest retrenchment, of 266 work- 
ers, was carried out only on 20 July, an indi- 
cation that despite the government's brave 
words, there is no start-up date in sight in 
the company's view — and officials agree 
the longer the mine is closed, the more likely 
itis it will never reopen. 

In its last full year of operations the mine 
produced revenue of Kina 480 million — 
Kina 1.3 million a day — and profits after tax 
of Kina 108.6 million. " 
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Bougainville rebellion may keep mine closed 


Island insurrection 


By Michael Malik in Arawa, Bougainville 


nce outside Arawa and heading up 
the 30-km road to the mine at Pan- 


guna, the first thing that becomes 
evident is the eery silence. Gradually it be- 
comes clear what is strange — no people are 
visible. The bus shelters along the road are 
empty. So are what used to be roadside fruit 
stalls, some of them burned and smashed to 
pieces. Then, the first of the empty villages, 
its corrugated iron huts looking as if they 
have been tossed around by a hurricane. 
They have been smashed and burned by riot 
police, whether under orders or merely out 
of control, is not clear. 

Round a bend is the first dramatic sign of 
the rebel militants — a giant power pylon, 
neatly blown off its legs and laying half 
across the road. This is the blow which first 
closed the mine on 15 May — but the con- 
tinuing attacks on guest workers and expat- 
riate staff are what keeps it shut. 

Only those attacked catch a glimpse of 
the rebels, but all accounts say they wear 
civilian clothes with red “Rambo” sweat- 
bands round their foreheads marked “BRA” 
— Bougainville Revolutionary Army. Their 
main weapons are shotguns, some of which 
fire ball-bearings or even fishing sinkers, 
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but many do not even have these and 
carry homemade but formidable crossbows, 
powered by heavy rubber fan-belts, which 
one mine official said he could not even 
pull a third of the way back. Their arrows 
kill. 

The security forces also are short of 
equipment. Civilian vehicles have been 
hired or borrowed to augment the handful 
the army could supply. And in the absence 
of any military helicopters, commercial ones 
have been hired to fly reconnaissance mis- 
sions, while Australia has agreed to give, as 
part of its military aid, four Iroquois helic 
ters which were due to go out of service. | 
willing to become too involved in the situa- 
tion, Canberra refused military pilots — 
they will be flown by commercial pilots paid 
for with an Australian grant — and imposed 
the condition that the craft were not to be 
used as gunships. 

At the start of the rebellion at the end of 
1988, just after rebel leader Francis Ona dis- 
appeared into the jungle, a mine store was 
broken into and explosives stolen. These 
clearly have been used in blowing up py- 
lons, but the rebels also are believed to have 
the ability to make explosives from nitrate 
used in fertiliser and to have successfully ex- 
tracted high explosive from wartime Japan- 


tracts and jobs, which spreads that wealth from the centre round 
provinces. Being out of office means no access to patronage 
and a strong risk of losing next time at the polls — as do about 


The paradox is that while a permanently entrenched gover 


With little to hold it together except the concept of nationhood — 
a nation whose boundaries have little logic other than lines 
drawn on a map by various colonial powers — it is quite surpris- 
ing that PNG has even the cohesion it does. 

PNG's colonial overseers left it with a Westminster parliamen- 
tary system in the capital territory of Port Moresby, plus 19 hur- 
riedly added provincial administrations, all with assemblies of 
their own. But though PNG is one of the very few former col- 
onies to have its parli tary democracy, its politics 
are turbulent. The lack of clearly defined ideological differences 
between a multitude of parties forces any government into a con- 
tinual balancing act to assemble a majority. 

Given the strong rivalries between the ambitious and numeri- 
cally strong Highlanders, with their mineral, timber, coffee and 
cocoa wealth, the less favoured Papua region in the south and 
the more sophisticated island provinces — which have had great- 
er exposure to the West and also are well endowed — some form 
of coalition is necessary if the country is not to fracture under the 
strain. 

Holding government office means access to patronage. Pa- 
tronage means wealth, principally through government con- 
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ment would produce a less-equal spread of benefits and eve.. 
bigger-scale corruption, the constant shifting of allegiances has 
resulted in a situation where government has been virtually 
paralysed for two years. 

Prime Minister Rabbie Namaliu, a calm, Canadian-educated 
professional administrator, could be accused of inaction over the 
country’s many problems, but he has had a very difficult year in 
office. Not only has the Bougainville landowners’ revolt over 
mining rights erupted after years of . There also have been 
riots by copper mine workers at Ok Tedi in the Highlands — 
principally over the alleged failure of the mine company to pro- 
vide promised housing — and a damaging army rampage in 
which soldiers stormed parliament demanding rises in pay fro- 
zen for 10 years, which had to be conceded quickly. 

Namaliu, an islander, had come to office by overturning 
Paias Wingti, a Highlander, on a motion of no confidence; 
he now faces the threat of the same thing ha ing in reverse. 
Everybody agrees that the present situation of large numbers 
of independent MPs with no fixed loyalty except to whatever 
leader is promising the best return, plus the freedom MPs 
have to leave the parties for which they were elected, is a 
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ese shells still held in dumps throughout the 
district. 

The expertise shown already has 
convinced the authorities that among the 
rebels is at least one explosives expert 
with army expertise — probably trained in 
Australia. Local expatriate residents insist 
some whites have been seen with the rebels, 
but there is absolutely no confirmation of 
this, though even officials will not rule it out. 

Ona overthrew the older genera- 
tion of leaders of the Landowners As- 
sociation in 1987, and when he went 
to ground after rejecting further ne- 
gotiations over landowner claims for 
massive compensation, he was be- 
lieved to have had only a tiny band of 
20 or less followers. But others were 
believed to have followed, especially 
after the rebels' success in closing the 
mine and still more have joined him 
as a result of the brutal behaviour of 

`> riot police towards the local 
pulation. 


ore worrying still, said some 

observers, was information 

suggesting the movement 
had been joined — and possibly is 
dominated by — a charismatic "cargo 
cult” leader, Damien Damen, who 
has lived in isolation with several 
hundred followers ever since PNG became 
independent in 1975. Damen made his mark 
when a UN decolonisation committee 
sought his views in 1968 on the future of the 
then Australian-administered island. He 
said Bougainville would rather join the US 
than PNG. 


redpe for continued i 


Soldiers on patrol at Guava: scepticiom. 


ts and lack of continuity. 


Cargo cultists, found in many places in 
the Pacific, believe that all material wealth 
comes from their ancestors in the form of 
gifts. When they first came into contact with 
Westerners, especially during World War II, 
they rationalised that the material posses- 
sions the Westerners had must have beén 
destined originally for them and had been 
stolen. 

The bodies of some recent victims of 





X 


rebel attacks are reliably reported to have 
carried axe cuts on arms and legs which are 
believed to be a sign the cultists were re- 
sponsible. If the cultists are fighting 
alongside or in parallel with the land- 
owners, they now have a common aim — 
secession from PNG and an end to mining 


Highland language groups — gave Wingti the opportuni 


operations, which they believe have not 
benefited them. And they might have as 
many as 600 men between them, with many 
more sympathisers. 

Faced with an enemy which, though ill- 
equipped, has the advantage of melting 
away into the jungle and is difficult to iden- 
tify among villagers, the security forces are 
"relocating" — the official word which re- 
placed the previous "evacuating" — hun- 
dreds of villagers from near the mine 
to camps in Arawa. 

Clearly the objective, apart from 
denying the rebels access to supplies, 
is to allow the army a range of free 
fire. "We are giving [the villagers] 
more than ample warning to leave 
the area. When the operation is over, 
they can go back," said Col Lima 
Dotaona, the joint commander of 
army and riot police forces. 

Although the security forces claim 
successes and "heavy engagements" 
with rebels and eyewitnesses confirm 
long hours of automaticand machine- 
gun fire, very often the army reports 
no casualties on either side or one or 
two wounded rebels, who frequently 
are said to have been carried away by 
their colleagues. Scepticism over the 
effectiveness of the government 
forces has been increased by the fact 
that people in Panguna or moving up and 
down the Arawa road frequently see troops 
fire long bursts into the roadside jungle 
without the faintest hint of rebel presence. 

What is undeniable, however, is that 
rebel intelligence is good. Michael Bell, an 
Australian adviser to the joint-venture mine- 


ity 
ence motion out of for 
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Efforts by Wingti before his defeat to form a "grand alliance" 
for the national good floundered over the various interests' fail- 
ure to agree how to divide the power. Other remedies have yet to 
attract support from all sides. 

The government has two proposals tabled which would give 
a new administration a 30-month breathing space from a vote of 
no confidence rather than the present six-month period. A par- 
liamentary committee is proposing other measures to curb gov- 
ernment changes without actually stipulating the grace period. 
Others, including Minister of State Ted Diro, favour tions 
under which only members of recognised parties could stand for 
parliament and which would force them to face by-elections if 
they crossed the floor. 

But even if the necessary two-thirds majority could be ob- 
tained none of these reforms would come into effect until the 
election of the next chamber, which is not due until 1992. 

The current situation is complicated by Wingti's obvious re- 
luctance to a no-confidence vote, despite his public claims 
that he has the numbers to do so and that Namaliu’s inaction 
must be redressed. But it is clear that Wingti has no real desire to 
step into the hot seat at this stage and no solution to the country’s 
pressing problems, but is being pushed by others greedy for of- 
fice and the traditional pickings which go with it. 

The murder on 30 June of the young Communications Minis- 
ter Malipu Balakau — an Engan Highlander, one of the larger 


gracefully to withdraw a no-confid 
Balakau’s followers, but he might still be forced to go ahead with 
it or surrender his leadership of the opposition. 

The Balakau killing came as the nation was still shocked by the 
killings in Bougainville, where workers have often 
been the target, and brought about instant rioting and looting in 
his hometown of Mount Hagen. It also caused extreme ner- 
vousness on the part of the government, which has the bulk of its 
security forces committed to Bougainville. 

But the crisis over the killing calmed quickly and appeared to 
re tee ee While 
Balakau was not an important national figure and was almost cer- 
tainly killed by local business or political rivals (or both), the case 
pointed up not just the apparently increasing use of violence, but 
the rot at the heart of PNG politics. 

Balakau had been prominent among those who successfully 
negotiated the comparatively favourable compensation and roy- 
alty terms for the planned Porgera gold mine with the govern- 
ment and the foreign developers — Placer Pacific, Renison 
Goldfields and MIM — on behalf of the local landowners. 

But despite being an MP and people’s spokesman, his 
private company also had won a lucrative T for war 
work from the mining company — the sort of blurring 
politics and profiteering which bedevil the entire country. 

8 Michael Malik 
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The Puig mine: ‘pay-back’ attacks. 


owner Bougainville Copper Ltd (BCL), who 
had been involved in the original compensa- 
tion negotiations in the early 1970s, arrived 
back in Panguna after several years in May. 
One day later, he was shot and seriously 
wounded outside the mine guest house. 
Similarly, Australian helicopter pilots hired 
to fly commercial craft for the security forces 
were fired on as they left the local airstrip in 
July, and officials admit it had every appear- 
ance of being a planned attack. 

Attacks also are carefully directed at ex- 
patriates and non-Bougainvillian workers 
and settlers, bringing about inter-communal 
unease and what are known as "pay-back" 
attacks, all adding to the tension. As a result, 
non-Bougainvillians are returning to their 
home villages in their hundreds. Businesses 
operated from Port Moresby, such as the 
local agency for Suzuki vehicles, are closing 
and staff are being taken home. Retailers in 
Arawa report takings down 40%, with more 
closures inevitable. 

Two Australian wives of mine-workers, 
packing to go home with their husbands 
after 10 years, said that they had got to the 
point where they were frightened for them- 
selves and their husbands and their children 
woke in the night screaming because they 
were continually hearing gunfire and explo- 
sions. The time had come when they — 
sadly and with regret — had decided it was 
not worth staying on. They both expressed 
compassion for the local women and child- 
ren who were the ones really likely to 
suffer. 

Prime Minister Rabbie Namaliu told the 
REVIEW he believed that as conditions wor- 
sened and the hardship from the closure of 
the mine started to filter down and affect the 
livelihoods of local suppliers and traders, 
the local population would turn against the 
rebels and realise their interests were in 
reopening the mine. 

Others in Arawa doubt this. By the time 
food, fuel, health care and other supplies 
dry up, it might well be too late to reverse 
the situation. The deep-rooted hostility in 
Bougainville to the island’s incorporation in 
PNG in the first place and to the mine in 
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general and the locals’ ability to revert to 
subsistence living — currently practised by 
at least 60% of the population — made a re- 
turn to the status quo even less likely. 

Another major problem for the govern- 
ment and the military command has been 
the almost unbelievable violence and indis- 
cipline on the part of the riot police. The 
alienation and fear of the locals came to a 
high point on 1 July, when two truckloads of 
Highland riot police, angry over a rebel am- 
bush of comrades earlier in the day, severely 
beat provincial premier Joseph Kabui and 
blinded a provincial minister in one eye with 
blows from rifle butts. They even humiliated 
Kabui into licking their comrades' blood 
from the vehicles in which they had been 
taken to hospital. 

Inside the administrative offices of 
BCL, overlooking the awesome mine 
pit, one of the biggest man-made holes on 
the earth's surface, there is the surpris- 


ingly cheerful cameraderie of the besieged. 

The company said it had no scenario for 
complete closure, though outsiders find this 
difficult to believe and there are reports that 
a study has already been made of what 
equipment could economically be taken 
away in the event of a decision to close. 

Officials, while defensive about the com- 

y's record, admit mistakes were made. 
Early hostility among the island people was 
ignored. And when the need to communi- 
cate was realised, efforts were bedevilled by 
placing liaison officers in the local commun- 
ity, leading to accusations of "spying." BCL 
admits it should have pressed the central 
government, the only authority which could 
return benefits to Bougainville through in- 
frastructure and facilities, to do more. 

Officials also admit that efforts to encour- 
age their expatriate employees — who are 
mostly Australian — to understand and in- 
teract with local workers and the local com- 
munity, have been bad. Classes are offe! ' 
in cross-cultural understanding and the lc 
language, but there is only intermittent in- 
terest. Even those who express some in- 
terest in the locals admit they do not do 
much about it. 

Much more common is the attitude that 
they are there for the good life and the 
money, and have no interest or desire to 
know anything about the people they live 
among. The lifestyle is unashamedly “colo- 
nial,” with a great deal of emphasis on a 
closed social circle devoted to sport, food, 
drink and “good times.” Ironically, the ex- 
patriates are very inclined to sneer that PNG 
people cannot hold their beer and often land 
in jail on pay day, while simultaneously 
boasting of their own monumental drinking 
sprees and gross behaviour. x 
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New guidelines for mining negotiations 


Formula for peace 


leasing, royalties and compensation 

agreement for the Bougainville cop- 
per mine have forced the PNG Government 
to re-examine its guidelines for future nego- 
tiations. It has produced a new formula 
which will give far more benefit to the local 
people rather than the central government, 
while not affecting outside investors. 

The first agreement to be worked out 
along these lines is that for the future deve- 
lopment of a new gold mine at Porgera, in 
the Highlands province of Enga northwest 
of Mount Hagen, under a lease to a consor- 
tum made up of Placer Pacific, Renison 
Gold and MIM, to be managed by Placer. 

Under the Bougainville agreement, 


T he problems arising from the original 
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worked out before PNG's independence in 
1975, landowners get 1% of earnings from 
royalties and compensation; the provincial 
government 5% from royalties and sales and 
other taxes; the national government 58% 
from income tax, dividends on its 19.1% 
ownership, customs duties and other taxes, 
with other shareholders — the biggest being 
Conzic Riotinto Australia with 53.6% — 
sharing 36% of total earnings. 

Under the Porgera formula, worked out 
in a series of forums involving the company, 
the national and provincial governments 
and the landowners (decided after detailed 
genealogical studies), the national govern- 
ment will take only 10% equity, while retain- 
ing its legal right to 30% in any future pro- 


3 AUGUST 1989 





ject. The landowners and provincial govern- 
ment can acquire up to 10% of equity from 
the government's share — in this care that 
would amount to all of it — and the national 
government will provide funding for 4.9% 
of this, to be repaid from profits. 

Distribution of royalites will be 2876 to 
the landowners and 72% to the provincial 
government. In addition the national gov- 
emment will pay a yearly grant to the pro- 
vincial government of 1% of royalties out of 
taxation in a move to try to shift more benefit 
to the area in which the mine is situated. The 
company will provide all infrastructure and 
facilities for the workers, and give local 
people first priority in employment and con- 
tracts for supplies and services. 

Placer project manager Victor Botts, an 
American mining engineer, is very optimis- 
tic about the development, which has an ex- 
pected life of 24 years. He said the new for- 
mula and involvement of the local popula- 

ı would avoid the sort of escalating 

ms in Bougainville, where the main grie- 
vance was always that too much benefit 
went out of the local community whose land 
was being ruined. 

But despite all the good intentions, there 
are obvious areas for possible friction later. 
About 180 families — possibly 1,000 people 
— are to be moved from their traditional vil- 
lages and relocated in houses built to their 
own specifications. The housing may be 
superior, but a second generation — as hap- 
pened in Bougainville — may come to view 
the destruction of its home villages as a 
source of grievance. 

And nothing formulated now can avoid 
increasing expectations or possible issues for 
friction in the future. One obvious potential 
issue is the decision to empty the fluid 
effluent from the refining process into the 
Strickland river. The company is adamant 
that the sulphuric acid produced in the pro- 
cess will be neutralised before its disposal. 
Tk rock sediment in the water will be more 

problem, though the company claims it 
will add only a fraction to the naturally 
muddy condition of the river. 

Another possible problem is that the 
Strickland flows into the Fly river — and the 
Fly is already carrying millions of gallons of 
effluent from the Ok Tedi mine. Local 
people there have maintained that their fish- 
ing has been affected, which is denied in Ok 
Tedi-produced environmental studies, but 
these are the sort of issues which could well 
contain the seeds of discontent. 

In a rough-cut of a promotional video 
being produced by Placer on the Porgera 
mine there is a brief shot of a young man, 
among happy, smiling women and child- 
ren. His remarks are given in a voice-over: 
“Mine employees are getting good compen- 
sation. If the company does not give me à 
job I will close down the mine." One won- 
ders if company executives will listen 
to that view — or edit it out of the finished 
version. = Michael Malik 
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Bangladesh initiative over Saarc upsets Pakistan 


Strained re 


By S. Kamaluddin in Dhaka 


he rift between Sri Lanka and India 

over Colombo's demand for the with- 

drawal of the Indian Peace-Keeping 
Force has disrupted plans for the foreign 
ministers’ meeting of the seven-nation 
South Asian Association for Regional Coop- 
eration (Saarc) and threatens to create fur- 
ther problems for the four-year-old group- 
ing. 
Adding to the confusion has come a well- 
meaning, albeit ill-planned initiative by 
Bangladesh Foreign Minister Anisul Islam 
Mahmud to salvage the meeting, which has 
caused a misunderstanding between Dhaka 
and Islamabad, the current Saarc chairman. 

Mahmud was responding to the crisis 
within Saarc which had been set off by Sri 
Lankan President Ranasinghe Premadasa's 
announcement that his country would not 
attend the meeting unless it agreed to dis- 
cuss Colombo's demand that New Delhi 
withdraw its troops. As well, Colombo, 
which takes over chairmanship of Saarc at 
the end of the year, has indicated it will re- 
fuse to host the next summit if Indian troops 
remain on its soil. 

While Premadasa might have had over- 
riding domestic compulsions to place such 
conditions on attending the Islamabad 
meeting, the Saarc — which also includes 
Bhutan, the Maldives and Nepal — has no 
formal scope to discuss any bilateral dispute. 
The meeting, scheduled for early this 
month, was postponed indefinitely. 

Bangladesh, which was a major advocate 
of the formation of the Saarc and apparently 
feels strongly about its future, decided to try 
and convince Colombo not to do anything 
to weaken the regional body. However, the 
Bangladesh Foreign Ministry failed to dis- 
cuss its plans with Pakistan or to coordinate 
its activities with Islamabad. 

Pakistani sources claim that Islamabad 
was totally in the dark about the Dhaka ini- 
tiative until "only three hours" before 
Mahmud set off on a trip which took him to 
New Delhi, Colombo and Kathmandu. This 
dearly annoyed Islamabad, with whom 
Dhaka had developed close bilateral ties. 

Mahmud subsequently postponed plan- 
ned visits to Bhutan, Maldives and Is- 
lamabad. Although his attempts to per- 
suade Colombo to delink its bilateral dispute 
with New Delhi from Saarc and to attend a 
reconvened foreign ministers' conference in 
Islamabad clearly failed to produce any re- 
sult, Mahmud on his return told the press 
that his visit was successful and expressed 
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his optimism about the early holding of the 
Saarc foreign ministers’ meeting. Dhaka 
might take some solace from a suggestion 
that Colombo may participate in workshops 
and lower-level technical meetings under 
various Saarc activities "pending resump- 
tion of meetings at the political level." 

Pakistan's foreign minister has since 
taken over the matter by visiting Colombo 
and diplomatic sources said that while most 
Saarc countries might not have objected to 
Dhaka's initiative on this sensitive issue, 
it did not appear to have advanced 
Bangladesh's interests. 

Meanwhile, the controversial purchase 
by Bangladesh of 200,000 tonnes of rice from 
Thailand at a higher price than that offered 
by Pakistan has further strained Dhaka- 
Islamabad relations. Bangladesh was re- 
ported to have been offered rice from Pakis- 
tan at US$290 per tonne, but the Dhaka 
buyers, without calling for international ten- 
ders, floated a tender in Bangkok and signed 
two deals with two Thai exporters at US$310 





Mahmud: well-meaning. 


per tonne. In addition, Thai suppliers were 
allowed to charter vessels to ship the cargo 
at higher than normal rates. 

Informed sources said that Pakistan, 
which had earlier supplied rice to Dhaka at 
concessional prices and at difficult times, 
was incensed at the development and had 
stopped buying tea from Dhaka. Now 
Bangladesh will have to compete with Sri 
Lanka, India and Kenya to sell tea to Pakis- 
tan. Pakistan has been the largest single 
buyer of Bangladesh tea for the past several 
years. During the 1987-88 financial year, 
Pakistan bought tea worth more than US$30 
million from Bangladesh — 2576 of its total 
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The democratic process proves hard to handle 


Primary functions 


By Lincoln Kaye in Taipei 


n an effort to overcome its authoritarian 

image, the ruling Kuomintang (KMT) 

may have let itself in for a stiffer dose of 
democracy than its elders bargained for in 
the first primary elections in the party's 94- 
year history. Rival factions shot it out in the 
streets of one provincial town, a county 
party chief resigned in disgust and news- 
papers blared banner headlines on the for- 
merly taboo subject of vote-rigging. 

KMT top brass were at pains not to med- 
dle in the process as 662 candidates vied for 
party tickets in forthcoming island-wide 
elections. This December, voters will choose 
national legislators, provincial assembly- 
men, city and county councillors, mayors 
and county commissioners. In an ostentati- 
ous show of neutrality, President Lee Teng- 
hui and KMT secretary-general Soong Chu- 
yu refrained from voting in the primaries. 

But party elders could not completely re- 
strain their interventionist instincts. Two 
unpopular KMT mayors were nudged aside 
to make room for candidates who were seen 
as more promising. Embarrassingly, some 
of these moves backfired. In Taichung, the 
mayoral candidate anointed by the KMT 
leadership lost to an upstart challenger. 

Equally awkward, a local daily news- 
paper reproduced a set of detailed voting in- 
structions from a military commander to his 
troops — the first hard evidence in public 
print of a practice that had long been 
rumoured. The party claims to have 
strengthened its vigilance on election ethics 
and stiffened penalties for irregularities, 
though rumours of widespread electioneer- 
ing bribes continue to circulate. 

Nevertheless, top election strategist 
Kuan Chung pronounced himself satisfied 
that party democracy had replaced the KMT’s 
old-style cronyism. Although he admitted 
some primary campaign excesses may have 
undermined party unity, on balance he ex- 
pected the "excitement" of the primary 
would "invigorate" the KMr in the run-up to 
December. 

Kuan can afford a certain amount of com- 
placency, since the KMT's candidate selection 
system is structured so primary results are 
not necessarily binding on the central com- 
mittee. The party has until mid-August to 
post its final line-up. Kuan has promised 
that the primary will be the main factor in 
races where the turn-out was 50% or more 
of the eligible party members. But a lot of 
contests must have attracted a smaller pro- 
portion, since the overall primary balloting 


amounted to only 43.36% of the party's 2 
million members, official figures indicate. 

Even so, the KMT turn-out dwarfs the 
10,000 or so who voted in the opposition 
Democratic Progressive Party (DPP) 
primaries. Paradoxically, the DPP, which 
forced electoral reforms on the ruling party 
in the first place, produced a far less free- 
wheeling primary campaign than the KMT. 
With a total of 177 candidates standing for 
161 slots on the DPP ticket, many of the races 
were less than heated. 

"Its all very well to put on a show of 
rough-and-tumble party democracy as long 
as it doesn't count for anything," a DPP-lean- 
ing academic said, noting “we have to live 
with our choices." DPP primary victors, un- 
like the KMT’s, automatically get the party's 
nomination in the December election. So 
party leaders, in a series of backroom meet- 
ings ahead of the primaries, were at pains to 
pre-empt any unpleasant surprises. 

The differing primary systems of the two 
parties give the ruling party another advan- 
tage: because its primaries are non-binding 
and its final line-up comes out two weeks 
later, the KMT central committee has both the 
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Lee with candidates for party-ticket elections. 


time and the flexibility to react strategically 
to the DPP's slate on a contest-by-contest 
basis. In some contests, behind-the-scenes 
deals obviated DPP primaries altogether. Yao 
Chia-wen, dean of the independence- 
minded New Tide faction, ensured a clear 
field for his wife in the Changhua county 
commissioners race by negotiating the 
withdrawal of a primary rival from the more 
moderate Formosa faction. 

Two counties, Yunlin and Maoli, proved 
particularly resistant to DPP elders' efforts to 
strike a compromise. So the party post- 
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poned primary elections there for another 
few weeks. The exaggerated maintenance of 
party unity is due to the party's recent nar- 
row escape from a vertical split (REVIEW, 6 
July) over the Yunlin primary. 

The New Tide faction packed the Yunlin 
primary rolls to oust Chu Kao-cheng, a star 
legislator from the Formosa faction. In order 
to prevent a KMT romp across a divided field 
in December, the two DPP factions hastily 
composed their differences — though Chu 
will still have to be somehow accommo- 
dated. 

So will Hsu Kuo-tai, a DPP legislator who 
was upset by two dark horse opponents in 
his primary bid for re-election. Hsu's older 
brother is a popular former Taoyuan county 
commissioner who has lived in exile in the 
US for nearly a decade. The Hsu family has 
long run Taoyuan as a political fiefdom, 
coasting on widespread anti-KMT sentiment 
in the blue-collar Taipei suburb. 

However, this time voters were ready ' 

a more issue-oriented campaign, especi; 

in light of Taoyuan's vexing environmental 
problems, analysts said. Hsu's grassroots 
connections, they suggest, may better suit 
him to take up his brother's former job of 
county commissioner rather than a legisla- 
tive seat. That way, too, the DPP can remain 
faithful to its primary process without giving 
up a valuable vote bank. 

Issue-oriented politics hardly troubled 
most of the primary campaigns, according 
to a veteran political reporter in Kaohsiung. 
Rather, politics in many towns and counties 
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— particularly in the south — amounted to 
no more than a drawn-out rivalry between 
powerful families. 

The fortunes of KMT factions typically de- 
pend on how much patronage they can dis- 
tribute locally and how much influence they 
wield with party leaders at the centre. Op- 
position families can press claims to the pro- 
test vote on the basis of past hardships. Such 
entrenched interests might make for lively 
general elections, said the veteran journalist, 
but they do not lend themselves to mean- 
ingful primaries. x 
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Racial discrimination i is not only morally a a 


‘it also puts a brake on prosperity for : all South Africans. 





We continue to urge the abolition of all legislation 
which denies a man's right to a lifestyle he can afford, 
and we are meeting our challenge of putting n non- 
racialism into practice. 








Our aim is to make every job part of a rational non- 
racial career path based on merit alone. 


We are funding the education of black South Africans 
at all levels and promoting non-racial education in 
ur country. 







e dee seek out small businesses to service our 
porate activi idi in ntt to encourage. the spread of 





: billion we a are BP i in new. mining and 
industHál development provide the means. to accelerate 
this 'quiet revolution’ - for the benefit of our 
shareholders, our employees and their dependan ts- 

1 5 million South Africans. 
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INDONESIA 


President's warning fails to quell military critics 
8. ] À 


Rumbles in the ranks 








By Michael Vatikiotis in Jakarta 


espite President Suharto's stern 
D warning to ministers to drop discus- 

sion about the political succession 
(REVIEW, 22 June), a build-up of tension in 
Indonesia over the issue is not only more 
perceptible, but is showing no sign of dis- 
sipating. Instead of speculation being cap- 
ped, calls for political change, with all this 
implies for the leadership, have grown 
steadily more strident. 

Frank and unusually direct discussions 
in the House of Representatives (DPR) and 
the national press have focused on the need 
for political “openness.” Led paradoxically 
enough by a tough special forces officer and 
a police colonel, the Dpr’s Home Affairs 
Committee turned a routine hearing into a 
forum in which calls for openness and 
criticism of the government grabbed the 
headlines in the first and second week of 
July. 

"While quizzing State Secretary Mur- 
diono, who was summoned before the com- 
mittee, Police Colonel Rukmini K. Sudjono 
observed what she referred to as a "stale- 
mate in political communications," and 
pointed out that newspapers had become 
little more than “government bulletins." Ac- 
cording to sources who were at the hear- 
ing, the tone of these remarks was as- 
tonishingly adversarial, and certainly at 
odds with the military's customary advo- 
cacy of strict controls over the press when 
necessary. 

Other comments and suggestions — a 
need to give the DPR more "teeth," the exist- 
ence of "feudalism" in government, even a 
daring suggestion that the country's highest 
sovereign body, the Consultative People's 
Assembly, should meet more than just once 
every five years — are marked departures 
from the usually staid manner of political de- 
bate. More importantly, they barely disguise 
a rejection of Suharto's 5 June statement, 
coming closer than ever before to a call for a 
change of national leadership in 1993 when 
Suharto's current term ends. 

More obviously than in other areas of the 
region where demands for political change 
have recently erupted, the momentum in 
this case is being generated almost exclu- 
sively by the élite — and can be traced speci- 
fically to Abri, the armed forces. Even so, 
analysts argue that they in turn are respond- 
ing to alarming indications of socio-eco- 
nomic malaise affecting the rural majority, 
compounded by the frustrated aspirations 
of the urban middle class. Senior military 





officers are said to have been dismayed by 
the speed with which students shed their 
customary apathy and organised a rash of 
demonstrations earlier this year — even 
though these actions were encouraged by 
the military itself. 

Although confined mainly to intellectual 
circles in Jakarta, the situation is regarded by 
veteran political observers as the possible 
beginning of a serious political challenge to 
Suharto. This might have been expected to 
erupt closer to the 1993 election. However, 
as one Western diplomat put it, there is 
clearly “a move to up the ante by sending 
stronger signals." 

Suharto, who has been the country's pre- 
eminent political strongman for so long, has 
been expected to intervene to restore order 
in the ranks. But so far, his approach has 
been characteristicaly measured and indi- 
rect. His blast to cabinet ministers in May — 
later distilled into the 5 June warning — was 
delivered at a limited cabinet meeting in- 
volving only economic ministers. His only 
public expression of the warning was deliv- 
ered as he left for a US visit. Many are asking 
whether this evasion of a direct confronta- 


9 
Murdani and Sutrisno: not too much liberalisation. 


tion with those who are most outspoken 
about him should be regarded as a show of 
strength or weakness. 

Suharto may feel that to lash out — as he 
has done in the past — would serve only to 
satisfy his critics that he is bleeding power. 
Perhaps also he has been cornered. Reliable 
sources say the president is furious over the 
remarks made by senior retired officers and 
DPR members and may have indicated they 
should be disciplined. But in an astonishing 
move, Abri Commander Gen. Try Sutrisno 
backed up his outspoken subordinates, say- 
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ing they were his responsibility and would 
not be withdrawn. 

It would not be Indonesian politics if 
there were no element of confusion running 
through what looks like the beginning of an 
era of transition. Perhaps anticipating sanc- 
tions from above, senior military leaders 
have appeared to back away from the open- 
ness debate. Defence Minister Benny Mur- 
dani, who is seen as a key promoter of the 
appointed Abri faction in the parliament, 
has nonetheless cautioned against thinking 
that the political system can be liberalised 
“in the blink of an eye.” Try Sutrisno, too, 
has spelled out his disagreement with some 
of what was said in the committee hearings. 

The military is in a tricky position. While 
clearly manoeuvring to manage the succes- 
sion, its senior officers are concerned about 
the kind of political change this will involve. 
Few believe they would tolerate too much 
liberalisation. “If,” as one senior general re- 
marked recently, “war is too complicatec 
be left to the generals alone, then politic 
also too complex to be left to the politicians 
alone.” 

The military leadership is trying hard to 
avoid precipitating an early leadership crisis. 
Nobody wants to set a precedent for the re- 
moval of presidents before the expiry of 
their term. Strict adherence to the constitu- 
tion and the political process culminating in 
the 1993 election is therefore the safest bet in 
the scenario stakes. 

Defence Minister Murdani left a Singa- 
pore audience in little doubt of the military's 
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willingness to intervene if necessary. In a 21 
July speech at the Singapore National Uni- 
versity, Murdani indicated that in the event 
of a chaotic situation prompted by economic 
mismanagement, the army would not hesi- 
tate to declare a state of emergency. But in- 
triguingly, Murdani also said Abri's well- 
tuned "warning system" would enable it to 
pre-empt any political upheaval well before 
it reached the chaotic stage. 

Through the apparently contradictory 
signals coming from the Abri, a pattern is 
beginning to emerge suggestive of a coordi- 
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nated strategy to restore the military's politi- 
cal ascendancy. 

Last year was a bad one for morale in the 
upper ranks. A bill increasing the theoretical 
power of the Abri commander was modified 
in its passage through the DPR. Murdani was 
suddenly asked to step down from the post 
shortly thereafter, and the collective efforts 
of military leaders failed to persuade 
Suharto to appoint a vice-president of their 
liking in March. 

Although of the army himself, Suharto in 
the past few years has shown favour to 
groups which are not dominated by the gen- 
eration of retired senior officers known as 
the generation of '45, or the "Hankam 
Group" (Hankam being the acronym for the 
Department of Defence and Security). This 
tendency was most obviously discernible 
with the rise of a group of civilian bureau- 
crats under the patronage of the current 


vice-president Sudharmono, originally a 
military lawyer. 

However, since October last year, when 
the Abri wrestled control of the majority 
Golkar party away from the Sudharmono 
group, the trend appears to have been re- 
versed. Military sources also acknowledge 
that the army has been quietly revamping its 
system of participation in politics, the dwt 
fungsi (dual function), and is quietly prepar- 
ing for the post-Suharto era, as some officers 
did in the much more explosive period be- 
fore Sukarno’s fall. 


ostly this has involved less stress on 
placing, active officers in bureau- 
cratic positions, instead establish- 
ing links with important groups across the 
political spectrum. The increasing effective- 
ness of the Abri faction in the DPR has been 
one noticeable example of this. The faction 








Malaysia forces boat people out to sea 


The unwelcome mat 


By Suhaini Aznam in Kuala Lumpur 
fter more than 10 years of granting 
temporary shelter, Malaysia, the pre- 
ferred landfall for Vietnamese ref- 
ugees, has forced a large number of boat 
people back out to sea in direct contraven- 
tion of the comprehensive plan of action 
(CPA) adopted at the Geneva refugee con- 
ference in June, diplomats said. Between 25 
May and 7 July, Malaysian marine police 
towed 900 refugees into Indonesian waters, 
from where they went to Tanjung Pinang, 
indonesian island near Singapore. One 
ot the refugees died when a boat capsized, 
and diplomats said the fact the boat people 
had been provided with food before being 
towed out to sea did little to mptigate 
Malaysia's actions. 

The operation, initially reported by the 
BBC in mid-July, drew expressions of con- 
cern from both the UN High Commissioner 
for Refugees (UNHCR) and resettlement 
countries. The Malaysian Foreign Ministry 
was quick to deny any knowledge of a 
change in policy towards boat people. 
Nevertheless, the move put Malaysia in a 
bad light — especially given its own past 
good record in allowing boat people to land 
and the fact that it had initiated and chaired 
the Geneva conference. 

Of particular concern to refugee officials 
was the possibility that the Malaysian action 
could put at risk the CPA, which has its ori- 
gins in Hongkong's June 1988 decision to 
screen out “economic” from "genuine" ref- 
ugees. On 14 March, Asean announced its 
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own joint policy to screen out future arrivals 
and the UNHCR began training 40 Malaysian 
officials on screening procedures on 18 July. 
However, the CPA statement had said the 
Asean countries would continue to pro- 
vide shelter on humanitarian grounds until 
the status of each new arrival was deter- 
mined. 

“We are obviously concerned that sys- 
tematic operation plans were carefully 
made," a diplomatic source said of the push- 
offs. The source also pointed out that since 
Kuala Lumpur had played a key role in 
drawing up the CPA "if it does not work in 
Malaysia, then we are going to have prob- 
lems with the rest of the region." 

The embarrassed Malaysian Govern- 
ment quickly attempted to explain the 
events. Foreign Minister Datuk Abu Hassan 
Omar denied any know- 
ledge of the push-offs and 
said "as far as the Foreign 
Ministry is concerned, there 
is no such policy." The police 
action could have been taken 
at a local command level 
rather than in response to di- 
rectives from above, a For- 
eign Ministry official said. At 
a meeting between UNHCR 
and Malaysian officials on 17 
July, Malaysia gave an assur- 
ance that it would comply 
fully with the CPA. Resettle- 
ment countries were told 
that only those who wanted 
to continue their voyage had 
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has worked closely with the other three poli- 
tical factions — considerably aided by the 
transfer of a number of Abri MPs to Golkar 
after the last election. 

By this means, Abri has at the very least 
boosted its popularity among the middle 
classes. It is perceived as more politically 
dynamic and conscious of social and eco- 
nomic problems. But figures like Murdani 
and the group of mainly intelligence officers 
who staff the "Sospol" (socio-political) posi- 
tions in Hankam are regarded by some as 
progressive, little is known about either the 
views or capabilities of the majority of 
middle-ranking officers. 

As the succession looms larger, the fear is 
that sudden moves could expose potential 
divisions in the military — precisely the di- 
lemma that faced Suharto and his group in 
the period after 1965 when they were man- 
oeuvring to replace Sukarno. a 


been helped on their way, diplomatic 
sources said. 

Nevertheless, the incident marred 
Malaysia's admirable record as a country of 
first asylum. Malaysia had been rewarded 
for its care of boat people by resettlement 
countries taking a higher percentage of ref- 
ugees from its camps than from other Asean 
member states. But while most are resettled 
within two years, this leaves a residual of 
200-300 long-stayers each year, a nagging 
worry for Malaysia. 

The high resettlement rates made Malay- 
sia the favourite destination for asylum- 
seekers. Successful refugees routinely warn 
friends and relatives to avoid Thailand 
and Indonesia for fear of pirates and 
Singapore for its unabashed tow-away 
policy. 

The number of arrivals, which steadied 
to 7,000 a year in 1985-87, shot up in 1988 
when Malaysia announced its plans to close 
down Pulau Bidong, the refugee camp off 
Trengganu state on the east coast. It climbed 
again towards the March cut-off date. 

Today Pulau Bidong is bursting at the 
seams. The camp, built in 1975 to accommo- 
date 6,000, had a population of 15,863 earlier 
this month — more than 
double the 7,000 it held 
in January. This is in addi- 
tion to 6,200 held in the 
Sungei Besi transit camp 
near Kuala Lumpur and 
an unknown number in 
another camp in Marang, 
Trengganu, where arrivals 
after the March cut-off date 
were brought. The Malay- 
sian action might have stem- 
med from frustration over 
the large and growing size of 
the country's refugee popu- 
lation, coupled with the feel- 
ing that the CPA will take too 
long to implement. * 
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Peking sacks rebellious publisher 


Cracking the whip 


By Emily Lau in Hongkong 


eking has extended its crackdown on 

China's pro-democracy movement to 

Hongkong by sacking Li Zi-song, the 
rebellious publisher of the territory-based 
Chinese Communist Party (CCP) organ Wen 
Wei Po. 

Li, 78, is not a party member but had 
faithfully followed the CCP line for more than 
40 years before openly confronting the party 
recently in Wen Wei Po's columns. Li serves 
on the standing committee of the Chinese 
People’s Political Consultative Conference, 
a political advisory body. 

In protest at Li's dismissal, about 30 
of the newspapers staff — including 
deputy editor Ching Cheung — resigned. 
Most were journalists from Wen Wei Po's 
news and features sections, though some 
support staff followed the journalists’ lead. 
It was the first time in the publication’s 41- 
year history that it had suffered mass resig- 
nations. 

Li's dismissal — carried out by the Hong- 
kong branch of China’s Xinhua news- 
agency, Peking’s official representative here 
— occurred in the early hours of 15 July fol- 
lowing a power struggle with Wen Wei Po 
deputy publisher Chen Bojian. Chen joined 
the newspaper two years ago after retiring 
as deputy director of Xinhua. 

Some Wen Wei Po journalists said Chen 
had tried to persuade the newspaper to soft- 
en its recent attacks on the Peking govern- 
ment's harsh crackdown on pro-democracy 
demonstrators. Wen Wei Po had developed 
an increasingly independent editorial stance 
on the pro-democracy movement since 
demonstrations began nationwide in April. 

The newspaper had ex- 
pressed sympathy towards 
the movement, while 
strongly criticising what it 
called the “fascist” regime in 
Peking. 

In addition, some staff- 
ers had taken out adver- 
tisements in Hongkong 
newspapers, pledging their 
support for the students and 
denouncing the govern- 
ment’s crackdown, which 
began in earnest with the 4 
June massacre in Tiananmen 
Square. 

Xinhua director Xu Jiatun 
also had urged Li to switch 
back to a pro-Peking posi- 
tion, but Li rejected the ad- 





Chen: struggle. 


vice. Matters came to a head when some 
Chinese journalists in the US — includ- 
ing Chinese dissident Liu Binyan and 
Lu Keng, publisher of the Hongkong- 
based political magazine Pai  Shing 
Fortnightly — announced plans to form the 
so-called Association of Friends of Wen Wei 
Po. 

This action was apparently taken with 
Li's blessing and was seen by the Chinese 
authorities as an attempt 
by the newspaper to break 
away from the party with 
the help of foreign forc- 
es 


On 15 July, Li sacked 
Chen, accusing him of ille- 
gally convening the news- 
papers management com- 
mittee, during which Chen 
allegedly attacked Li and ob- 
jected to the formation of the 
association. 

A few hours after dis- 
missing Chen, Li himself 
was forced to leave the news- 
paper by Xinhua deputy di- 
rector Zhang Junsheng, who 
heads the Hongkong CCP's 


propaganda department. Li: sacked. 


Zhang, who holds no of- 
ficial post at Wen Wei Po, called the news- 
paper's staff together to explain that 
Li had been removed because he had 
improperly dismissed Chen. Zhang de- 
scribed Wen Wei Po as a Hongkong news- 
paper backed by Chinese investment and 
was, therefore, subject to Xinhua's supervi- 
sion. 
Zhang's admission that Wen Wei Po 
was controlled by Peking 
1 through Xinhua came as 
* no surprise, despite Peking’s 
past position that the news- 
paper was not an official 
government publication. 
Other Hongkong-based 
de facto organs of the CCP 
indude Ta Kung Pao — 
whose publisher, Yang Qi, is 
a retired Xinhua secretary- 
general — its sister news- 
paper the New Evening Post, 
the Hongkong Commercial 
Daily and Ching Po news- 
paper. 

For a short while during 
the pro-democracy demon- 
strations, all five party 
organs reported freely on 
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the movement and their circulations in- 
creased. 

However, open rebellion against the 
party broke out only among the staff of 
Wen Wei Po, though individual staffers 
working for the other four newspapers are 
known to have taken part in mass protests 
against the Peking regime, organised in 
Hongkong. 

All five newspapers operate at a loss and 
are heavily subsidised by the Chinese Gov- 
ernment, mostly in the form of advertise- 
ments placed in their pages by Chinese-con- 
trolled entities with offices in Hongkong and 
on the mainland. 

Shortly before the Wen Wei Po débâcle, 
three Ta Kung Pao journalists wrote in the 12 
June issue of the Hongkong Economic Journal 
— a Chinese-language daily — an article 
praising Li's courage and la- 
menting their own news- 
paper's timidity. 

They accused Ta Kung 
of unfairly attacking ... 
posed party general secret- 
ary Zhao Ziyang and alleged 
that the newspaper's man- 
agement had coerced the 
staff into toeing the party line 
by daiming that if the 
Chinese Government dis- 
continued its subsidy, their 
pay and pensions would be 
jeopardised. 

Peking's crackdown on 
Wen Wei Po came as a 
surprise to many people 
who had the 
Chinese to handle its af- 
fairs in Hongkong with 
restraint and sensitivity in the wake of 
the Tiananmen slaughter. The bloodshed 
has dealt a devastating blow to confidence 
here in the run-up to 1997, when Peking 
is due to regain sovereignty over the terri- 
tory. 

Many governments around the wora 
have urged Peking to act quickly to restore 
confidence in the territory, but with no suc- 
cess, 
The Chinese leadership, in addition to 
cracking the whip over Wen Wei Po, has 
openly attacked Hongkong pro-democracy 
groups and their leaders as "subversive" for 
giving moral and material support to the 
Chinese students. 

The dramatic events at Wen Wei Po have 
aggravated concern in the community, 
though few people here have dared to 
criticise Peking publicly. Some observers 
see Peking's open suppression of its 
own press here as casting yet another 
long shadow over the Chinese Govern- 
ment's repeated promises that Hongkong 
people will continue to enjoy Western-style 
civil liberties — including freedom of expres- 
sion and a free press — after 1997 under the 
Peking-proposed concept of "one country, 
two systems." x 
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HONGKONG 


China attacks territory’s democrats 


A ‘S 


ust days after the 15 July dismissal of 

Wen Wei Po publisher Li Zi-song in 

Hongkong, Peking launched a blister- 
ing media attack on two leading figures of 
the British colony’s pro-democracy move- 
ment, accusing them of trying to subvert the 
Chinese Government. 

The attack was launched in China’s offi- 
cial People’s Daily on 21 July and was aimed 
primarily at educator Szeto Wah and lawyer 
Martin Lee who, respectively, serve as chair- 
man and vice-chairmen of a democracy-for- 
China alliance. The alliance was formed to 

2 moral and material support to the re- 

t student-led democratic movement in 








China, which was brutally put down by the - 


military. Both Szeto and Lee said they 
would not be intimidated by Peking. 

Szeto and Lee also serve as indirectly 
elected members of Hongkong’s lawmaking 
Legislative Council (Legco) and as Peking- 






appointed members of the Basic Law Draft- 


ing Committee, a body set up to drafta mini- 
constitution for the territory after 1997, 
when Hongkong becomes a special ad- 
ministrative region (SAR) of China. 


The Chinese Government's attack onthe. 
two provoked a stinging response from — 


some Hongkong political groups, which ac- 
cused Peking of trying to intimidate the terri- 
tory's people into silence and submission. — 

Even some pro-Peking political figure 
Hongkong said China's accusations against 
the two were unwarranted and showed that 
the Chinese leadership did not appreciate 
how concerned Hongkong's people were 

‘their future under communist rule and 
how sensitive they were to political develop- 
ments in China that cast doubt over the fu- 
ture. Some more conservative politicians, 
however, argued that there was nothing to 
be gained for the territory by confronting Pe- 
king on Chinese domestic politics. 

The alliance has not minced words in its 
condemnation of the Chinese Government. 
On 5 June, the day after tanks and soldiers 
shot their way into Peking’s Tiananmen 
Square to break up pro-democracy dem- 
onstrators, the alliance announced that it 
did not recognise the "fascist" government 
in Peking and called on the People's Libera- 
tion Army to overthrow the "Deng Xiao- 
ping-Li Peng-Yang Shangkun regime." - 

During the pro-democracy demonstra- 
tions in Peking during May and June, the al- 
liance received about HK$20 million (US$2.6 
million) donated by Hongkong people that 
was to be handed over to the Peking stu- 
dents. The alliance was unable to deliver the 
money and is said now to be using it to help 











alliane 


Chinese dissidents avoid Peking’s current 
dragnet and to flee overseas via Hongkong. 
. Recently, the alliance announced that it 
would give HK$1.2 million to political dissi- 
dents smuggled out of China so they could 
establish a movement in exile to fight for 
democracy. The alliance was also behind a 
campaign to counter a nationwide official 
news blackout by sending newspapers, let- 
ters, facsimiles and video tapes depicting the 
4 June Tiananmen massacre to people all 
over China. | 

Peking's attack on the alliance and its 
leaders in the People's Daily was an extension 
of an. 11 July remark by the new Chinese 
Communist Party (CCP) General Secretary 
Jiang Zemin that “well water should not in- 
terfere with river water.” 

The implication was that under Peking’s 
“one country, two systems” proposal for the 
Hongkong sar, the Chinese Government 
would not interfere in Hongkong's affairs 


and, likewise, Hongkong would not med- 


dle in the affairs of the mainland. In the past, 
paramount leader Deng Xiaoping has stress- 
ed that, after 1997, Hongkong people would 


HONGKONG 3 


Doubts over post- 1997 promises grow 


natter of tri 
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L XA the territory's fate is rising in Wash- 

ington. The focus of debate is whether the 
"one country, two systems" formulation is 
still credible after the 4 June massacre in Pe- 
king and what role the US can play to help 
Hongkong. There is as yet no consensus, 
but threatening words from Peking could 
make the territory another bone of conten- 
tion in the already strained US-China rela- 
tions. | 


At a recent seminar here which brought | 
many points of view together, US Con- 
gressman John Porter — who is a close 
friend of Hongkong activist Martin Lee and cap 
has emerged as something of a champion of - hen 


Hongkong people — demanded US sup- 
port for full direct elections in Hongkong 
and for a multilateral guarantee of immigra- 
tion from Hongkong. 
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still have the freedom to criticise the CCP but 


of abode for Hongkong's 3.4 million British — 
passport holders or lead a multilateral effort 
to "provide every Hongkong citizen an es- 





that they could not use the territory as a base: 
to subvert the central government. E 

The alliance's support for “counter-revo- 
lutionary" fugitives and reports that Szeto, 


pro-democracy lobby were forming a politi- 
cal party alarmed Peking. The People's Daily D | 
article said subversive activities were being — 
conducted under the "eyelid" of the British 


Hongkong administration. It accused Szeto. 


and Lee of using democracy to counter the ——— 


CCP and to overthrow the Chinese Govem- 
ment. um 
When the concept of "one country, two 
systems" was first posed in 1983-84 during 


Sino-British negotiations over the colony's . v 
future, it was generally taken to mean that 


China would allow Hongkong to continue’ 
its capitalist system after 1997. By inference, 
Hongkong would in turn not try to expo 
its system to the mainland. Given this taci 
agreement, the Chinese Government wa 
not unreasonable in demanding that Hong 
kong people stop aiding and abetting its. 
"counter-revolutionary" fugitives. E 
However, some Hongkong people wer 
so outraged by the 4 June massacre that they 
began to argue that the territory would no 
have any future unless the political system 
in China was democratised. Under such cir 
cumstances, attempts to support the dissi- 
dents and even overturn the present gov- 
emment in Peking were seen as justified. 
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Porter said that even before 4 June China 
had begun to roll back the guarantees for a 
high degree of autonomy provided in the 
Sino-British Joint Declaration of 1984. “If - 
Tibet was not a big enough clue, the Tianan- 
men massacre provides little doubt that the 








current Chinese Government and its. So 
guarantees to Tibet, Macau and Hongkong — 


have no credibility,” Porter said. 
Porter criticised Britain's restrictive policy: 


and contended that “the smartest thing [for oC 
Britain] is to move Hongkong's economy 
lock, stock and barrel to Liverpool" He — 


wanted Britain either to implement the right. 


solution in the US Congress expressing con- 
cern about the slow pace of democratisation 
and lack of human-rights guarantees in 
























Hongkong. In another move, he is propos- 
ing an amendment to US immigration laws 
.. that would allow for an increase in Hong- 
... kong's immigration quota from 5,000 to 
-= 50,000 a year. Observers think he may suc- 
-> ceed in the first venture but probably not in 
= the second. The senate has just voted in 

- favour of a bill calling for, among other 

things, a doubling of immigration from 
-< Hongkong to 10,000 a year and a further 
quota increase is unlikely. - 
=> The conservative Heritage Foundation, 
which hosted this seminar, is equally scepti- 
eal of China's guarantees about Hongkong. 
-< In a background paper, it proposed a “mid- 
risk” option concerning Hongkong of "[con- 
sulting] with Britain on ways to preserve 
... civil liberties [there]” and a "high-risk" op- 
tion of "[finding, in cooperation with Bri- 
tain] a way to provide asylum to the citizens 
of Hongkong who choose not to live under 
Chinese rule after 1997." 
. Butother views were also represented at 
the seminar. A senior State Department offi- 
cial said the US was interested in Hongkong 
for trade, human-rights and regional sec- 
urity reasons and had thus supported the 
Joint Declaration. The official was convinced 
was in China's national interest to main- 
tain a viable Hongkong and called on China 
to take concrete actions to reassure the terri- 
tory. 

A British Embassy official insisted that 
'the Tiananmen incident — "which Britain 
firmly condemned" — nonetheless had not 
“devalued” the Sino-British agreement. On 
immigration, he said Britain could not grant 
the right of abode, but it was seeking some 
multilateral arrangement for Hongkong 
-people if worse came to worst. 

~ A senior Hongkong official, an ethnic 
"Chinese, was bullish about the territory's 
economy and its importance to China and 
agreed with the British on most points, ex- 
cept in wanting the right of abode for British 
passport holders. He urged against the US 
withdrawing Most Favoured Nation (MEN) 





























cc in the congress — which he said would hurt 
_ Hongkong as well as China. A Hongkong 
activist, however, maintained that Hong- 
_. kong ought to be prepared to suffer the con- 
| « sequences of MEN suspension to secure 
guarantees from Peking. 

A Chinese Embassy official expressed his 

* = “personal opinion" that nothing in China's 
- — Hongkong policy had changed. It had re- 
mained consistent throughout the post-revo- 

__ lutionary period because China realised the 

~~ importance of Hongkong to itself, he said. 

|. Sceptics among the audience asked the 
trusting how they could remain so confident 
~ as to what the Chinese leaders thought was 
~in their national interest. The sceptics were 
“not convinced by the answers they received. 
< Privately, some Chinese officials say China 
can only reassure Hongkong through deeds 
< over time but such a moderate view may not 
_ reflect the mood of Chinese leaders. 5 










status for China — an idea being considered 
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Religious ruling raises fears among non-Muslims 


| Muslims in Malaysia over new legis- 
VÀ. lation passed in Selangor state allow- 
ing non-Muslim minors to be converted to 
Islam without parental consent. The amend- 
ments to Selangor's Islamic Law Adminis- 
tration Act, passed in the state assembly on 
19 July, come after two highly publicised 
cases in 1986 of underage girls being con- 
verted to Islam without their parents' con- 
sent, and at least two more since which have 
passed unnoticed. ee aute 

-. In the first major case, Susie Teoh, 17, a 
clerk in Trengganu was converted to Islam 
by the Kelantan Religious Council. Her 
father, a Buddhist, challenged the conver- 
sion in court and lost. He appealed to the Su- 
preme Court and the case was eventually set 
aside on a technicality. Since then, her par- 
ents have not been able to trace her and have 
not seen her since. 

Another schoolgirl, Ng Yee Kuan, 16, 
was also converted to Islam in 1986 but in 
her case, she was restored to her family and 
reconverted to Buddhism. Nevertheless, 
the case became highly politicised in the 
run-up to the 1986 general elections with the 
opposition Democratic Action Party (DAP), 


~ which has a mostly Chinese following, tak- 


which specifies that parents or guardians 
shall determine the religion of persons 
below the age of 18. Islam, however, consid- 
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ers a person an adult as soon as he or she at- 
tains puberty (baligh). e 
Religion is a state matter in Malaysia's 
federal system but wherever they contradict 
each other, the federal constitution super- 
cedes state law. Deputy Prime Minister 
Abdul Ghafar Baba, replying to a question 
about the Selangor law, said that should any 
conflict arise, it would be referred to the at- 
torney-general. : 
Under Selangor's new law "a person 
who is not a Muslim may convert to Islam if 
like civil law, which sets leg, 
chronological point, hukum 
law, equates the attainment 
with the onset of puberty in 






















tached to their teachers, said one parent. 
Selangor Chief Minister Tan Sri Muham- 
mad Muhammad Taib has said, the ovi 


rights of parents to see "that the religious 
and moral education of their children is in 
conformity with their own convictions." 
Chandra Muzaffar, the president of the 
liberal opinion group Aliran, said the 
amendment "violates the spirit of Islamic 
law itself since Islam prohibits the imposi- 
tion of the shariah upon non-Muslims.” 
Muzaffar, who is himself a Muslim by con- 
version, added: "It is sad but true that 
whenever laws of this sort are made by our 
legislators, a certain degree of uneasiness 
and distrust develops between the Muslims 
and non-Muslim religious communities in 
the country." ü 
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Full steam ahead for Bank Leu Zürich. 
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Set all sail for Bank Leu Hong Kong. 


The ripples of concern are 
spreading. The dangers to pri- 
vate assets are clear. Bank Leu 
of Zürich, however, steers a 
course for strength, stability 
and tradition. With banking 
secrecy assured, our Repre- 
sentative Office in Hong Kong 
will assist you to place your 
fiduciary time deposits, in US$ 
and other currencies, in the 


- 


iS EK n 


wel) 
32>: 
m. 
"e 


calm environment of Switzer- 
land. Funds are tax-free and 
can be collateralized, so easy 
access is guaranteed. 

For more information on how 
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our stability can become yours, 
please contact our Senior 
Representative for the Far East, 
Hans H. Spörri, at our Hong 
Kong office. 
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Bank Leu Ltd 

1705 Two Exchange Square 
8 Connaught Place 

Hong Kong 

Telephone 5-810 7313 


Head office: 
Bahnhofstrasse 32 
P.O. Box 

CH-8022 Zürich 
Telephone 219 11 11 


GGK Zürich 
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Guest Traveller s Tales 


sublime with the ridiculous. 

Perhaps it comes from the coarsen- 
ing of judgment that results from having 
constantly to write propaganda news stories 
of dubious veracity. Singapore's Straits 
Times is no exception. 

On 23 June, for example, the paper led 
with “China Executes Seven More Protes- 
ters,” but jostling for prominence was the 
second lead, under the heading “Fine for 
those who do not flush public toilet from 
next month" — a story about the latest plank 

the government's campaign to punish 

se of its population who have not been 
properly housetrained. Those who ignore 
the new law do so on peril of a fine of up to 
S$1,000 (US$510). 

And how is this law being enforced? A 
crack battalion of inspectors from Singa- 
pore's Ministry of Environment will be rov- 
ing public toilets in pursuit of the aberrant 
non-flushers. This could prove embarras- 
sing for the respectable patrons of such pub- 
lic facilities. How to distinguish the man 
from the ministry from the common-or-gar- 
den Peeping Tom? 

The lifts in many of the republic's high- 
rise public housing estates are already 
equipped with sensors and cameras to de- 
tect those users without the patience or self- 
control to wait until they get home before re- 
lieving themselves. The alarms go off, the 
doors automatically lock and the offender 
has his mess for company while he waits for 
the inspector to arrive. 

\ friend suggested that an offender of a 
more nervous disposition might involuntar- 
ily unburden himself further when the 
alarms go off, but we will have to wait for the 
next front page story in the Straits Times for 
confirmation. This is not to make light of the 
nuisance caused by people who treat public 
spaces as toilets. But this seems to be a prob- 
lem better tackled through education than 
through armies of busybody snoopers back- 
ed by the courts. 


he controlled press around the 
| | | world has a tendency to mix the 


It is a fact that Asians of various 
nationalities have problems using seat 
toilets favoured in the West and it is com- 
mon to find shoe marks on the seats of 
toilets, evidence of Asians trying to use 
them as they would squat toilets. Only in 
Japan, with its national efficiency and a can- 
did attitude to bodily functions, have I seen 
detailed, illustrated instructions on the 
proper use of seat toilets. That is why Japan- 
ese toilets are cleaner than those of Singa- 
pore, and there are no reproachful inspec- 
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tors intruding on one of life's more personal 
functions. 

Below is the public service sign that 
warns people in Singapore not to urinate in 
public. It cannot be criticised for failing to 
convey its message, though some have sug- 





gested that not only is it sexist, but the trajec- 
tory would require either an exceptional 
natural prowess or a teeth-clenching deter- 
mination. 

One place the ministry's inspectors may 
have to refrain from visiting is Bugis Street, 
famous for its transvestites and open-air 
food stalls before it was demolished in 1985. 
But since decadent Western tourists kept 
asking for Bugis Street, the government has 
now recreated it across the road from where 
the original stood, at a cost of S$12 million. 

According to a Singapore Tourist Promo- 
tion Board spokeswoman, “The new Bugis 
Street will be virtually a replica of the old 
one, right down to the toilet building which 
was used as an impromptu stage by some 
boisterous clients.” And she added: “The 
new Bugis street will look, smell and be very 
much like the old.” I do not know about the 
rest but it certainly will not smell like the old 
if officious toilet inspectors start throwing 
their weight around. 


The women of Singapore do not seem all 
that interested in marriage, as the officially 
sponsored mating and breeding campaigns 
prove. What is more they do not seem all 
that interested in sex either. According to 
Prof. Kok Lee Peng of the National Univer- 
sity of Singapore, who specialises in sexual 
impotence, many of the "upright Confucian 
Gentlemen" of Singapore seem to havea dor- 
mant libido. But luckily for these gentlemen, 
whose uprightness is more a matter of sup- 
posed moral rectitude than sexual vigour, 
Singapore women do not seem to mind. 
Prof. Kok, perhaps not the most fortu- 
nate of names for such a speciality, is quoted 
as saying, “Women here are quite happy 
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not to be disturbed.” No wonder Singa- 
pore's population growth is stagnating. 
Another observation by Kok should give 
pause to those who think that Singaporean 
planners are trying too hard to increase the 
nation's falling birth rate. Kok says that 
many of her detumescent patients can 
"function" sexually when they go on trips to 
Thailand and Taiwan but cannot do so with 
their wives in Singapore. 

Perhaps the sterility of Singapore, with 
its legions of thought police and toilet in- 
spectors, affects even the sex drive. If so, the 
moral of the story is that less supervision 
and more freedom all round, including in 
politics and sex, could reverse the declining 
population trends of Singapore. Otherwise 
the men will continue to fly to other coun- 
tries for pleasure, leaving their wives in un- 
disturbed contentment at home. 


If, according to the advertising copy- 
writers, the Singapore girl is a great way to 
fly, it does not follow that her English is 
going to be equally impeccable. The national 
airline is concerned about its stewardesses 
speaking "Singlish," and has engaged the 
British Council to improve the language 
standards of its cabin crews. Among the 
Singlish bloopers quoted in an article on the 
topic are a stewardess who announced, 
"We will now be serving snakes [snacks]" 
and another who asked a first class passen- 
ger after serving him with Swedish meat- 
balls, "Sir, Would you like some sauce on 
your balls?" 


The press is not without 
humour, though mostly it is unintentional; 
the subtler variety tends to come in the let- 
ters column. 

One reader, Peter Gauld from Brunei, 
fed up with the self-righteousness of Singa- 
pore's morality propaganda, was moved to 
offer his thoughts. "I am intrigued by the 
mention of two places. One is called Asia. In 
it everything is chaste, moral, spiritually un- 
concerned with material things, deeply de- 
voted to aged parents and their traditions. 
The otheris called the West. In it life is a non- 
stop orgy of loutish self-indulgent greed, 
unredeemed by either tradition or concern 
for others." 

Although he had lived in or visited 23 
countries in Europe and Asia in the past 18 
years, he had not come across these two 
places called "Asia" and the "West." He 
asked readers to help him buy an airline tic- 
ket to these places, as "it is always interest- 
ing to visit countries which are utterly unlike 
anything one has come across." * 
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CAMBODIA 


Government leaders court religion as a way of courting voters 


Look, we’re Buddhist 


By Murray Hiebert in Phnom Penh 


hen Cambodia’s top commu- 
nist leaders gathered for a Bud- 
dhist ceremony to mark the 
Cambodian New Year in April, 
the message could not have been clearer: 
Buddhism is officially back in fashion. 

At the Onnalom Pagoda, party chief 
Heng Samrin, Premier Hun Sen and three 
other members of the ruling politburo were 
novel participants in a two-hour-long cere- 
mony honouring a bone fragment believed 
to have belonged to Buddha. Their presence 
captured the rapidly changing stance to- 
wards religion of the Kampuchean People’s 
Revolutionary Party. 

Some see the government of Heng Sam- 
rin and Hun Sen embracing Buddhism in 
order to buttress its legitimacy as the true 
leader of the Cambodian people. “The lead- 
ers were clearly telling the people, ‘Look, 
we're Buddhist," said one foreign aid 
worker who observed the ceremony. For 
others, the government's aim is more di- 
rectly political: courting Buddhism, the reli- 
gion of over 90% of Cambodians, is a way of 
courting potential voters in case internation- 








ally supervised elections are held as part of a 
political settlement to resolve the 10-year-old 
Cambodian conflict. 

“Buddhism is thousands of years old, 
but communism's record in Cambodia is not 
very successful," said an Asian diplomat, al- 
luding to the brutal Khmer Rouge rule 
which was ended by a Vietnamese invasion 
in 1979. "Party officials don't want to project 
themselves as godless." 

Cambodians say the government's new 
attitude dates from July 1988, when official 
Phnom Penh Radio began broadcasting 
Buddhist prayers for the first time in 13 
years. Then, late last year, Heng Samrin or- 
ganised a festival in Kompong Cham pro- 
vince which raised Riel 1 million (US$6,600) 
to help his village rebuild its pagoda. 

In January, during a visit to Kampot pro- 
vince in the south, Hun Sen apologised for 
his government's “mistakes” towards reli- 
gion which had been "exploited by our 
enemies," a reference to the three opposi- 
tion guerilla groups fighting his Vietnamese- 
backed government. Hun Sen's "mistakes" 
apparently refer to such past policies as tax- 
ing pagodas and prohibiting men under 55 
years of age from becoming monks. 


"You don't have to worry," the premier 
said, reminding his listeners that Heng Sam- 
rin and national assembly chairman Chea 
Sim had both been monks. "Do what you 
want, the authorities are not going to inter- 
fere anymore with religious practices." 

In April, the national assembly voted to 
amend the constitution to restore Buddhism 
to its former status as Cambodia's "national 
religion." A few weeks later, the govern- 
ment issued a decree which said "devout 
Buddhist followers can be ordained 
Buddhist monks as they wish." 

Venerable Tep Vong, head of the Cam- 
bodian Buddhist “sangha” since 1979, said 
boys "from the age of 10 years" who "know 
how to pray" could now become monks, if 
they receive permission from local au- 
thorities. Government officials say the ear- 
lier age restriction was an attempt to keep 
young men free for economic reconstruction 
and defence activities. 

It used to be that most Cambodian boys 
became monks for at least several months. 
But when the Khmer Rouge seized power in 
1975, all monks were defrocked and most 
pagodas were destroyed or turned into 
warehouses. Following the overthrow of the 


Letter from Xinjiang 


Unpleasant reminders abound, even in China's far western re- 
gion of Xinjiang, of how thorough China's lumbering, clanking 
machine of state control can be once it gets rolling. 

The old Ilyushin aircraft flying from Urumchi, capital of the 
Xinjiang Uighur Autonomous Region, to Kashgar, the ancient 
silk road town near the Soviet and Afghan borders, is full of ear- 
nest communist party cadres, both Han Chinese and Uighur, 
clutching stacks of party documents. Especially prominent in 
their stacks are copies of supreme leader Deng ing’s 9 June 
speech, now being used as the theoretical basis for the bloody 
suppression of the student movement in early June. They are re- 
turning from political study sessions in Urumchi (and in a few 
cases, Peking) aimed at “unifying their thinking” around the offi- 
cial line. Their assignment, according to one: “To clear up the 
confusion over what happened in Peking.” 

Later, on the ground in Kashgar, a young Uighur student 
says he has just returned from Peking. Seated in front of 
Kashgar's central Id Kah Mosque, he describes indignantly how 
he and a handful of other fellow returnees have been forced to 
appear before student assemblies in Kashgar and environs to de- 
scribe events in Peking. There, he was an enthusiastic participant 
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in the demonstrations of April and May, and his life may have 
been saved by not having gone to Tiananmen on 34 June. But in 
Kashgar, he dutifully toes the official line. "If I don't say what 
they want me to, I'm finished," he says. 

Fear of being seen talking to foreigners, once so common dur 
ing the old Cultural Revolution days, has returned to Xinjiang, as 
in China proper. While the only bystanders are old Uighur men, 
nodding in the afternoon sun as they idly watch the action in the 
surrounding bazaar, the student speaks excitedly and 3 
But when several younger men who probably understand the 
student's Mandarin Chinese cluster around to listen in on the 
conversation, he grows nervous and then abruptly walks off. 

Even in Taxkorgan, a Tajik community 3,000 m up on the 
majestic Pamir plateau leading to the Karokorum passes into 
northern Pakistan, the ambitious young county chief, himself an 
ethnic Tajik, turns suddenly hostile to an American based there 
doing anthropological research. Before they had regularly played 
cards and drank together. Now, the official stops making time for 
his foreign friend. Encountered on the street, he says: “Your Pre- 
sident Bush is interfering in our internal affairs." 

The media blitz is in full swing in Xinjiang as well. In the 
Kashgar bazaar, where carpet traders, shashlik vendors, and 
spice merchants compete for space with herdsmen selling sheep 
and camels, Tv sets in the late afternoons and evenings are tuned 
to the single station. An army choir sings of the masses' love for 
the party and the army, the protector of the people. 


3 AUGUST 1989 


ee inside naan 


Khmer Rouge, the Vietnamese-backed gov- 
ernment allowed Buddhism to re-emerge, 
but under strict state control. 

During the past decade, most pagodas 
have been repaired using private donations. 
Tep Vong, who is also a member of the na- 
tional assembly, said Cambodia has 2,800 
functioning pagodas today, only slightly 
less than the roughly 3,000 in 1975. 

The number of monks, though, has fal- 
len sharply from the levels before 1975. Tep 
Vong said the country now has only 8,000 
monks compared to 60,000 at the time of the 
Khmer Rouge takeover. Most pagodas have 
only three or four monks, and a dozen 
pagodas in Phnom Penh have no monks at 
all. The Tonle Bati Pagoda, in Takeo pro- 
vince south of the capital, has only two 
monks compared to over 50 before 1975. 


or all the government's talk of religi- 
ous tolerance, Buddhism has not 
been allowed to resume its previous 
dominant role with the pagoda 
serving as the centre of village life. Like most 
other governments in Southeast Asia, 
Phnom Penh insists that religion serve the 
interests of the state. “The state and religion 
are not separated," is the way Tep Vong 
puts it. "In my opinion that's the way it 
should be." 

When Buddhism re-emerged in 1979, its 
"sangha" hierarchy was simplified and put 
under the control of a quasi-governmental 
mass organisation called the United Front 
for National Construction and Defence. The 
previous division of Buddhists into two 
orders was done away with, and now 








Venerably serving the state. 


Local government officials must approve all 
candidates for ordination. 

Not many Cambodians appear to visit 
pagodas regularly and those who do are 
mostly ageing women. Prum Sum, the ad- 
ministrator of the Tonle Bati Pagoda, says 
few young people went to the pagoda even 
before 1975. "It's our tradition that when 
you're young you try to make money and 
have fun," he said. "When you're old, you 
come to pray for your future life." 

But at the same time, Prum Sum said the 
government had discouraged people from 
being religious. "The government made 


! 


not go to the pagoda," he said. "They said 
there's nothing in the future life. Everything 
is in this life." 

Pagodas have not resumed running 
schools or social welfare p as 
they did prior to 1975. Many pagodas have 
repaired their old schools or built new ones 
through fund-raising drives, but the schools 
themselves are now administered by 
teachers appointed by the Ministry of Edu- 
cation, which also sets the curriculum. Prum 
Sum said the school in Tonle Bati taught a 
one-hour course in Buddhism each day. 

The Buddhist institute, or seminary, at 
Onnalom Pagoda has not reopened to train 
new monks, but Tep Vong said it collects 
Buddhist books and occasionally organises 
meetings for monks. 

Most Cambodians express enthusiasm 
for the government's new openness to- 
wards Buddhism, but the religion is not 
likely to regain its dominant role in Cambo- 
dian society. Young men, particularly in 
urban areas, have not flocked to pagodas to 
become monks. 

So far, the government's religious toler- 
ance has been a Buddhist affair. Islam, the 
religion of the Cham, Cambodia's largest 
minority group, has undergone something 
of a revival in the past decade, but under 
close government scrutiny. The tiny Christ- 
ian community, though, has not been al- 
lowed to meet openly, because the govern- 
ment considers Christianity to be a "foreign 
religion." However, Hun Sen told a relief 
worker earlier this year that Christians 
would be allowed to register and be officially 
recognised if the Catholics and Protestants 


everyone follows Theravada Buddhism. 
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China's rulers are not capable of many things, including clean 
government, consistent policymaking, and internally generated 
reform. But they are good at squelching opposition and enforc- 
‘4g, if not active support, then at least acqui i 

In Xinjiang, the party has an added worry. This is the fear that 
grievances in one sphere may quickly spill into a potentially even 
more explosive issue — Uighur nationalism and Islamic fun- 
damentalism. While the region has not been wracked by turmoil 
as in nei ing Tibet, outbreaks have occurred. Last year, 
students launched a campaign to upgrade the role of Uighur lan- 
guage and culture in the university curriculum. Protests the pre- 
vious year were uglier: when Uighur students claimed that Han 
students were sexually harassing female Uighur students, scat- 
tered fighting broke out that took weeks to suppress. 

In May, the authorities got a chilling demonstration of how 
close to the surface ethnic and religious grievances remain. On 17 
and 18 May, just before Premier Li Peng declared martial law in 
Peking, Urumchi university students came out in of the 
Tiananmen h strikers. Some 2-3,000 students marched to 
party head in Urumchi, according to witnesses. 

On the second day of demonstrations, however, the students 
were joined by an even larger number — estimates by witnesses 
put the numbers at several thousand more — of fundamentalist 
Muslims from the Urumchi Koranic Studies Institute and sup- 
porters. Their agenda was quite different. In an echo of the 
controversy over Salman Rushdie's book Satanic Verses, they de- 


propaganda suggesting that people should 


would agree to make a joint application. 


manded the suppression of a book by a Shanghai academic that 
was felt to be insulting to Uighurs and their religion. 

While the pro-democracy student demonstrators had been 
determinedly , the fundamentalists attacked party head- 
quarters and the defending Armed Police squads with rocks and 
steel bars, said witnesses. Here, in contrast to what was later to 
take place in Peking, the authorities with restraint. 
The police were ordered not to fight back, according to a source in 
the Xinjiang region s office, with the result that some 
policemen received serious injuries. The talso moved 
to defuse the protest. Within days of the attack on party head- 
quarters, an order came from Peking banning the offending book 
nationwide and withdrawing it from circulation. 

The authorities' eagerness to prevent protests over the book 
from spreading shows that Uighur nationalism remains a sensi- 
tive issue — and one with greater popular appeal in Xinji 
than the students' rather abstract call for more democracy. Many 
poopie ie si cs id dii and place the 


Chinese who dominate the political 

there is a tendency for most non-Han to feel that the 
drama being played out in Peking and elsewhere does not in- 
volve them. u Cari Goldstein 
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Giving ear to Erewhon 


Baotown by Wang Anyi.Translated by 


Martha Avery. Viking, London. £11.95 
(US$18.60). 


Baotown is a Chinese utopia, an 
Erewhon on the edge of a floodplain where, 
it is said, people recognise neither wealth 
nor force, only goodness. This is goodness 
narrowly defined, however, for Baotown is 
a bastion of conservatism, the kind of place 
where a widow may be beaten for the un- 
speakable crime of desiring a man. Even in 
the 1970s, in the middle of the Cultural Rev- 
olution, it enjoys a kind of strange isolation 
from the rest of the country. This isolation is 
broken when the heroism of a local boy, 
who dies during a flood while trying to save 
an old man, attracts the attention of county 
and provincial media. The good people of 
Baotown finally get their just deserts. The 
novel has a socialist fairy tale ending of 
greater harvests and martyrs’ monuments, 
though the description of all this is cut 
through with an undercurrent of gentle 
irony. 

Wang Anyi was born in Shanghai in 
1954, the daughter of party hack writer Ru 
Zhijuan. As an “educated youth” she was 
sent to the countryside in the Cultural Revo- 
lution and spent six years, from 1972-78, ina 
village like Baotown. She wrote the novel in 
less than two weeks in 1984 after revisiting 





the village: “People I had known simply 
spoke through me, and told their own 


It is not quite that simple, of course. 
Wang is well aware of the cultural and politi- 
cal subtleties of the contemporary Chinese 
language and exploits them to excellent ef- 
fect in the original Chinese version of the 
novel. 

Adopting the voice of Baotown, for 
example, she refers to each of the women of 
the village as someone's jialide, literally “the 
one in so-and-so's home" or by general 
nicknames like “Aunt.” The male characters 
address their wives as "mother of my son." 
Thus, though a number of the main charac- 
ters in Baotown are women, and remarka- 
bly strong personalities, we never learn their 
real names — a strong comment on their 
position in the village society. 

There is a wonderful moment when a 
journalist from a regional newspaper visits 
the village to report on the selfless acts of the 
boy hero. He asks the boy's parents ques- 
tions about their son, but because he speaks 
in such stiff officialese, they honestly cannot 
understand what he is saying. A politically 
aware local lad who aspires to become an of- 
ficial writer himself must act as interpreter, 
putting the journalist's words into plain lan- 
guage — an excellent illustration of what the 
scholar Alain Besancon calls the division be- 





Chip off the old block 


Is Korea the Next Japan? by T. P. Kang. 
Free Press, New York. US$19.95. 


Perhaps it is a sign of the times that a title 
like that of T. P. Kang’s book does not even 
raise eyebrows anymore. The answer Kang 
provides to this passé question is "no," 
though, ironically, the future he seems to 
suggest for South Korea is a page right out of 
the Japanese industrial policy book. 
Today, South Korea's top economic 
policymakers are increasingly en- 
gaged in new thinking about deregu- 
lation, restructuring and more 
domestic competition to enable 
South Korea to compete in world 
markets. Kang's prescriptions have 
not kept up. 

To be fair, Kang provides a 
critique of the Japanese export-driven 
developmental model and points to 
recent departures by South Korea 
from this growth strategy. Also, 
Kang identifies a major obstacle fac- 


É~ 
ing South Korea in emulating Japan: Making 


“pre-emption” by the US. The US tolerated 
aggressive trade practices and high levels of 
market penetration by Japan, but will pre- 
empt similar South Korean trade tactics at 
much lower market-share levels. 

Yet, Kang apparently does not accept the 
inevitability of pre-emption and the fact that 
the world has changed since Japan burst 
into the American economy through sub- 
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tween “wooden” and “natural” language in 
communist culture. 

Thanks to Martha Avery’s uninspired 
translation, however, this fascinating 
of the novel is all but entirely lost in the Eng- 
lish version. That Avery does not have a 
sense for the subtleties of language is dem- 
onstrated in her use of the awkward English 
phrase “model example” for both the very 
natural exclamation hao ya'rde (“a good sort,” 
or “a great fellow”) and the very wooden ex- 
pression dianxing ("a typical case" or “model 
example”). 

Much of the book reads like a first draft, 
or a caricature of Chinese English. When 
one character asks another “Have you eaten 
already?" the other's response is literally 
translated as the one-word sentence 
"Eaten." An equivalent in real English could 
have been "Yes." "Eaten" sounds odd, 
quirky where the original Chinese sounded 
normal; the reader of the English text is get- 
ting a different message from a reader c 
Chinese one. 

Sometimes Avery clearly has not under- 
stood the original idiom or phrase, as when 
she renders the phrase tigin, meaning "raise 
the subject of marriage," as "bring up the 
subject of relations." Other times, she gets a 
little carried away and embellishes: where 
some people are observed playing drinking 
games she adds "to the accompaniment of 
an ancient jingle.” An “ancient jingle?” 
From the Han dynasty perhaps? Avery 
would have done better to concentrate her 
creative imagination on communicating the 
full sense and flavour of the original. 

a Linda Jaivin 


sidised exports and a protected local market. 
The European Community and the Pacific 
Rim have as two major markets, 
but they are not significant factors in Kang’s 
analysis. Nor is the growing South Kc—-- 
market, which now accounts for more 

half of the country’s GNP. 

The heart of Kang’s book is a chapter that 
traces the development of the South Korean 
electronics industry in comparison with 
Japan's. Here Kang speaks with obvious ex- 
pertise, and the chronology is valuable for 
any student of the Korean economy. This 
chapter illustrates South Korea's 
overall development challenge. 

According to Kang, South Korea 
has used its skilled and cheap labour 
force to specialise in the assembly of 
mostly Japanese electronics compo- 
nents into finished products for ex- 
port. Now, faced with rising labour 
costs and a lating currency, it 
wants to shift away from low value- 
added, labour-intensive assembly to 
high value-added, capital- and 
technology-intensive components 
design and fabrication. 

Kang believes that South Korea 
has made respectable progress in this 
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transition, especially in Isi (large-scale 
integrated) semiconductors and microcom- 
puters, through super-aggressive technol- 
ogy acquisition. However, American 
policymakers claim that Seoul has pursued 
technology in ways that constitute unfair 
trade practices, such as mandatory offsets, 
local content and technology transfer 
requirements, and so on (policies known 
in South Korea as "localisation"). Washing- 
ton has threatened to retaliate, and 
Seoul has recently promised to cease such 
practices. 

Without localisation or similar policies, 
can South Korea acquire sufficient technol- 
ogy to continue its shift into higher value- 
added production? Or, can it continue 
to attract legitimate technology transfers 
through voluntary joint ventures and deve- 
lop sufficient technology locally to compete 
in world markets? Kang does not directly 
address these questions. 

lowever, Kang does provide an ans- 
, Of sorts. The US should assist South 


Korea in becoming a major electronics pro- 
ducer (and, presumably, a source of other 
technology) so that the country can serve as 
à Strategic second source of components 
that the US imports from Japan. It assumes 
that the US has given up trying to recover 
eminence in electronics technology, when 
the current debate in the US is precisely over 
how to recover such competitive ability. 

Also, itis no longer politically possible for 
the US to permit South Korea one-sided ac- 
cess to its market. The new US Trade Act de- 
mands “mutually advantageous market op- 
portunities,” but South Korea has been so 
focused on import substitution and attain- 
ing self-sufficiency that, until very recently, 
the notion of voluntary interdependence 
was unthinkable. This obsession has gener- 
ated the very trade friction threatening 
South Korea’s long-term development. 

The solution to South Korea's dilemma 
lies in restructuring its economy to lower 
costs; liberalising its markets to increase 
efficiency, diffuse technology, stimulate 
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Divided against itself 








The Korean War in History edited by James 
Cotton and lan Neary. Manchester University 
Press £29.95 (US$46.50). 


Collecting conference papers and lump- 
ing them into a book has the virtue of practi- 
cality, but it usually leaves readers with the 
same half-full sensation one has after trying 
to make a meal out of appetisers — and ones 
that do not always sit well together at that. 
This book is no exception, but it does serve 
up some excellent tidbits for anyone in- 
terested in the Korean War and its im- 
mediate aftermath. It will be welcomed by 

one looking for fresh perspectives on a 

‘lict whose blows still resonate through- 
vut Northeast Asia. 

Gregory Henderson's poetic essay on 
what the war did to Koreans — not "the Ko- 
reans" in any abstract sense, but those indi- 
viduals he knew during his tour at the US 
Embassy — is reason enough to buy the 
book. This piece, probably one of the last 
Henderson wrote before his death last year, 
is a poignant reminder of how personal the 
fratricidal conflict was, and of how swiftly 
and deeply the chasm opened up between 
the two Koreas. 

Anthony Michells provocative essay 
challenges the traditional view that only a 
massive infusion of US aid kept the Korean 
economy from disaster. Michell argues that 
the priority given by the US to anti-infla- 
tionary efforts and US officials' belief that in- 
dustrialisation should play no role in Korea's 
development strategies took a heavy toll on 
the economy. He argues that the retarded 
economic development of the 1950s should 
be seen as an aberration, coming as it did 
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after several decades of solid growth, one 
that was partly caused by misguided US 
macroeconomic and aid policies. 

The role of the Korean War in shaping 
the larger order of post-World War II politics 
is only beginning to be explored by scholars. 
The war itself is now being examined more 
closely asa precursor to the US' tragic folly in 
Indochina, and its role in ce- 
menting the US alliance with 
Chiang Kai-shek's Kuomin- 
tang government on Taiwan 
has also been explored. This 
volume goes in a slightly dif- 
ferent direction, with several 
essays talking in occasionally 
exhaustive detail about how 
the crisis in Korea spurred 
closer coordination among 
the Western allies and 
brought Japan into the al- 
liance's orbit. 

David Rees’ lucid essay 
emphasises how important 
the Korean War was to a 
peace settlement between 
Japan and the Western allies 
— one which was signed over Soviet objec- 
tions. Moreover, the war helped spin a 
stronger web of alliances among the West- 
ern powers, especially the US and Australia 
and New Zealand. Reinhard Drifte details 
the part the war played in stimulating Japan- 
ese arms production and involving the Ja- 
panese in the anti-communist effort. His 
essay includes an intriguing discussion of 
dandestine Japanese combat operations in 
support of the US. 

The rebellion at the PoW camp at Koje- 
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Chiang: US alliance. 


domestic demand, and earn access to the 
US, European, and Pacific Rim markets; and 
investing in development of new technol- 
ogy. There really is no surer, easier, or faster 
way. South Korea already has begun to take 
some of these steps, and Kang notes them. 

As for the rest of the book, the cultural 
and historical comparisons between South 
Korea and Japan and the chapters on the 
Korean economy are useful for newcomers 
to South Korea, especially for expatriate 
businessmen (its intended audience). Also 
valuable are Kang's general observations on 
joint ventures, especially their drain on 
management resources. This is important 
because American firms now have some al- 
ternatives to forming joint ventures. 

While the book has not advanced the 
frontiers of knowledge on South Korea very 
far, it does summarise some interesting facts 
and issues about this remarkable country. 
For that reason it is worth reading, especially 
if you are bound for business in South 
Korea. 8 Dennis Mcintosh 


do, which followed deadlocked negotia- 
tions over repatriation of prisoners, is usu- 
ally told simply as a story of communist 
brutality. Callum MacDonald's detailed in- 
vestigation of the brutality, coercion and ter- 
ror of the anti-communist Chinese warlords 
and Korean youth leagues in the camps is a 
sobering reminder that neither side had a 
stranglehold on virtue. The US' attempt to 
score an easy moral victory against com- 
munism, coupled with the Truman admin- 
istration's desire to fend off senator Joseph 
McCarthy's smear campaign 
in Washington, prolonged 
armistice negotiations. 

While there is much that 
was admirable about Tru- 
man's stand, especially the 
desire to avoid a repetition of 
the fate that befell prisoners 
repatriated to the Soviet 
Union after World War II, 
the cynical attempt to exploit 
prisoners for geopolitical 
ends, coupled with an appal- 
ling ignorance of the actual 
situation inside the pri 
compounds at Koje Island, 
cannot be excused. There 
were few of the “heroes be- 
hind barbed wire” that, so 
the Western press told its readers, 
negotiators were holding up an armistice to 
save. 

Several chapters deal with the British role 
in the war, and attempt to examine the 
Anglo-American relationship from Lon- 
don's vantage point. The British had misgiv- 
ings about US policies, notably MacArthur's 
drive to the Yalu and the hard-line stance on 
PoW repatriation, but they were unwilling 
to push too hard for fear of giving an advan- 
tage to the communists. œ Mark Clifford 
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INDUSTRY 


Malaysia s national car maker pays its way 





By Car! Goldstein in Kuala Lumpur 


alaysia's national car, the Proton 
Saga, has finally started paying 
its way after years of red ink. But 


what is probably especially satis- 
fying for Prime Minister Datuk Seri Maha- 
thir Mohamad, on whose initiative the Pro- 
ton venture was launched four years ago, is 
the modest success the car has enjoyed in 
Britain since export sales began there in 
March 


Proton managing director Kenji 
Iwabuchi, who was brought in during last 
year's management shakeup from 15%- 
owner Mitsubishi Motors Corp. (MMC) — 
another 15% is owned by parent company 
Mitsubishi Corp. — said the company ex- 
pects to sell some 9,000 cars in Britain by the 
end of the year. The original target was only 
6,000. 

Perusahaan Otomobil Nasional, or Pro- 
ton, recently announced a net profit of 
M$32.5 million (US$12 million) on revenues 
of M$820 million for the year ending in 
March, compared with a M$58.5 million loss 
the previous year. Although Iwabuchi de- 
dined to make a prediction for the current 
year's results, another source said the com- 
pany expected to net M$120-130 million. 
Proton is 70%-owned by the state enterprise 
Heavy Industries Corp. of Malaysia 
(HICOM). 

One reason for Proton's improved for- 
tunes has been the domestic car market's 
gradual recovery from the recession of the 
mid-1980s. Total domestic passenger car 
sales plunged to 38,200 in 1987, compared 
with 96,200 in 1983. Since then, strong eco- 
nomic growth and improvement in con- 
sumers' buying power has revived car sales. 
Last year, the total market grew by 52% to 
58,000, and analysts are predicting a further 
1576 increase this year, to 67,000. 

Proton itself sold 42,300 cars in 1988 and 
hopes to sell 62,000 this year. To meet de- 
mand, Proton will begin two shift opera- 
tions on 1 August. An extra 600 workers 
were being trained during July alongside the 
existing 800-odd assembly line workers. 

Still, the Proton Saga's commanding 73% 
market share last year was not so much a tri- 
bute to the national car's virtues as a reflec- 
tion of the exemption the company enjoys 
from the 40% duty on imported complete 
knockdown kits (CKDs). This exemption 
gives the Saga a nearly unbeatable price ad- 
vantage over rival assemblers. 


Saga of recove 








At any rate, it is probably too soon for 
Proton management to break out the cham- 
pagne, and not simply because there re- 
mains M$133 million in accumulated debt 
from the first three years of money-losing 
operations. This will take another two or 
three years to make good, even if current 
favourable sales and profits projections are 
borne out by reality. 

More troubling is that the financial turn- 
round is at least partly a book-keeping exer- 
cise. The key change was a big increase in 
the transfer price paid for the cars by the 
formerly semi-independent domestic distri- 
butor Edaran Otomobil Nasional (EON). 

Until earlier this year, EON was owned by 
a consortium which included HICOM (45%) 
and several private bumiputra groups with 
interests in the vehicle industry. This owner- 
ship structure was conceived as a way to 
spread the largesse from the Proton project, 
which after all was to leave the dozen exist- 
ing car assemblers to fight over Proton's 





leftovers — or, alternatively, to sell smaller 
numbers of cars with bigger engines than 
the 1,300-cc or 1,500-cc Saga. 

In a sense, the strategy worked — while 
Proton bled red ink, EON has been consis- 
tently profitable. The distributor does not re- 
lease financial data, but a source said its net 
profit for the 1988 calendar year was "over 
M$30 million," down significantly from the 
previous year because of the higher price it 
began having to pay the manufacturer last 
year. Besides the "friendship" transfer price, 
EON also benefited because it, rather than 
Proton, enjoyed the high profit margins to 
be had from selling cars loaded with expen- 
sive options. 
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This situation — and the bad blood it en- 
gendered between Proton and EON manage- 
ment — eventually became intolerable, and 
SO EON was reorganised. Under the new re- 
gime, HICOM retained its 45% share, but 25% 
was assigned to Ministry of Finance Inc., a 
private company controlled by the ministry, 
with the remaining 30% going to Kuala 
Pura, an MMC subsidiary. The effect was to 
bring EON more firmly under Proton's con- 
trol. 


The shakeup at EON had followed 
more widely publicised one at Proton itse 
year ago (REVIEW, 7 July and 1 Sept. '88). Tir- 
ing of recurrent losses at the car venture (as 
well as other HICOM projects), Mahathir and 
Finance Minister Datuk Paduka Daim 
Zainuddin got the resignations of Proton 
deputy chairman Mohamed Saufi Abdullah 
and executive director Datuk Wan Nik Is- 
mail. The appointment of MMC men — 
Iwabuchi as managing director and Kyo 
Fujioka as head of a new corporate planning 
division — came as a blow to Malay pride, as 
it indicated that only Japanese management 
could save the project. 


espite Mahathir's apparent vote 
of confidence in MMC, the Japan- 
ese-Malaysian partnership re- 
mains an uneasy one. One point 
of contention is the export e — 
MMC is primarily interested in the domestic 
market. Exports of Protons run the risk ^f 
competing head-on with similar MMC 
ports from Japan and, more recently, Tru- 
land. 

The Malaysian authorities constant 
pressure on Proton to raise local content 
levels is another source of tension. MMC 
would be loath to admit it, but one of the 
attractions of a local assembly deal like the 
Proton venture is the profit to be had from 
the supply of CKD, components, and 
machinery. 

Another dark cloud in Proton's present, 
relatively rosy position is that, while 
sales, even at the present modest levels, are 
good for the national and prime ministerial 
ego, they are not necessarily beneficial to the 
balance-sheet. The company loses money 
on each Saga it sells in Britain. Steep produc- 
tion costs at home, owing to low volumes 
and the high cost of imported Mitsubishi 
kits, combine to make the Saga — which is a 
Mitsubishi in all but name — only margi- 
nally competitive in the British market. 
While the car made the No. 10 spot in a Lon- 
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don Sunday Times rating of economy cars, at 
£7,000 (US$11,326) it was also the most ex- 
pensive, save one. 

This is actually a bit less than the 
M$32,000 the similar model sells for in 
Malaysia. What is more, certain modifica- 
tions in the export model's body shape and 
interior control panel configuration required 
to satisfy British safety regulations make it 
more expensive to build than models for 
domestic sales. Thus it was all the more 
puzzling that Iwabuchi would maintain that 
export sales "contribute to the company's re- 
sults.” One explanation provided by an- 
other source was that the additional produc- 
tion helps by amortising the venture's fixed 
costs a little more quickly. 

Plans for breaking into the giant US 
market — originally a higher priority than 
the British market — have dissolved in a 
morass of recriminations and lawsuits 
between Proton and its putative US dis- 

itor, Malcolm Bricklin, who also had 
.. US franchise for the ill-fated Yugo. 
While it is doubtful the car would have been 
competitive in the tough US market under 
any circumstances, the expense involved in 
making necessary engineering changes 
made getting a foothold in the US all the 
more problematic. 

The harsh reality is that Malaysia is and 
will remain too small a market to afford the 
economies of scale demanded by modern, 
world-scale car making. Thus, Proton’s fu- 
ture health will remain dependent on steep 
tariff barriers being maintained to keep its 
competitors at bay. Taiwan, Indonesia, and 
even the Philippines all share Malaysia's 
ambitions to become big car exporters, but 
only the South Koreans have the necessary 
combination of a sizeable domestic market 
and giant corporations with sufficiently 
deep pockets to bulldoze their way into the 
major overseas markets. 

Malaysian car industry analysts are pro- 

ng average annual increases of 5-10% for 
domestic car sales for the next five years. 
This would put sales at some 110,000 by the 
year 1995 — scarcely higher than the level of 
1983. When sales reach this level, Proton 
management will have to decide whether to 
launch a large-scale and expensive expan- 
sion programme, which would take years to 
pay for itself. At present, rated capacity is 
80,000 cars a year, though this could proba- 
bly be pushed as high as 95,000. 

Proton's closest competitors in the home 
market are Nissan-assembler Tan Chong 
Motor Holdings and Toyota-assembler 
UMW Corp. Last year, Tan Chong sold al- 
most 4,800 cars, while UMW mustered sales 
of almost 3,400 Toyotas. Even farther down 
the list are the local makers of Hondas, 
Fords, Mazdas, Mercedes Benz, and others. 

Tan Chong and UMW are also signi- 
ficant component suppliers. Tan Chong 
provides suspension systems and shock ab- 
sorbers, while UMW sells Proton exhaust sys- 
tems. * 
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Tokyo bid to defuse trade tension may backfire 


Trouble in store 


By Charles Smith in Tokyo 


he stunning defeat of the ruling Lib- 

í eral Democratic Party (LDP) in Japan's 

23 July upper-house election drasti- 

cally reduces chances that Japan will adopt a 

flexible posture at bilateral talks with the US 

in September on structural obstacles to for- 
eign access to the Japanese market. 

Tokyo agreed to the so-called Structural 
Impediment Initiative (Sil) talks in June in an 
attempt to defuse tensions created by the US 
decision to name Japan as an unfair trader 
and a priority country for negotiations 
under the Super 301 procedure of the new 
US trade act. 

Something like the st! was considered 
necessary to placate the US Congress which 
had wanted tougher measures against 
Japan, particularly now that the bilateral 
trade imbalance in Japan's favour is increas- 





ing again, even after the drastic exchange- 
rate adjustment and Japan's shift to domes- 
tic demand-led growth. The US administra- 
tion, which had its own doubts about Super 
301, also wanted to keep on engaging 
the Japanese outside that controversial 
framework. 

The way it is presented now, the SII is an 
attempt to identify and solve structural 
problems in both Japan and the US that act 
as impediments to trade and current-ac- 
count adjustment. 

But the Japanese Government's decision 
to become involved in wide-ranging talks on 
issues such as the distribution system, and 
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the keiretsu or intra-group trading practices 
of Japanese industry now looks like backfir- 
ing. Officials in key central government 
ministries have begun to warn that it may be 
very hard to discuss sensitive domestic is- 
sues at the September talks without a strong 
lead from politicians — which is likely to be 
absent in the aftermath of the upper-house 
election setback. 

Japanese unwillingness to come clean, 
on the other hand, could infuriate the US, 
which clearly sets store by the initiative as its 
last hope for gaining better access to Japan's 
manufactured-goods market. 

US frustruation could prove particularly 
dangerous if the bi-monthly sil talks coincide 
with a fresh increase in the bilateral trade 
gap — a distinct possibility following the re- 
cent weakening of the yen against the dol- 
lar. 

Japanese anxiety about a major row at 
the sil talks stems only partly from the fear 
that the US may be in too much of a hurry. A 
further problem is that several of the agenda 
items picked for discussion involve domes- 
tic laws and ures which are held (at 
least by the bureaucrats responsible for ad- 
ministering them) to be no concern of for- 
eigners. 

A typical case is the so-called Big Stores 
Law (Dai Ten Ho), administered by the 
Ministry of International Trade and Industry 
(Miti), under which the opening of large 
stores with a floor space of more than 500 m? 
in built-up areas is effectively subject to the 
approval of small retailers. 

The US daims the Big Store Law has 
acted as a barrier to imports because it has 
blocked the opening of department stores 
and big chain stores which include a higher 
proportion of imported goods on their 
shelves than smaller shops. This argument 
is vigorously disputed by Miti's industrial 
policy bureau. Miti says the big stores have 
been given at least as much chance to grow 
in Japan as in most European countries. In 
the US, big stores account for a larger share 
of retail turnover (35% against 27% for 
Japan), but Miti attributes this to a "retailing 
revolution" which, it implies, Japan should 
avoid. 

Miti has announced plans to simplify the 
administration of the Big Stores Law to re- 
duce the time (in some cases up to 16 years) 
needed for large retailers to win approval 
from local chambers of commerce for the 
opening of new stores. But the ministry says 
the changes are being made in response to 
recommendations by a government council 
on administrative reform, not in response to 
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external pressures. Repeal of the law, which 
the US is apparently seeking, is categorically 
ruled out by the ministry, on the grounds 
that Japan has a social obligation to protect 
small retailers. 

Miti officials admit that retail prices in 
Japan are high by international standards, 
especially in comparison with the US, but 
the ministry denies this is the result of a 
"high cost and inefficient" distribution sys- 
tem as claimed by the US. 

The greater part of the 48% estimated dif- 
ferential between Japanese and US retail 
prices in 1987 was the result of yen revalua- 
tion, the ministry claims. A recently pub- 
lished Miti policy document argues that 
price differentials exist mainly in food and in 
services such as air fares and telecommuni- 
cations, rather than in manufactured pro- 
ducts. 

The high ratio of wholesalers to retailers 
(more than four to one) in Japan's distribu- 
tion system is another point on which Miti 
rejects US criticism. Japan needs a multipli- 
city of wholesalers in order to "spread the 
risk" involved in serving the needs of Japan- 
ese consumers, who expect to be able to 
choose from a wider range of goods than 
consumers in other countries. Foreigners 
should learn how to use the system, rather 
than call for its abolition, the ministry 
suggests. 

Japanese officials seem to be adopting 
an almost equally combative posture on 
another issue raised by the US as part of the 
SII process — the so-called keiretsu system 
whereby groups of big companies with in- 
terlocking share ownership habitually trade 
with each other rather than with outsiders. 
Miti officials admit that the keiretsu system is 
a relic of the past — of the six main groups 
normally classified as keiretsu three are suc- 
cessors to the pre-war zaibatsu groups which 
were tightly knit industrial groups control- 
led by a single holding company. 


iti claims, however, that the Fair 

Trade Commission has "deter- 

mined” that the proportion of inter- 
nal trade done by kerretsus is "not unreasona- 
ble" and is not in conflict with the anti- 
monopoly law. Figures gathered in 1981 (the 
latest publicly available) show that three 
former zaibatsu keiretsus, Mitsubishi, Mitsui 
and Sumitomo, depend on intra-group 
trade for 13.476 of turnover. The proportion 
of in-house trade done by "non-zaibatsu" 
keiretsu is a little lower. 

Miti's tough posture towards demands 
for reform of the retail distribution system is 
supported by the Japan Chamber of Com- 
merce and Industry (JCCI), an organisation 
representing small- and medium-sized com- 
panies, including the 1.6 million predomin- 
antly small companies making up the retail 
distribution sector. The jcc! claims that dere- 
gulation of big store openings would cause 
“friction and confusion" in local com- 
munities. It recommends foreigners to 


study Japan's distribution system rather 
"decide that the system is too difficult." 

Organisations representing large-scale 
industry have come down less firmly 
against repeal or revision of the law. But a 
specialist on distribution at the Japan Eco- 
nomic Research Centre told the REVIEW that 
rationalisation of the retail sector poses at 
least as serious a political dilemma for the 
government as liberalisation of farm im- 

rts. 

The distribution sector, with more than 
14 million workers, is regarded as one of the 
key political lobbies in Japan, though it has 
traditionally been less vocal than the 4.7 mil- 
lion-strong farm lobby. The industry lacks a 
single lobbying organisation comparable to 
the militant National Federation of Farm Co- 
operatives but wields enormous grassroots 
influence through local chambers of com- 
merce. The unpopularity of the recently in- 
troduced 3% consumption tax, which has to 
be collected at the retail level, is another 
reason why the government may feel that it 
should treat the industry carefully. 

Miti officials deny any contradiction be- 





tween the need to protect small retailers and 
the commitment to boost imports, particu- 
larly of manufactured goods, but outsiders 
feel the ministry may become increasingly 
schizophrenic after the sil talks get under 
way. This could be serious given a probable 
lack of political leadership in the wake of the 
LDP's election defeat. 


Susumu Awanohara writes from Washing- 
ton: A week after US President Bush 
and Japanese Prime Minister Uno formally 
launched the sil in Paris, interested US sena- 
tors held a hearing on the subject with the 
three chairmen on the US side of the bila- 
teral working group testifying. The senators 
expressed grave doubt about the efficacy of 
the initiative. 

Bush and Uno agreed formally to the es- 
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tablishment of a joint inter-agency working 
group led by three sub-cabinet level chair- 
men on each side. On the US side the chair- 
men are the deputy US Trade Representa- 
tive (USTR) and an under-secretary each from 
the State and Treasury departments and on 
the Japanese side, vice-ministers from the 
Foreign and Finance ministries and Miti. 
The group aims to meet every two months 
starting in September and will make an in- 
terim assessment in the spring of 1990, fol- 
lowed by a final report by July 1990. 


n à preliminary meeting in late June, the 
|| members identified areas to be covered 

in the sii talks. The difficult-to-penetrate 
Japanese distribution system and the price 
mechanism which is slow to reflect ex- 
change rate changes are obvious candidates 
for discussion as are Japanese regulations, 
laws and business practices which tend to 
discriminate against foreigners. But the Ta- 
panese are stressing the mutuality of th 
venture and want to scrutinise causes of 
low US saving ratio, including the tax sys- 
tem, which help perpetuate the US current- 
account deficit. 

On the US side, the USTR will lead the dis- 
cussion on the Japanese distribution system 
and exclusive business practices, the Trea- 
sury on savings in the US and the keiretsus in 
Japan, and the State Department on Japan's 
land use, which involves financial and tax as 
well as agricultural issues. 

Having heard the US chairmen's presen- 
tations, the senators expressed their scepti- 
cism. Senator Max Baucus, chairman of the 
international trade subcommittee said: “We 
must judge the success or the failure of [this] 
initiative not by how many talks are held, 
not by how many communiqués are issued, 
but by its concrete contribution to expand- 
ing US exports to Japan." Some senators, in- 
cluding Baucus, wanted a quantification of 
US objectives in the sil, which the offi! 
said was unrealistic. 

Sen. John Danforth expressed disap- 
pointment that the State Department, which 
he criticised for "viewing everything as our 
own fault and viewing trade as the last thing 
on our agenda," and the Treasury, also 
sometimes soft on Japan in his estimate, 
were involved in the sit. And Senator John 
Heinz expressed the belief that if the sit does 
not work, the US must resort to "bottom 
line-oriented trade" in which annual US 
trade deficits with trading partners are regu- 
lated by law. 

Responding to Heinz' lack of confidence 
in the US team, the under-secretary from the 
State Department said: "The Japanese are 
not just listening to me, senator; they're lis- 
tening to you. And they recognise the politi- 
cal climate in this country is changing funda- 
mentally . . . and that unless there is some 
basic changes in those numbers between the 
US and Japan, [the] multilateral trading sys- 
tem of which they are the biggest — 
is in mortal danger." 
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DEVELOPMENT 


Neglected Sakhalin seeks foreign investors 


Left on the shelf 





By Sophie Quinn-Judge in Korsakov 
akhalin island, like most of the Soviet 
- Far East, has been a financial liability 
to the central government for years. 
High salaries for workers in its fishing, fores- 
try and mining industries have been exacer- 
bated by artificially low prices for its raw 
materials. Extracting a ton of oil here costs 
twice what the oil sells for on the Soviet mar- 
ket. 
Despite the region's rich resources, 
which include more than 100 billion m? of 
‘aral gas and oil reserves estimated at 
idreds of millions of tons, local officials 
do not expect dramatic changes in the near 
future. 
"The centre still wants to keep us under 





its control, but they hardly ever come here," 
complains Valery Belonosov, the com- 
munist party's regional secretary for ideol- 
ogy. The Khabarovsk Institute for Economic 
Research has in fact been awarded a contract 
to develop a plan to push the economy to- 
wards financial autonomy. But Belonosov 
believes it will be at least 10 years before the 
territory can enjoy such freedom. As for pro- 
fit-and-loss accounting, one of the keystones 
of Soviet leader Mikhail Gorbachov's re- 
structuring, the party official admits that it 
still is not being applied. "We still pay 
people simply for showing up at work," he 
says. 

"We don't have enough competent 
people — economists, lawyers," explains 
Victor Kovinko, one of the leaders of the 
nascent popular front on Sakhalin, now 
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known as the Democratic Movement for 
Perestroika. "There is talk about free eco- 
nomic zones on Sakhalin," he says, "but 
when this will ever happen and who will do 
it, we don't know." 

The Soviets readily admit that foreign 
capital and technology are essential for the 
restructuring of Sakhalin's economy. And 
since the island was officially opened up last 
year, foreign businessmen have begun to 
show some interest in developing its re- 
sources. 

Three joint ventures have already started 
with Japanese participation as well as one 
with the New Zealand dairy board. And a 
Sakhalin import-export agency has been set 
up to handle the region's border trade (the 
region includes the Kurile Island chain). Di- 
rect ties have been opened with China, Viet- 
nam, Australia, New Zealand and South 
Korea. 

Even the local branch of Gostelradio, 
which runs television and radio broadcast- 
ing, is taking decentralisation seriously. 
Since Moscow has refused it permission to 
open its own foreign-currency account, the 
station has started to work with Japanese 
television teams on a non-cash basis. The re- 
sult is that Sakhalin Gostelradio now owns 
seven video cameras, more than the Lenin- 
grad branch, and has paid for its own trips to 
Japan by receiving Japanese crews. 

Links with Japan are developing in sev- 
eral ways. Japanese now regularly come 
from Hokkaido to visit family graves. But 
Soviet sceptics still suggest the Japanese are 
more interested in reasserting their ancestral 
right to the southern portion of the island 
than in making profits. Japan had official 
possession of Sakhalin below the 50th paral- 
lel between 1855 and 1875, and again be- 
tween 1905 and the end of World War II. 

But the 14 July announcement in Tokyo 
that the Sakhalin Oil Development Cooper- 
ation Co., a Japanese consortium, was reviv- 
ing a moribund project to develop oil and 
gas on the Sakhalin shelf, may prove the 
sceptics wrong. 

According to the latest plan, he consor- 
tium, which is 42.9% owned by Japan's Oil 
Development Corp., would invest US$2 bil- 
lion in the project, to match a Soviet con- 
tribution. Negotiations, suspended in 1986 
when oil prices nosedived, may be finalised 
in August in Moscow, during a meeting of 
the Japan-Soviet Joint Economic Council, an 
organisation of private-sector representa- 
tives. If the project goes ahead, crude oil ex- 
ports to Japan would begin in 1994. Mean- 
while, the New Orleans-based McDermott 
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Corp. is also negotiating a joint-venture 
agreement to survey for oil and gas. 

Within the framework of their 1987 integ- 
rated development plan, the Soviets are also 
promoting the development of a gas-chemi- 
cal complex for the eastern shore of Sakhalin 
which would produce ethylene, propylene 
and polythene products. So far no partners 
have come forward, but during July poten- 
tial Japanese participants met representa- 
tives of the Ministry of Chemical Produc- 
tion. Local officials say that their ecological 
standards for the project will be stringent. 

Away from the glare of publicity re- 
served for billion dollar deals, two more 
modest joint ventures have actually started 
operation. They are based on what is still 
Sakhalin's main industry — fishing. Diana is 
a Rbl 7-million (US$11.13 million) partner- 
ship between Sakhalinrybprom, a branch of 
the Far Eastern Fisheries Ministry, and three 
Japanese firms — Tayo Gyogyo, Morikawa 
Trading Co. and Kitataiheiyo Gyogyo. 

The Japanese are supplying credits to re- 
equip the venture's leased ships with up-to- 
date processing equipment, and to build an 
on-shore factory. The main product will be 





surimi, the minced fish made from pollock, 
for which the Japanese apparently have an 
insatiable appetite. So far, says Anatoly 
Lunin, Diana's general director, their profits 
are higher than anywhere else in the Sakha- 
lin fishing industry. 

Another larger venture, named after the 
River Pilinga, will harvest and farm sea scal- 
lops and salmon, again using Japanese 
technology. The Japanese partner, Hokkujo 
Godo Suisan, owns 49% of the Rbl 24 mil- 
lion enterprise. They hope to process the sal- 
mon by freezing or smoking it, and get away 
from the traditional low-quality Soviet tin- 
ned fish products. Scientific-technical direc- 
tor Vladimir Tabunkov says there are also 
plans to process biologically active agents in 
the waste from salmon processing and other 
sea products. L] 
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If you are considering, or are now, investing in one 
or more of Asia's fast paced stockmarkets, a trial 
of ASIAN MARKETS MONITOR may prove to 
be your wisest investment in 1989. As everyone 
knows a major key to successful investing is having 
the right information at the right time, and that's 
what each issue of AMM delivers to its many read- 
ers each and every week. 


A no nonsense, straight from the shoulder weekly 
newsletter AMM will provide you with detailed 
market commentary, objective reports on sectoral 
developments and the reasons behind them, high- 
lights of results of large and medium sized com- 
panies, informed analysis and opinion and much, 
much more. 


Normally available for longer terms for a limited 
time only we are offering a trial to . . . 

ASIAN MARKETS MONITOR so that you can 
discover for yourself how very helpful AMM can 
be to you when it comes to making the right invest- 
ment decisions. 


AMM is written, complied and edited by 
specialists throughout the Asian region and pub- 
lished by a wholly owned subsidiary of Review 
Publishing Company Ltd., publisher of the Far 
Eastern Economic Review, Asia’s most authorita- 
tive business/news publication. 


Because we are so confident that once you've 
sampled AMM for yourself, you will discover 
how valuable it can be to you in making invest- 
ment decisions, we are offering a 13 issue 
trial-period for only US$150. That amounts to 
US$11.54 per week, less than the price of a moder- 
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and nothing to lose. 
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ortress Europe — as the EC hates to 

be called — is going on to the offen- 

sive. Defensive it certainly will 

remain, in the use of strategic 
weapons such as anti-dumping actions 
against East Asian exporters. But Brussels is 
about to shift the battle for protection into 
the international arena on key issues such as 
motor vehicles and textiles. 

This denotes a new form of pragmatism, 
rather than liberalism, in Brussels — in 
keeping with the character of the EC's Dutch 
vice-president and commissioner for exter- 
nal affairs, Frans Andriessen. A mixture of 
iple, sleight of hand and sheer frustra- 

with Europe's quarrelling factions ap- 
pears to guide his actions. 

The vehicle industry debacle in Europe 
requires this sort of Byzantine diplomacy. 
National quotas that the French, the Italians 
and the Spanish maintain against Japanese 
im are supposed to disappear by 1992, 
along with all other impediments to the in- 
ternal market (REVIEW, 18 May). 

Spain and Italy want them extended but 
Andriessen says quite bluntly that external 
quantitive restrictions are incompatible with 
the free internal market. It is therefore "un- 
likely" that they will be replaced with EC- 
wide quotas in 1992, as Japan and South 
Korea feared. A victory for free trade? Not 

ite. 

When Andriessen promised recently to 
make plain the EC's position on cars by Sep- 
tember he was oblique about what this 
might portend. One thing is clear though, 
and this is that Europe will not simply 

ep away both national and community 
tas in a grand gesture to liberalism. 

What appears to be in Andriessen's 
mind is to take the matter to the OECD and 
get its blessing for an international solution. 
The OECD gave a special dispensation in 1967 
for the steel industries of the Western world 
to restructure behind temporary tariffs and 
quotas. So why not a special dispensation 
on cars, too, provided the Gatt could be per- 
suaded to come along? 

Being a member of the OECD, Japan 
would of course have a voice in this process, 
albeit one among 24. And, as the OECD has 
now begun an informal dialogue with the 
East Asian NICS, so too presumably would 
South Korea. Who knows, one day when 
East Asian nations are grappling with the 
problem of their own sunset industries, they 
might welcome such a respite themselves 
from the competition of the then up-and- 
coming. 

This scheme would allow the EC to hon- 
our its commitment not to make European 
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INVISIBLE HAND 


The Dutch auction defence 


producers any worse off through the impo- 
sition of the single market in 1992; it would 
also usefully delay the need for immediate 
action, and it could lend a cover of interna- 
tional respectability to the whole issue. If it 
works, the EC is likely to use similar tactics 
in dealing with its textile quotas and the 
Multi-Fibre Arrangement. 

On the other hand, if the current 
Uruguay Round of the Gatt is not completed 
on schedule before the end of next year — or 
if certain parties who are pressing for an ex- 
tension of the round look like prevailing — 
then Brussels will almost certainly start 
negotiating bilateral agreements with its 
trading partners on everything from ser- 
vices to conditions of investment. In this 
case there would be no need for the cover of 
international respectability. 

Meanwhile, the approach to be taken in 
the area of access by foreign banks and fi- 
nancial institutions to the EC is decidedly in 
the best machiavellian tradition of Europe. 

The demand for "reciprocity" embodied 
originally in the EC's second banking direc- 
tive has gone but in place of this legislative 








Japan's bilateral aid* 
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hurdle Brussels will impose a more opaque 
administrative one. Access for foreign banks 
will be on a "negotiated" basis, leaving the 
issue usefully grey and wide open for in- 
terpretation on a case-by-case basis. 

Still, however subtle or even devious 
may be the EC's approach to protectionism, 
few if any of its critics have been able to 
answer Andriessen's characteristically blunt 
question: "Show me where your country is 
more liberal?" 

The Australians hurl stones at EC 
agricultural protection while living in a 
glass-house of industrial tariffs. Japan and 
South Korea tend to be more reticent, for ob- 
vious reasons, and even the US has softened 
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its attack upon Fortress Europe, for now. 


The mind boggles at the thought of all that 
Japanese generosity announced at the July 
Paris summit of seven leading industrial na- 
tions (REVIEW, 27 July) — some US$65 billion 
of the country's export surpluses due to be 
recycled in a five-year programme up to the 
end of 1991. 

At least it does until one reads the small 
print, so to speak. There one discovers an 
element of the petro-dollar syndrome when 
"recycling" of oil producer surpluses in the 
1970s meant OPEC seizing the money with 
one hand from consumers and lending it 
back with the other, in return for a hand- 
some rate of interest. 

To be fair to Tokyo, it is nowadays the 
second-biggest donor in the world of Official 
Development Assistance (ODA) after the US. 
(Japan provided US$9.1 billion in 1988 
against US$9.8 billion from the US; Japan ex- 
pects to overtake the US before long.) 

But, as the figures show, the great bulk of 
Japanese ODA up to now has been in the 
form of (not-so-soft) loans by the Overseas 
Economic Cooperation Fund (OECF) and 
other lending agencies. Grants have 
amounted to a relatively miserly proportion 
of the whole. 

So what about the latest chunk of 
largesse? According to Koichiro Matsuura, 
director-general of the economic coopera- 
tion bureau in Japan's Foreign Ministry, 
around US$15 billion of this will be ODA 
money. The rest will be in the form of (hard) 
commercial bank loans, Exim Bank loans 
and so on. 

This is where things start to get cryptic 
because it is not clear whether this forms 
part of the US$50 billion that Japan has al- 
ready pledged to give in ODA between 1988- 
92. Nor is it clear how much will be OECF 
loans and how much in the form of grants. 

What is clear is that the Japanese Govern- 
ment is in for some problems if it means 
what it says about increasing the grant pro- 
portion in its ODA and spreading it more lib- 
erally around the globe, to the poorer parts 
of Asia and to Africa. Staffing of aid depart- 
ments in Tokyo just has not kept pace with 
recycling activity. 

In the field of environment aid for in- 
stance, spending has tripled over 10 years 
while staffing has increased by 10%, says 
Matsuura. Non-governmental aid organisa- 
tions are still slow to come forward, too, in 
Japan. For these reasons alone, the tempta- 
tion to go on making project loans through 
the well-staffed OECF might prove irresisti- 
ble. u Anthony Rowley 
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THE STH COLUMN 


The myth of South Korea 


Imost everyone knows about South 
Korea's economic miracle — but al- 
most nobody understands.it. This 
puzzling but persistent fact is tes- 
timony to the power of ideology (of all hues) 
to colour and distort reality. We see what we 
expect or want to see, not what is really 
there. Which is a pity, because useful les- 
sons are lost. 

There are two prevailing myths about 
Seoul's economic success, poles apart yet in 
a curious sense mirror images. The conven- 
tional view is that South Korea represents a 
triumph of market forces, an open econ- 
omy, and generally "getting the prices 
right." Thatis how Seoul became a newly in- 
dustrialised country (NIC); hence that is the 
route for other would-be NICs to follow, ac- 
cording to the World Bank and IMF. 

Against this are an array of critics, rang- 
ing from South Korea's own vocal dissident 
student movement to sceptics like Robin 
Broad and John Cavanagh (REVIEW, 9 Feb.). 
The students go furthest, insisting to the be- 
mused foreigner amid Seoul's evident 
wealth and modernity that all this is some- 
how not "real" development, but a mirage 
or distortion imposed on the minjung (mass- 
es) by monopolistic US and Japanese 
capitalism and their local lackeys. 

But what Seoul's fans and critics share, 
oddly, is the assumption that South Korea 
developed — or grew, anyway — by open- 
ing up to world markets; an option which 
some economists argue is no longer availa- 
ble to other less developed countries, due to 
structural changes in the global economy. 

What these eager partisans of various 
ideologies — be it neo-classical economics or 
dependency theory — seem not to have 
noticed, however, is that the South Korean 
facts simply do not fit. If you actually look at 
South Korea's development 
experience, certain facts are 
inescapable. 

First, South Korea has 
never been inclined simply 
to open its economy to inter- 
national forces. That may 
well be what the World Bank 
and IMF recommend to all 
and sundry; and indeed they 
cite South Korea as an al- 
leged exemplar. But they 
are wrong. Certainly, Seoul 
has become a mighty trading 
nation. But this has not 
been an indiscriminate open- 
ing. On the contrary, market 
liberalisation so far is little 








Park: industrialising. 


By Aidan Foster-Carter 


and late in Seoul, though bound to in- 
crease. 

Economic nationalism has all along been 
the political and cultural driving force of 
South Korea's development, which has al- 
ways owed far more to the Continental tra- 
dition of Friedrich List, who advocated tariff 
protection to stimulate industrialisation, 
than to free-trader Ricardian theories of 
comparative advantage. Former president 
Park Chung Hee wanted a militarily strong 


se 
South Korea’s success is a 
profound theoretical 
embarrassment to both 


neo-classical economists and 
dependency theorists. 
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South Korea, which could stand up to the 
initially more dynamic North. Strong meant 
industrial. Industrialising, in the half of 
Korea which largely lacked minerals, meant 
buying from and selling to world markets, in 
the first instance. But the aim, and the result, 
was always to build up the country’s “pro- 
ductive powers” (to use List's phrase). 

Hence, South Korea has never wel- 
comed foreign capital, unless it offered 
technologies which Seoul wanted. Direct 
foreign investment, other than as a minority 
shareholder in joint ventures, was until re- 
cently forbidden to foreigners. The stock- 
market remains all but closed. This is a 
strange openness, or more exactly a highly 
selective one. It did not follow World Bank 
nostrums. It did work. 

Second, if Seoul did not 
“liberalise” until recently, 
then neither did it 
“privatise.” The South Ko- 
rean development experi- 
ence stands as a massive and 
splendid refutation of the 
current Western mesmerisa- 
tion with the mystique (and 
myth) of “free markets.” 

While explaining the se- 
cret of Seoul's success is elu- 
sive, again the facts cannot 
seriously be disputed. This 
has been state-led develop- 
ment, dominated by power- 
ful ministries. Through 
(mostly) sophisticated credit 
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control and other instruments, the state vir- 
tually created South Korea's giant conglom- 
erates in their present form, even though 
now, inevitably, they are becoming more 
autonomous of government. 

Why then have the evident nationalism 
and etatisme of South Korea's highly success- 
ful economic strategy not been more widely 
acknowledged? It can only be because to do 
so would force a rethinking of what has long 
been seen as the fixed opposition of two 
basic stances towards development. On the 
right are the neo-classical economists, cur- 
rently riding high, preaching free mar 
and economic openness. On the left, ra 
bruised and battered, are the proponents ot 
varieties of dependency, sceptical of the 
world economy and favouring self-reliance. 

Quite frankly, South Korea's success is a 
profound theoretical embarrassment to both 
of these tired warhorses. Seoul's highly in- 
terventionist nationalism offend the neo- 
classical chimera of a “pure” market, free of 
political interference. But equally, South 
Korea's undeniable involvement in the global 
economy, as well as the successive authoritar- 
ian, rightwing governments, has led the de- 
pendency-minded to be deeply suspicious. 

All this is a pity, not least because it leads 
some writers implicitly to dismiss the South 
Korean experience as lacking in relevance or 
in lessons for other Third World countries. 
Yet they go on, rightly, to emphasise both 
the economic and political importance of 
agrarian reform. Are they unaware that 
South Korea, like Taiwan, underwent an 
early and far-reaching land reform whid 
most all observers link in some way \ 
Seouls subsequent success? Landlords 
were eliminated in the early 1950s — bought 
out, one hastens to add. 

Other lessons of the South Korean case 
require a degree of conceptual retooling: 
state economic intervention clearly can 
work, and work wonders. This of course 
only shifts rather than solves the problem: 
why then are economic planning and im- 
plementation more efficacious in South 
Korea than almost anywhere else? At least 
part of the answer, which may mollify our 
neo-classicists, is that what Seoul exhibits is 
highly skilled and flexible forms of interven- 
tion. By contrast, much state interference in 
the Third World has resembled micro- 
surgery performed with an axe. But that is 
not an argument against surgery as such, 
just a demand for the necessary training and 
skills. 

Advocates of self-reliance, by contrast, 
should have no problem with South Korea's 
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etatisme, its protectionism ai its economic c 


nationalism, if only they would remove 


their political blinkers and actually admit | 


that this is how Seoul is (or has been). What 
may hurt them more, is the need to rethink 
their concepts of dependency. | 
No country faces a stark choice between 
"cater[ing] to the whims of the world mar- 
ket" and "a development logic that is inter- 
nally driven," as Broad and Cavanagh ar- 





gued. South Korea offers a clear example. of | 7 
using the global arena as a means to pursue 
ends which are ultimately national ones. 
There is no necessary conflict between ex- 
port-oriented and import-substituting indus- Es 


trialisation. Seoul has pursued both. - 


Likewise, while South Korea has dearly. | | 
become more dependent on the world econ- 
omy (meaning trade), it has equally dearly | 
become more independent within it (mean- - 
ing productive powers). This is not an- 
either/or choice. Few development choices - 


though they are too often put that way. 


ment occurs nowadays in a more 


“hostile world environment, E ee 


am not convinced that there can 
be no more NICs. The slowdown in average 
world trade growth rates, like all averages, 
conceals uneven and varied trends. There | 
have always been niches, and there always 
will be — the niches have to be found, 
which means not a naive blanket opening to 
and embrace of the world market, but the 
skilled Seoul-style search for external oppor- 
tunities which link into, not detract from, in- 
ternal accumulation processes. 

By contrast, the alternative model put 
forward by the likes of Broad and Cavanagh 
seems both dubious and timid. In the final 
analysis development means industrialisa- 
tion, and more industry means less agricul- 
ture. Agriculture-linked industry surely 
helps, but equally certainly will not on its 

transform living standards. 

2 sounds like second best to me. And if] 
am reluctant to settle for second best for the 
Third World poor, then it comes from gaz- 
ing at what 30 years ago was an im- 


poverished, agrarian, war-ravaged, “over- - 
populated,” resource-poor half a country in. 


Northeast Asia, whose general stasis was the 
despair of its sponsors. 

That is how South Korea used to be. 
How it got to where it now is, we may not 
fully understand. But we know enough to 
make us sceptical of the conventional wis- 
dom on development of right and left alike. 
Third World countries which today resem- 
ble South Korea in 1959 — or even 1969 — 
would do well to look at the reality, not the 
myths, of what Seoul did. They will find no 
blueprints, no magic formulae or mechani- 
cally transferable models. But I believe they 
will find pointers. And they will find hope. = 


Aidan Foster-Carter is director of the Univer- 
sity of Leeds' Korea Project. 
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— s aircraft repairer turns in a profit 
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| "der un four-and-a-half years as a 
[M private joint-venture company, 
L X. Malaysian aircraft engineering com- 
pany Airod made a significant profit in 1988 
| and now faces a future full of opportunities. 
Airod was created from a Royal Malay- 
sian Air Force (RMAF) unit in January 1985 — 
and its name is derived from the RMAF's 
former Aircraft Repair and Overhaul Depot. 
It is 49% owned by Lockheed Aircraft Ser- 
vice International, a subsidiary of the US 
giant Lockheed, which supplies technical 


j| support and some personnel. 
espite the assertions that develop- £ : 


The other 5196 ownership is held by 
‘holding company Aerospace Industries 
Malaysia, a partnership between the Minis- 
try of Defence, Malaysia Airlines and local 
car maker United Motor Works. 

Unlike its counterparts in many other de- 
| veloping nations, Airod has no ambition to 
make aircraft in the medium term. It is con- 
tent to stick to developing its aircraft mainte- 
nance capabilities while building up its air- 
craft parts manufacturing business. 

As a result of rapid airline expansion 
throughout the region, it is aircraft mainte- 
nance that now presents the best oppor- 
tunities. Airod's facilities, labour costs and 

expertise offer advantages over its com- 
petitors elsewhere in Southeast Asia. Singa- 
pore, for example, has higher costs, while 
competition from Thailand and Indonesia is 
limited by lack of capacity — though both 
are seen as future potential rivals. 

Airod's investments have been made for 
the maximum return, not merely to ensure a 
| given capability. From 1985-87, capital in- 
| vestment totalled US$2.3 million, providing 
| two hangars and a large administration 
l building on Airod's site at Kuala Lumpur's 
| Subang Airport. Staff numbers increased 
| from 242 at the company's birth to 365 by the 
| end of 1987. 
| Lastyear capital investment was doubled 
| to US$4.6 million and staff numbers rose to 
| just under 500, increasing maximum capa- 
| city with a single working shift by a third to 
| 16,000 man-hours a week. Further invest- 
| 
| 
| 
| 
| 
| 
| 
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| 
| 
| 
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| 
| 
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| 
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| ment is planned, and if necessary a double 
shift would provide a maximum of 27,000 
man-hours a week. 

In its first year, Airod's profits were 
reported to have been marginal. And in 1986 
a loss of about US$1 million was declared. 
But 1987 saw a profit of US$385,000, and, 
though the figures have not yet been an- 
nounced, a profit of more than US$600,000 
has been predicted for 1988. 
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Sources of work for Airod have been __ 
principally domestic. The RMAF provided 
the base load by handing over all heavy 
maintenance work on Malaysia's military 
aircraft to the company. But Airod has been 
broadening its foreign customer base within 
the region, mainly among smaller air taxi 
and helicopter operators. 

A company official told the REVIEW: "We = 
have to look at the civil market because is — 
such a big chunk. The military market is re- 


latively small and because of security mue : u 
erations it's sometimes difficult to get over- E 


seas military work." 

But now the company is talking with - 
European counterparts which have large ` 
customer-bases but could find a low-cost - 
partner attractive. It has also been talking to - 
US airlines about a joint-venture arrange- | 
ment for nose-section repairs and modifica- - 
tions on Boeing 747s. : 

However, this plan might have to be - 
changed. US protectionist sentiment cons 
cerning offshore maintenance — thought to - 
have been defused last year — is rearing its — 
head again as unions and US congressmen 
play politics for votes. 

Although Airod has repair and main- . 
tenance approvals from most Southeast — 
Asian aviation regulatory authorities, it has 
not yet been approved as an overseas repair 
station by the US Federal Aviation Adminis- . 
tration. E 

If the company decides to take on Boeing - 
or other manufacturers’ aircraft, it would - 
have to hire more supervisors from overseas - 
with experience on these types of aircraft. 
This inexperience is the main shortcoming _ 
of its workforce which comprise almost en- 
tirely former RMAF engineers. IE 

With less than 400,000 man-hours of a 


work performed in 1988, Airod was ranning ` 
at less than 50% of capacity. But it expectsa ^ 
50% increase in man-hours performed by- 


1990-91, and will have a staff of about 600 by. 
then — plus two more hangars. E 

So far, the largest aircraft handled have ^ 
been Lockheed C130 military transports and 
Fokker F28 twin-jet airliners. Airod does not... 


overhaul aircraft for Malaysia Airlines, 
though this might seem an obvious way for _ 


the airline to get a profit-derived discounton > 
its maintenance. E 

However, Airod could in future offer 
maintenance for Malaysia Airlines because 
the airline's own facilities face capacity 
constraints. Military work is set to expand 
rapidly in the next few years as a result of- 
the RMAF’s intended purchase of new air- 
craft. 
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ECONOMIC RELATIONS 1 


Japanese funds inflate Hawait’s property bubble 


pip 


By Nigel Holloway in Honolulu 


ahala, Hawaiis swankiest neigh- 
K bourhood, wears a new and unwel- 

come aspect: once-splendid resi- 
dences stand neglected for months by their 
absentee owners. Their front lawns are 
choked with weeds. As a local columnist ob- 
served: "They look like a movie setting for 
Scarlett O'Hara's plantation after surviving 
the Civil War." 

Elsewhere on the islands, the Turtle Bay 
Country Club is under new, and foreign, 
ownership. Last November, a retired couple 
who had been playing golf there three times 
a week received a letter from the club — 
their memberships, along with those of 
other local residents, would be terminated at 
the end of the year. 

The mayor of Honolulu, Frank Fasi, be- 
lieves he has found the culprit for these and 
other depredations. "Foreigners have in- 
vested heavily in Hawaii," he declared last 
November. 

“If this is allowed to continue without 
government controls we will wake up some 
day and find out that we no longer control 
the destiny of our islands. We will wake up 
to the fact that only the rich will be able to af- 
ford Hawaii." He does not need to spell out 
who the "foreigners" are. This is the age of 
the Ugly Japanese. 

For some parts of the world, the eruption 
of the yen in 1985 has caused a mere ripple, 
but for Hawaii, it has hit like a tsunami, leav- 
ing property inflation, an economic boom, 
confusion and controversy in its path. In 
1988, Hawaii's gross state product was 
US$21.3 billion, Japanese tourists spent 
about US$3.7 billion and Japanese investors 
US$1.6 billion (10 times the annual 1980-85 
average). No wonder this small 
collection of islands in the 
mid-Pacific feels a little over- 
whelmed. 

Most of that money is un- 
questionably good for Hawaii. It 
has provided jobs, refurbished 
old hotels and built new ones. 
But there are bad effects, of 
which the worst is the Japan- 
fuelled speculation in residen- 
tial property. House prices in 
the Kahala area doubled within 
a year, and the spiral has now 
widened to include lower- 
priced accommodation which 
does not interest the Japan- 
ese. 
The small amount, in abso- 





lute terms, of investment 
from Japan that has pumped 
pure hydrogen into the 
property bubble threatens to 
give the great majority of 
yen-based ^ investors in 
Hawaii a bad name. And the 
antagonism aroused could 
frighten off worthwhile in- 
vestors, not only from Japan, 
but in the future from South 
Korea and Taiwan. 

This would be most un- 
fortunate — Hawaii has al- 
ways relied on overseas capi- 
tal, mainly from the US in 
the past, but increasingly 
from the western Pacific 
rim. 

Until now Hawaiians have stayed pretty 
level-headed about the new Japanese inva- 
sion. The racial tinge so familiar in anti-Ja- 
panese sentiment elsewhere is hardly pre- 
sent in Hawaii, an island of cultural har- 
mony in a sea of racism. A quarter of the 1 
million or so population is ethnic-Japanese. 

But if leading politicians decide to make 
foreign investment a big issue during the 
election for state governor next year, the 
criticism could get out of hand. The tempta- 
tion to do a bit of Japan-bashing could prove 
irresistible. 

Japan's consul-general in Hawaii, Tada- 
yuki Nonoyama, has spent the past 18 
months calming local fears. He points out 
that the issue became a factor in the local 
mayoral elections last year and may well 
return in 1990. "Political issues tend to 
become emotional," he says. "And if that 
emotional reaction [to Japanese investment] 
is negative, it would affect Japan-Hawaiian 
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Waihee: diversifying. 


relations,” adds Nonoyama. 

The personalities of the contestants for 
governorship will have a direct bearing on 
whether the "Japan card" is played. The pre- 
sent incumbent, John Waihee, is an amiable 
Democrat, and the first person of part- 
Hawaiian stock to hold the office since state- 
hood in 1959. He is to stand for re-election. 
Now the question is whether Frank Fasi, the 
7 Honolulu mayor for 16 of the 
$ past 20 years, and a some- 

what unlikely Republican, 
: will run against him. A self- 
i styled champion of the un- 
$ derdog, Fasi has made some- 

thing of a career of running 
unsuccessfully for governor 
of Hawaii. After a heart oper- 
ation last year, this is proba- 
bly his last chance, and com- 


mentators are expecting a 
fierce — and dirty — cam- 


The Japanese investr 
problem is a gift for a sea- 
soned political operator such 
as Fasi. In May last year, an 
opinion poll revealed that 
78% of respondents objected to foreigners 
buying homes as investments, and 72% 
favoured banning it. Two months earlier, 
Fasi called for a ban against all foreign 
buyers who were "greedy, get-rich sharks" 
and proposed limiting the number of prop- 
erties foreigners could own, unless they 
lived in them at least half the year. The pro- 
posed bill arrived after the deadline for intro- 
ducing new legislation, but it may well be re- 
suscitated. 


major conceptual weakness with 

this kind of measure is that it dis- 

criminates between Americans and 
foreigners, even though a large number 
of absentee property-owners are from 
the US mainland. But this seems 
important than the signal that is meant 


sent to foreign property speculators to back 
off. 


Waihee has straddled the fence some- 
what uneasily on the issue, fear- 
ful of being outflanked by his 
rival. He told the REVIEW that he 
thought Japanese investment in 
Hawaii had more positive ef- 
fects than negative ones, serv- 
ing long-term objectives and 
employing local management 
(in the hotel industry at least). 
The bad aspect, he said, was the 
overconcentration of Japanese 
investment in real estate, which 
had driven up house prices 
“outrageously.” “If the in- 
vestment is not for our bene- 
fit; the consequences could 
be very extreme," he has 
claimed. 
The 





governor says he 
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strongly supported moves in Washington to 
add the Bryant amendment to what was 
then the 1988 US trade bill (the bill was pass- 
ed, but not the amendment). This required 
local affiliates of foreign corporations to dis- 
close their direct investments. Hawaii is con- 
sidering taking its own measures to ensure 
more disclosure. But Nonoyama opposes 
this, warning that it may send a 
hostile signal to yen-based in- 
vestors. That may be so, but the 
entire debate has revealed how 
litle anybody seems to know 
about the scale of Japanese in- 


vestment. Everybody agrees it is 
large, but how large? 

Kenneth Leventhal & Co., a 
Los Angeles accounting firm, 
caused a stir in April 1988 when 
it reported that Japanese invest- 
ment in Hawaiian real estate the 
previous year totalled US$3.3 

on — a quarter of such in- 

ment in the entire US, and 
by far the largest amount for a 
single state. The following year, 
the firm said that investment in Hawaiian 
property was USSI.8 billion, 11% of the 
total. (The Honolulu Advertiser's survey 
suggested that Japanese real-estate invest- 
ment totalled US$1.8 billion last year against 
US$1.4 billion in 1987.) But the governor's 
planning office found that Leventhal's fig- 
ures included property improvement along 
with acquisitions; double-counted the resale 
from one foreigner to another in the same 
year, and included information from news- 
papers as well as “hard” data from official 
sources. 

The US Department of Commerce gives 
figures for foreign direct investment, but 
these also derive partly from the news- 
papers. Hawaii's Department of Business 
and Economic Development collects its own 
investment statistics, which do not include 

üsitions by individuals or residential 
»erty transactions. 

Ín order to find out more, the state gov- 
ernment asked the University of Hawaii's 
Real Estate Centre to look at Japanese invest- 
ment in Hawaii property. The first point the 
centre's report made was that Japan's name 
cropped up in only a tiny proportion of ac- 
tual purchases. 

It found that in the 15 months to March 
1988, Japan-based investors were involved 
in 1,557 — only 2% — of all Hawaiian prop- 
erty transactions. But they were worth a 
total of US$890 million, or US$517,000 per 
transaction, of which 62% was spent on 
houses or apartments. 

Moreover, nearly three quarters of that 
money was invested in only seven, predo- 
minantly residential, districts in Honolulu, 
of which the most noteworthy are the ad- 
jacent neighbourhoods of Waialae and 
Kahala. 


Home to movie stars and rich business 
executives, it became in 1987-88 the scene of 
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“the greatest single-family residential mar- 
ket activity by Japanese buyers anywhere in 
the US,” in the words of another study. 
“Greed and frenzy” would be another way 
to describe what went on. 

The most notorious of the Japanese 
speculators was Genshiro Kawamoto, a 
Tokyo property magnate, who cruised 


Hawaii — paradise or prime real estate? é 
iy 
øf Lihue 
Niihau Kauai 
Oahu 


around the neighbourhood in a white 
limousine pointing to houses that took his 
fancy. An assistant would then knock on the 
door and offer cash, sometimes from a brief- 
case. 
In all, Kawamoto bought more than 170 
homes and apartments, including a US$42.5 
million seaside spread from an American in- 
dustrialist. But he told a reporter later that 
for the most part, Hawaiian residences were 
“lousy candy houses.” 


peculation peaked quickly. By mid- 
- 1987, only six months after the stam- 

pede began, brokers and individuals 
from Japan were entering into purchase con- 
tracts with the purpose of immediately re- 
marketing the properties back home, after 
adding 50% or 100% to the price. If no new 
buyers could be found, the speculator 
would often drop the transaction, forfeiting 
the deposit. 

Soon after, demand started to decline 
and house prices in Waialae-Kahala drop- 
ped, as Japanese investors turned their at- 
tention to other neighbourhoods nearby. In 
1987-88, Japanese bought almost half the 
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condominium apartments on the market in 
Waikiki. 

Their average price doubled in US dol- 
lars, but in yen terms they did not move. 
Real-estate brokers say that the number of 
Japanese looking for property in Hawaii's 
posher areas has fallen this year, though 
there are signs that demand has moved to 
middle-income housing. Ac- 
cording to Greg Pai, chief 
= economist at First Hawaiian 

Bank, the initial shock of foreign 

speculation has served as a 

catalyst and the higher prices 

are now rippling through other 
neighbourhoods. 

Although most of the con- 
troversy has focused on resi- 
dential property, investors 
from Japan have scrambled 
for other types of property as 
well. The wave of buying struck 
hotels and golf courses in 1986 
much of it on Maui, Kauai 
and the Big Island, before 
moving onto houses, mostly 

on Oahu. It was led by half a dozen of 
Japan’s largest construction firms — 
Takenaka, Shimizu, Kumagai-Gumi, Taisei, 
Hazama-Gumi and Tobishima — which 
competed fiercely to buy land for resort de- 
velopments. Mitsui Real Estate, the builder 
of two hotels in Waikiki, began hunting for 
fresh opportunities, only to find that “prices 
were simply incredible,” says Shuhei 
Okuda, president of Halekulani Corp., 
Mitsui's subsidiary. 

The result is that Japanese investors own 
all but one of the seafront hotels in Waikiki. 
Leventhal says 92% of the deluxe hotel 
rooms and 57% of luxury class rooms in 
the state are now owned by Japanese. Over 
the next three years, 14 top-class hotels 
will open on the islands, all built by the 
Japanese. Okuda reckons they will need to 
charge US$350 a room and achieve 75% 
occupancy to break even. It hardly needs 
adding that almost all the golf courses are 
Japan-owned. In the face of applications for 
30 new golf courses, Honolulu county has 
ordered a moratorium on their develop- 
ment. 

Governor Waihee is now concerned 
about whether Hawaii is what he calls 
“overinvested”, not just by speculators, but 
also by hoteliers and golf-course developers. 
He wants to encourage investment that will 
help the economy to diversify, but state 
planners have yet to draw up a list of prefer- 
red projects. The most urgent need, though, 
is to curb property speculation (foreign or 
otherwise) and the most effective way to do 
that is to tax it. 

In 1987, Japan aimed to curb its own land 
speculation by slapping a 95% capital gains 
tax on certain property transactions. This 
and other measures have squeezed some 
gas out of Tokyo's property bubble — only 
to inflate Hawaii's. * 
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Tight control of farmland exacerbates housing crisis 


Planters’ punch 


Centre says that foreign speculators 

"are not the sole cause of increasing 
housing prices." Quite so. When somebody 
drops a lighted match and starts a forest fire, 
the tinder needs to be dry. The drought of 
affordable housing is one of the most potent 
political issues in Hawaii. Local people 
blanch when rich foreigners snap up prop- 
erties like candy in a grocer's store. But an in- 
adequate supply of housing long preceded 
the Japanese buying spree, and land specu- 
lation on the islands was not patented by 
Japan. 

This does not mean that foreign pur- 
chases of Hawaiian property are just an ex- 
cuse for frustrations over the lack of hous- 
ing. The high yen and Japan's capital 
surplus are likely to be with us for a good 
few more years, and Hawaiian real estate 
will continue to be a favoured destination for 
some of that money. Carefully considered 
policies are required to minimise its effect on 
local people. But the housing problem is 
more intractable, because it goes to the heart 
of Hawaii's political economy. 

Obviously, the sellers of housing are not 
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Land ownership in Hawaii 
1987 breakdown 
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complaining — it is the would-be buyers 
who are being priced out of the market. 
Single-family homes in Kauai, the Big Island 
and Maui have risen by 45-90% in the past 
couple of years. In parts of Oahu (where 
Honolulu is situated), they have doubled in 
the past three years. Although the Japanese 
have concentrated on the top of the price 
range, their buying has a knock-on effect on 
houses lower down the scale, and there is 
evidence that Japanese are now beginning 
to look for houses in these price brackets, 
too. 


— Castle & Cooke Inc. 

— C. Brewer and Co. 

— Samuel M. Damon Estate 
— Alexander and Baldwin Inc. 
All others 


Homeowners who do not sell are also af- 
fected. Rising house prices lift the value at 
which their own property is assessed for tax 
purposes. The fancier neighbourhoods like 
Kahala on Oahu have seen their assess- 
ments increase by 180% in 1987-88 and rises 
of 100% elsewhere were common. The 
counties (which levy the property taxes) 
have slightly lowered the rate at which as- 
sessments are levied, in Honolulu's case by 
7.2% in 1988. But they need the money, and 
property taxes generate more than 80% of 
their revenue. Spending by the counties is 
rising faster than income because of in- 
creased infrastructural and maintenance 
spending brought on by rapid population 
growth and development. It is easy and 
politically expedient to blame the Japanese 
for the rise in the property taxes. 

It is hard for Hawaii's casual visitors 
to imagine that the islands have anything 
so unromantic as a housing crisis. A few 
statistics (mainly from First Hawaiian Bank) 
can sketch the picture. The median price 
for a single-family home in Hawaii was 
US$225,000 in 1988, the third-most expen- 
sive in the US out of 63 metropolitan areas. 
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Acres % 
Total land area ——— * 3,930,143 — 
Government owned - — 1,414,750 36.0 
Privately owned 2,515,393 640 
Six biggest owners ——— 935,560 — —— 23.8 
— Bernice P. Bishop Estate ———— 340,454 8,7 
— Richard S. Smart (Parker Ranch) 139,301 35 








That is 56% above the national median and 
4.1 times annual household income in 
Honolulu, compared with 2.4 for the US 
as a whole. More people rent and the 
amount they pay is higher than in other 
states. 

"Doubling up," as it is called, is growing: 
22% of Honolulu households live with non- 
nuclear relatives or others, compared with 
one-eighth on the mainland. Families are 
larger, but houses are smaller than the US 
average. The reason is not that construction 
costs are significantly higher than in the rest 
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of the US — it is the land which is so much 
more expensive. Housing land cost 12 times 
more per square foot than the US average in 
1980, and the differential is bound to be 
greater today. No. wonder the Japanese, 
used to extortionate land prices, feel so 
much at home in Hawaii. 

House prices have risen, but the ability to 
pay them has not. The average annual wage 
in Hawaii fell between 1977 and 1987, so the 
other kind of "doubling up" is increasingly 
common — that of holding down two jobs 
at a time. One reason for this is Hawaii's 
shift from a plantation economy to a tour- 
ism-dominated one within the space of a 
generation. This has replaced more re- 
munerative craft skills with service jobs, and 
surprising as it may seem, hotels pay less 
than pineapple plantations. 

Despite the dramatic change in the struc- 
ture of the labour force, the land remains 
locked into patterns of use and ownership 
established more than a century ago w 
the haole, the Hawaiian for white n 
turned the islands into one large colonial- 
style plantation. Even today, no less than 
94.8% of Hawaii's 4.1 million acres is still al- 
located for tax purposes in equal measure to 
agriculture and to conservation. The re- 
maining 5.2% houses the population and 
the enterprises which create the jobs and 
pay almost all the taxes — 4.5% for houses 
and apartments, 0.6% commercial and in- 
dustrial and 0.1% for resorts. 


purposes at a meagre US$1,500 an 

acre and housing land at US$237,000 
an acre, owners of the former have little en- 
couragement to turn it into the latter. The 
peculiarly harsh irony is that only 17% of the 
agricultural land is actually cultivated — the 
rest remains fallow because the two main 
products, sugar and pineapples, are in 
structural decline. Admittedly, a lot of that 
land is on the so-called “Neighbour” isli 
of Maui, Kauai, Lanai, Molokai and 
Big Island. But even on more heavily 
developed Oahu there is as much unused 
agricultural land as there is for housing and 
urban use. 

It is the governor-appointed Land Use 
Commission which determines the classifi- 
cation of plots of 15 acres and above. Set up 
in 1961, it has two contradictory objectives: 
efficient urbanisation and agricultural pre- 
servation. As a result, it has been dogged by 
complaints that it has favoured either one or 
the other, depending on who is doing the 
griping. The Bank of Hawaii noted that in 
1987 the commission allowed only 39 acres 
of the 310 acres proposed to be converted to 
residential zoning on Oahu. An official site- 
assessment commission recently proposed 
that half Hawaii's 2 million acres zoned for 
agriculture be turned to some other use. The 
idea "has been quietly shelved," the bank 
said. 

Many argue that the distribution of land 


S ince agricultural land is valued for tax 
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ownership is just as outdated. Of the 2.4 
million acres held privately, six owners have 
39% of the total and the top 20 own 63%. 
Among them are the so-called "Big Five" 
Hawaiian companies — Castle and Cooke, 
C. Brewer, Alexander & Baldwin, Amfac 
and Theo H. Davies — which made their 
money in sugar and pineapple and domi- 
nated the economy until 1945. Since then, 
they have complained that the state govern- 
ment and the plantation-based trade unions 
have blocked their attempts to convert plan- 
tations to more productive uses. 

The biggest landowner among them, 
Castle and Cooke, has hived off its land in- 
terests into a separate company, Oceanic 
Properties (which, in July 1985, was ac- 

i a sharp Arizonan businessman, 
David Murdock. Only two of the Big Five 
are still locally owned). Oceanic is the largest 
housebuilder on Oahu, but most of the land 
it holds is located in places it would be dif- 

It to urbanise. It owns 98% of Lanai, the 

illest of the six main islands, but most of 
that is given over to pineapples. 

More relevant in terms of housing is the 
James Campbell Estate and the largest pri- 
vate landowner, the Bernice Pauahi Bishop 
Estate. Between them, they own 420,000 
acres, most of it on Oahu. Under the terms 
of James Campbell's will, the trustees of the 
estate must distribute ownership of the as- 
sets to the beneficiaries in the year 2007, but 
the Bishop Estate's objectives are very differ- 
ent — the assets are to be held in perpetuity 
with the income to be used to support two 
schools, giving preference to students of 
"pure or part aboriginal blood." With land 
worth more than US$2 billion, the 
Kamehameha schools are among the most 
richly endowed in the world. 

And their landholdings are among the 
most conservatively managed. With only 
the schools to finance, the Bishop Estate has 
-= had to work hard to earn income from 

340,000 acres it owns. Almost all the rev- 
enue comes from leases on residential prop- 
erty. A so-called "land reform" act, which 
was implemented from 1975, to turn leases 
into freehold, was fought by the Bishop Es- 
tate up to the US Supreme Court. Not until 
1984 was it ruled constitutional to force the 
transfer of the freehold from landlord to les- 
see. Since then the Bishop Estate's five trus- 
tees have been embarrassed by the income 
from the commissions they have received 
on the sale of leases: US$1.6 million each be- 
tween 1986 and 1988. 

It is probably too much to expect 
oligopolists to give up their hold on land, 
and the politicians have not tried very hard 
to take it away from them. Between annexa- 
tion by the US in 1898 and the war with 
Japan, Hawaii was run as a Republican fief- 
dom of the Big Five. They lost power to the 
working and middle class Japanese and 
other Asians who emerged as the dominant 
social groups after the war. The so-called 
"Democratic Revolution" of 1954 should 
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Land use in Hawaii 


have brought about a wholesale redistribu- 
tion of land. It did not do so, primarily be- 
cause the Democratic Party which has run 
the state almost uninterruptedly ever since, 
found richer pickings in grafting jobs and 
patronage onto the existing land system 
than in root-and-branch reform. 

Thus, land remains the arbiter of power 
in Hawaii. This is why the struggle between 
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1988 breakdown in acres 








Residential —— —— ——— 188,114 
Resorts 2.932 
Commercial/industrial 

Agriculture 






Conservation ; 
Sources. State of Hawaii Data Book and D 


the state government and the counties for 
control of land zoning and development is 
so intense. The state wants more power to 
ensure the land is developed in the ways it 
sees fit — and it wants to take the credit for 
any good that comes from it. 

The governer's office is currently en- 
gaged in a series of battles to assert its domi- 
nance over planning. For more than three 
vears, Honolulu county has fought the 
courts, the Land Use Commission and the 
state of Hawaii, to develop Waiola, a site for 
1,500 houses in central Oahu. The state 
seems to be losing this particular fight. In 
another battle, the state government was 


easily outbid by a private company in May 
for a parcel of land on Honolulu harbour 
belonging to the US armed services. But 
Governor Waihee's office has threatened to 
condemn the project and pay compensation 
in order to control the development of the 
site. 

Some of the state's planners say they fear 
that Hawaii is fast becoming a two-tier prop- 
erty market, with the private-sector building 
the posh housing and the state providing 
low-cost accommodation for the masses. 
This prophecy has a self-justifying ring to it. 
Planners talk about the need to follow the 
Hongkong or Singapore models of develop- 
ing affordable housing, but there are basic 
differences with Hawaii — the population 
density and the political system, to name 
but two. 

There remains the unanswered ques- 
tion: if providing more housing is such a 
vote-winner, why does the state or the 
counties not release more land for the pur- 
pose? The most persuasive reply is that 
there is a widely held, but rarely articulated, 
view that restricting urbanisation reduces 
the flow of immigration from the US main- 
land (which cannot be controlled by con- 
stitutional means, unlike immigration from 
other countries which can). Land-use con- 
trols are simply a crude way of slowing eco- 
nomic growth. More houses simply mean 
more people using up precious resources 
and spoiling paradise. Perhaps Hawaii's 
land system is not so "undemocratic" after 
all. m Nigel Holloway 
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Hawaii aims to promote belief in business 





deep hostility between the political 
A and the business élites; a tight bundle 

of red tape designed to preserve the 
environment; one of the heaviest tax bur- 
dens in the US. These are the sorts of things 
which prompted Forbes magazine to call 
Hawaii “a veritable purgatory for business.” 
The state is still no paradise — no company 
moves there unless it has to — but things 
have improved quite a lot since that state- 
ment was made in 1983. 

The power of the trade unions has de- 
clined markedly since the days when the In- 
ternational Longshoremen’s and Ware- 
housemen's Union, representing workers 
in the docks and the plantations, could 
bring the economy to a halt. That sort of 
power now rests with the airline workers" 
unions — a strike at United Airlines 
can temporarily hobble Hawaii's hotel 
industry. 

But all in all, the altered shape of 
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Nothing like a dime 


Hawaii's economy has given more clout to 
small business, where the Asian community 
of Japanese, Chinese (this year celebrating 
their bicentennial in Hawaii), Filipinos and 
Vietnamese can shine. Some 87% of the 
24,680 registered companies employ fewer 
than 20 workers. They have been aided by 
lighter state taxes on exports and capital- 
goods purchases, overhauled state income 
taxes and lower employee benefits costs. 
Government levies are still too high, busi- 
nessmen say. 

Some of these improvements should be 
credited to Governor John Waihee, who 
took office in December 1986 as the favoured 
candidate of the old-style Democratic 
machine, which was in some ways strongly 
anti-business. Waihee established a cabinet- 
level director of business development. But 
he is no revolutionary and he has to work 
with a state legislature whose views often 
seem about a century out of date, with one 
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collective foot remaining firmly planted in 
the sugar plantation. The difference is that 
Hawaiians are beginning to notice that their 
elected representatives are out of touch with 


. reality. 


Mark Segami of Hawaii's Chamber of 
Commerce says the biggest change under 
Waihee is one of attitude: people under- 
stand the need for a better business climate. 
This change actually began 
in 1984 when the Economic De- 
velopment Corp. of Honolulu 
started work with an intensive 
publicity campaign on televi- 
sion educating people that 
business was a good and neces- 
sary thing — the approach was 
as basic as that. The expensive 
advertising campaign lasted for 
two years, which shows how 
much more needs to be done 
before Hawaii's mental outlook 
catches up with East Asia, 
let alone the West Coast of the 
US. Evidently, the "Reagan 
revolution" never reached 
Hawaii. 

This backward attitude places the islands 
in a weak position to do much about what is 
perceived to be the economy’s No. 1 long- 
term problem — how to reduce its reliance 
on tourism and the military bases. Out of 
gross state product of US$19.8 billion in 
1987, US$6.6 billion came from tourism and 
US$2.2 billion from defence, both of which 
provide money and jobs to a host of other 
industries. The old mainstays, sugar and 
pineapple, contributed a mere US$543 
million, and if the US ever makes good 
on Reagan’s promise to remove all farm 
subsidies, sugar would be the first to 
disappear. 

Hawaii's dependence on military and 
civilian visitors is going to grow, not di- 
minish, over the next few years. The Penta- 
gon has decided to station another naval 
battle group at Pearl Harbour, creating 
hundreds of new jobs (and more demand 
for housing). Perhaps a reduction is US- 
Soviet tension in the Pacific will eventually 
lead to a cutback in the size of the US' huge 
military installations in Hawaii, but that pro- 
spect still seems very distant. 

Tourism seems an even 
safer bet. The Department of 
Business and Economic Deve- 
lopment reckons that the 
number of visitors will rise from 
6.1 million last year to 10 mil- 
lion by 2005. These figures look 
distinctly conservative, consi- 
dering how rapidly the number 
of Japanese tourists is growing. 
Official targets in Tokyo of 10 
million people going overseas 
from Japan by 1992 look like 
being met a couple of years 
ahead of time. And Hawaii's 
share of the traffic is holding up 


US$ billion 








well at 16% of all Japanese tourist destina- 
tions. That makes 1.4 million to Hawaii last 
year, almost a quarter of the total. All just 
dying to empty their purses and fill their 
Suitcases — they spend US$586 a day on 
average, almost five times more than those 
newly impoverished American tourists. 
The yen is likely to remain strong, more 
international airports will open in Japan and 


Total visitor expenditure in Hawaii 
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the put-upon salaryman will gradually be 
able to take longer holidays. And as 
Taiwanese, South Koreans and Southeast 
Asians get richer, they will probably join the 
ranks of the Japanese frying on the beaches 
of Waikiki and Waikoloa. Clean, safe and 
reasonably priced, Hawaii will become the 
playground for workaholic Asians. 


awaii is thus a direct beneficiary of 
H the Pacific economic boom. But the 

planners keep thinking there must 
be more to milk from it than just tourism. 
After all, the islands seem to have some 
ideal attributes for businesses on both sides 
of the ocean. For the US mainland, it has lots 
of Asians with relatives and contacts in 
places like Japan and Taiwan — people who 
speak the lingo. But then there are plenty of 
such Americans in California, more in fact. 
Alternatively, seen from Asia itself, Hawaii 
can be a gateway to the US, offering political 
stability, open markets, a good racial mix, 
only half as far as the rest of the US from 


Asia: a stepping stone. 


Hawaii employment by industry in 1987 
Total: 495,000 
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That is precisely the way Asian investors 
see Hawaii. Japan is the best example. It has 
been a major investor in the islands for dec- 
ades, not just since 1985. What is now called 
the Bank of Tokyo set up a branch in Hono- 
lulu in 1892 to handle remittances from in- 
dentured plantation workers. It already had 
an Office in New York, but the investors who 
came after the bank tended to dip their toes 
in Hawaii before taking the 
plunge into the mainland. Not 
& only real-estate firms, but con- 

struction companies, foodmak- 
ers, retailers, restaurants, even 
a dry-deaning chain, have 
taken this route. 

Investors from other parts of 
the Pacific have also been arriv- 
ing for many years, on a small- 
er scale than the Japanese, but 
in greater force just recently. 
People like the Indonesian 
Sukarman Sukamto, v 
owns a small local bank, 
office block and a hotel in 
Waikiki. The three biggest 
overseas investors last year 

were non-Japanese: Broken Hill Proprietary 
of Australia bought Pacific Resources, 
Hawaii's only oil refiner; Amfac, one 
of the Big Five sugar producers, was ac- 
quired by JMB Realty of Chicago; New Zea- 
land's Sir Ron Brierley bought half of 
Molokai Ranch, one of the largest landow- 
ners in the state. 

Governor Waihee has begun to tout 
Hawaii as the economic centre of the Pacific, 
the world's most dynamic region. This is 
less attractive than it sounds, because it 
means you are as distant from all the fast- 
growing bits of the region as you can possi- 
bly be: 2,600 miles from Los Angeles and 
3,800 from Tokyo. Hawaii must therefore 
"reach out" to Asia and the rest of the US. 
Last December, Waihee held a congres- ^f 
781 local people (and Goh Keng Swee, 
gapore's former deputy prime minister) 
who were invited from all walks of life to dis- 
cuss Hawaii's international role. 

Since nobody had tried to define at 
the start what was meant by "interna- 
tionalisation,” the attendees all came up 

with very different ideas — 
$ without wholeheartedly en- 










& dorsing the governors pet 

Construction & mining (4.196) scheme of setting up an inter- 
Manufacturing (4.196) national action commission to 
HD) Agriculture (2.2%) make Hawaiians more aware of 
[c Transportation, communication the outside world. They could 
& utilities (796) do worse than start with the 
BH Trade (23.6%) two main dailies, the Honolulu 
Finance, insurance Advertiser and the Star-Bulletin 

red ues v . .. (“The Pulse of Paradise"), each 
visi TW) i 2 -. Of which devotes half a page to 
BEI Mitta miis" Le international news. The rest of 
perii HERE «m the page covers the other 49 

1 V JO states of the US. 


If Hawaii seriously wants to 
diversify its economy, the types 
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of enterprises it must try to attract are those 
that do not need to be near large markets; 
that can take advantage of the fact that 
Hawaii's business day overlaps both Asia's 
and the rest of the US’; that find the unique 
ecology a boon. Some of these can be hi- 
tech, such as Ocean Farms, a US$20 million 
consortium (including one Japanese firm, 
Okabe) producing salmon, oysters and 
abalone with the help of pure deep-sea 
water, pumped up by an experimental 
energy conversion unit on the Big Island. 
Lawyers are also doing good business pro- 
cessing documents faxed to them from their 
offices on the mainland and then sending 
them back for the start of business the next 
day. 
As for the future, the two activities plan- 
ners would like to develop are a space port 
(to be built, it is proposed, on the Big Island) 
and a financial centre. Both are pretty long 
shots, with the odds slightly narrower on 

ormer. An organisation has been estab- 

d called the Pacific Space Centre, sup- 
ported by the state government, the univer- 
sities of Stanford and Hawaii, and three pri- 
vate companies. 

It faces strong competition from rival pro- 
jects in northern Japan, northern Australia 
and Florida and so is considering which 
niches of the space market to enter. Com- 
mercial US and Japanese earth-monitoring 
satellites could be the answer. 

On the face of it, a financial centre looks 
like a more down-to-earth prospect. Be- 
tween the close of financial trading in New 
York and the opening of Tokyo, there is a 
three-to-four hour time window (depending 
on the time of year), which Honolulu hopes 
to exploit. The Pacific Stock Exchange, 
which has trading floors in San Francisco 
and Los Angeles, says it would like to set up 
an equities trading floor in Hawaii. South 
Korean companies are even reported to be 
""^"ested in listing there rather than in 

n, if they ever get the chance to sell their 
snares abroad. The state legislature has 
agreed to exempt members of the would-be 
exchange from excise taxes. 

The trouble is that new technology is 
likely to pass Hawaii by. The Chicago Board 
of Trade and the Chicago Mercantile Ex- 
change, the world's top futures markets, 
have recently agreed to join forces to set up a 
global 24-hour screen-based market, initially 
for futures products, but later other instru- 
ments, such as equities and currencies, are 
likely to be added. Financial firms in New 
York and Tokyo will need only to add a 
couple more hours to their trading day, and 
c time window will be shut in Hawaii's 
ace. 

New technology is shrinking the scale of 
the Pacific. That will hinder as much as help 
the state's dream to be at the centre of 
things. Unless it can become more business- 
minded, Hawaii will remain primarily a 
place to get away from it all. 

m Nigel Holloway 
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Seoul versus heavy metal 


tration in the US, Dr Kim Young 

Gil's speciality was high-tempera- 
ture alloys for jet engines. On his return to 
Seoul to take up a professorship at the Korea 
Advanced Institute of Science & Technology 
(KAIST), he was asked to help develop a very 
different sort of alloy for use in making lead- 
frames — the little metal legs which connect 
microchips to the outside world. 

At the time, Kim did not even know 
what a leadframe was. But since the request 
came from Ryu Chan U, an old friend of his 
father's from their home town of Andong, 
Kim felt he could not refuse. 

Ryu was chairman of Poongsan Metal 
Corp., South Korea's leading maker of cop- 
per and copper alloy products. His applica- 
tion to a US firm for a licence to make lead- 
frame alloy had been turned down. Thus, 
the only way for Poongsan to break into the 
rapidly growing market (currently worth 
around US$1.5 billion) for leadframes was to 
develop one itself. 

A thorough scan of the patent literature 
on leadframe alloys revealed that though 
coverage was very broad, it left some gaps 
for the South Koreans to aim at. In 1984, 
after two years of laboratory work, Kim 
came up with PMC 102, a copper-based 
alloy containing smidgens of nickel, silicon 
and phosphorus that was not only superior 
to conventional leadframe materials in 
strength and ease of manufacture, it was 
also cheaper. 

PMC 102 went on to win qualification for 
use with their products by US chipmakers 
such as Motorola and Texas Instruments. In 
1986, Poongsan licensed production of the 
alloy to a West German firm, reportedly the 
first instance of technology transfer from 
South Korea. 

Since then, Poongsan has continued to 
sponsor joint research with Kim's group at 
KAIST. Several other promising alloys have 
resulted from the partnership, including 
one for use in connectors, currently under- 
going evaluation in the US by 3M, and, most 
recently, a copper-based shape-memory 
alloy. 

Kim also chairs a committee that has 
drawn up a five-year project to be funded by 
the South Korean Government's Ministry of 
Science and Technology to develop high- 
performance alloys of nickel and titanium to 
meet the needs of the nation's emerging 
aerospace industry. Kim argues that aero- 
space materials offer a particularly good op- 
portunity for South Korean companies be- 
cause, for historical reasons, the market for 


uring his stint with the National 
D Aeronautical and Space Adminis- 


such materials is one of the few not domi- 
nated by the Japanese. 

Several institutes will participate in the 
project, including KAIST, Postec (Pohang 
Iron and Steel's basic research wing, whose 
president just happens to be Kim's elder 
brother) and the Korean Institute of Mate- 
rials and Metals. 

On the corporate side, the leading par- 
ticipant will be Samsung Aerospace. Other 
interested companies include Sammi Steel, 
whose recent acquisition of a Canadian 
special steel maker gives South Korea a 
hitherto lacking super-alloy capability, and 
Poongsan. 

The aerospace materials project is just 
one of several government-backed new 
materials initiatives currently under way or 
being mooted in South Korea. In mid-June, 
at a ground-breaking ceremony for South 
Korea's first new materials institute for 
Seoul National University, Science and 
Technology Minister Rhee Sang Hi prom- 
ised government funding of Won 20 billion 
(US$140.7 million) a year from 1990 onwards 
for joint public and private sector develop- 
ment of new materials. 

And, at public hearings held in Seoul last 
month, a panel of experts pointed out that 
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New alloy for old leadframes. 


with imports of new materials running at 
more than 80% of demand, there was an ur- 
gent need for domestic development of new 
materials. Many of the imports — such as 
ceramic microchip packagings, high-per- 
formance magnets and carbon fibre — come 
from Japan. 

Plans now awaiting approval from the 
legislature call for the construction of a sec- 
ond, much larger institute within the next 
three years. Much of the funding for this in- 
stitute is expected to come from South 
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Korea's well-endowed Ministry of Defence. 

In the past, South Korean companies 
have not been motivated to do much mate- 
rials research and development. In the fu- 
ture, however, they realise that prowess in 
the materials field will be key not only to 
winning a share in emerging new overseas 
markets, but also to remaining competitive 
at home. 

Domestic development is imperative 
since, as companies like Poongsan and 
others have discovered, it is not always pos- 
sible to license the technologies from other 
countries. Apparently as a result of this reali- 
sation, more than 100 South Korean n 
rials makers have reportedly establis_.__. 
their own research facilities. 

One company which seems to have 
twigged the importance of materials 
technology earlier than most is Pohang Iron 
& Steel (Posco). Back in 1977, the firm estab- 
lished the Research Institute of Industrial 
Science and Technology as a centre for 
technological innovation in advanced mate- 
rials. 

The institute now employs about 400 
scientists plus 300 support staff, who be- 
tween them operate a battery of high-priced 
scientific equipment, including South 
Korea's largest electron microscope. Inevita- 
bly, many of them are engaged in steel-re- 
lated research. However, one of the insti- 
tute's four divisions is dedicated to the deve- 
lopment of new materials. 

It has four main areas of interest. They 
are: 
> Metals, such as aerospace alloys, ^74 
their fabrication by advanced pr 
technologies like rapid solidification anu 
superplastic forming. 
> Inorganics, such as fine ceramics, a field 
recently expanded to encompass the fash- 
ionable warm superconductors. 
> Organics, such as pitch-based carbon 
fibre, engineering plastics and composites 
for the aerospace and automobile industries. 
> Electromagnetics, such as ferrite, a by- 
product of steel pickling lines much used in 
the electronics industry as a recording mate- 
rial. 

“Taken as a whole,” says the institute’s 
president, Baik Duk Hyon, “Korean indus- 
try’s level [in materials] is still relatively 
low,” by comparison with Japan and the 
US. To help redress the balance, his scien- 
tists are taking a three-stage approach to de- 
velopment. The first stage is to hunt for 
promising new applications, then to adapt 
properties of existing materials accordingly, 
and finally to work out ways to prepare the 
materials themselves. | Bob Johnstone 
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Japanese bank joins Nomura in Southern Europe 





ithin a week of the decision by 
W: Japan’s Nomura group to take a 

stake in Spain's Banco de Santan- 
der (REVIEW, 27 July), Taiyo Kobe Bank, one 
of Japan's smaller city banks, announced its 
intention to buy 5% of a subsidiary of Monte 
dei Paschi di Sienna, one of Italy's oldest 
banks. The southern European link in both 
deals is significant. 

Up to now, the great bulk of Japan's 
manufacturing and financial investment in 

ape has gone to Britain, This has sparked 

.. ges that Britain is acting as a Trojan 

horse for the Japanese invasion of the EC 

and also a certain amount of envy among 

other EC countries which are themselves 

hungry for employment-creating invest- 
ments. 

Both the Nomura and Taiyo Kobe deals 
reflect a growing awareness in Japanese offi- 
cial and business circles that a diffusion of 
Japanese investment throughout Europe, 
especially into the poorer southern states of 
the Continent, is likely to yield political as 
well as economic rewards. 

Although neither of these two deals is di- 
rectly linked to manufacturing investment, 
both financial institutions have industrial 
clients in Japan who are anxious to establish 
themselves in Europe before the EC's single 
market is created in 1992 and who have evi- 
dently heeded the official call to spread out 
beyond Britain (REVIEW, 18 May). 

^ Kakuei Miyagi, Taiyo Kobe's deputy 
ral manager in London, told the REVIEW 
«1 2u$ bank's awareness that there had been 
"too much concentration upon the United 
Kingdom" by Japanese companies investing 
overseas. Taiyo Kobe has many medium- 
sized industríal company clients in Japan, in 
product areas such as motor vehicle compo- 
nents and electronics, who are anxious to es- 
tablish themselves in Italy or elsewhere in 
southern Europe, he said. 

Taiyo Kobe hopes to be able to help these 
cients identify potential joint-venture 
partners in Europe, as well as to offer them 
general banking services once they arrive. 
According to Miyagi, medium-sized Japan- 
ese companies prefer to enter Europe this 
way rather than through direct acquisition 
_of European firms or throug 
ventures. 

The deal with Monte dei Paschi di Sienna 

— founded in 1472 and now a universal 
bank undertaking investment as well as 
commercial banking — similarly marks a re- 
luctance by Taiyo Kobe to go it alone in the 











h green-field 








European market. Both Nomura and Taiyo 
Kobe say there is insufficient time before 
1992 to establish themselves in Europe 
under their own names. But political consi- 
derations of linking with European institu- 
tions also appear to have played a part. 

It seems likely that if, as expected, a wave 
of other Japanese banks and securities 
houses follow the joint-venture route into 
Europe — and if their manufacturing com- 
pany clients in Japan follow suit — then 
some at least of the clamorous criticism in 


Europe of Japanese investment might abate. - 


Italy and Spain have been prime movers 
in the attempt to keep quotas on Japanese 
car imports in force after 1992, though Nis- 
san for one has already moved to defuse 
criticisms of Japanese favouritism towards 
Britain by siting a major plant in Spain. 

Taiyo Kobe Bank, which is headquar- 
tered in Kobe, also hopes to benefit through 
à link between its own securities market ac- 
tivities carried out in Europe by affiliates and 
those of the Sienna bank. Once Japanese 
rules separating commercial and investment 
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nkin g are relaxed, Taiyo Kobe might | : 
able to secure for itself considerable unde 
writing and securities dealing business i 
Italy and elsewhere via the Sienna bank. ^ 
Also, the proposed Single Banking Li : 
cence to be introduced throughout the EC: 





will mean that a bank licensed to operate in = 
one community country will be free to offer 


all kinds of banking and securities services in e 
all 12 member states. Although Taiyo Kobe's 
own British banking licence might qualify it ^. 
to enjoy such privileges — subjecttoany EC 


reciprocity provisions — Continental banks . __ 


such as Sienna can probably hope for more ` 

automatic access. M 
Taiyo Kobe will pay around £26 bilion 

(US$42.1 billion) for its 5% stake in Credito 


Commerciale, a banking subsidiary of the 
Sienna bank, and will sign a cooperation . 
agreement with the parent bank. As in the 


case of the Nomura-Banco de Santander 


deal, Taiyo Kobe will appoint a director to | 


the board of Credito Commerciale. 
Formed in 1973 from a merger of Taiyo- 
Bank of Tokyo and the Bank of Kobe, Taiyo: 
Kobe has an extensive branch network in 
Japan and has European operations in Lor 
don, Frankfurt, Zurich and Luxembourg a 
well as a stake in a Hungarian. bank. Th 
Sienna bank group has some & ) branches n 
and is a primary dealer in the Italian govem- 
ment bond market. The Italian bank has. 
many clients who trade with Japan and who- 
could RERO to benefit from the link. B 


Japanese insurers show locals the way 
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T he giant Japanese life insurance com- 


panies which have taken stakes in 
prominent American investment 
banks appear to have achieved a certain har- 
mony — in contrast to the experience of the 
US insurance giants, and despite Wall 
Street’s current depressing performance. 
Nippon Life Insurance Co., which owns 
13% of Shearson Lehman Hutton, and 
Yasuda Mutual Life Insurance Co., holding 
18.8% of Paine Webber Group Inc., may be 
more satisfied with their partnerships than 
their American counterparts. 
Investment banks’ profits are sharply 
lower this year — including those posted at 


Shearson and Paine Webber — but the Ja- 


panese are investing in Wall Street for differ- 
ent reasons than US insurers, who continue 
to buy despite the difficulties. The Japanese 
want training for their personnel, access to 
markets and expertise — and they get it. 


Nippon Life and Yasuda have sent dozens: 


of trainees from Tokyo to New York, t 
master the maze of US: capital markets. The 
hope they will be able to apply the competi 
tive lesson when Tokyo deregulates its ow 
financial system. 

At Shearson and Paine Webber, the Ja- 


panese trainees spend several months with __ 
senior executives to become familiar with all 
aspects of the business. Moreover, thefam- __ 
ously risk-averse Japanese are also active in | 
their partners’ leveraged buyout funds, and 
have launched joint ventures in London __ 
with the US firms for asset managementand —__ 


other financial activities. T 
Shearson and Paine Webber in turn hus uu 


received keys to the clubby Japanese invest- 


ment world and a stable shareholder with 
vast capital resources. Nippon Life pai 
US$538 million for its Shearson stake 
Yasuda spent US$300 million on Paine Wet ê 
ber, but these sums barely dented their bo 
tom lines. The purchase agreements li 
the Japanese share to 25%. 

But the alliances have not been easy, an 
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there is still much to learn. "It's something of 
uncharted territory," observes an invest- 
ment banker familiar with Nippon Life and 
Shearson. "There's a lot of wishful thinking 
about the benefits without the clearest un- 
derstanding of how those benefits are going 
to be realised. You never work out a fit — 
rather, you are always in the process of fit- 
ting." 

At first these marriages of insurance and 
investment services seemed perfect. Insur- 
ance companies would take advantage of fi- 
nancial services deregulation by selling re- 
tail insurance products through affiliated 
brokerage houses. Unlike the commercial 
banks (which also want a piece of Wall 
Street), insurance companies envisioned in- 
vestment banks providing double-digit an- 
nual returns and participation in lucrative 
corporate finance deals. 


But most insurance companies have 
realised few of their Wall Street goals, and 
some of these alliances are in trouble. Profits 
have been thin, especially among retail- 
oriented brokerage houses. Although the 
Dow Jones Industrials Average is at post- 
crash highs, overall trading volume and cor- 
porate financings and merger activity are 
weak. 

That does not stop insurance companies 
from trying. Some get bargains. For exam- 
ple, in July Prudential-Bache — itself a pro- 
duct of Prudential's diversification from in- 
surance — bought the branch network of 
Thomson McKinnon Inc., for US$60 mil- 
lion. Others pay handsomely: Metropolitan 
Life Insurance Co. is said to have paid more 
than US$105 million for a 10% stake in CS 
First Boston. 

But these are reasonable prices for the Ja- 
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Hanoi makes the most of high world rice prices 


Hunger for currency 





By Paul Handley in Bangkok _ 


ietnam has re-emerged as a major 

V player in international rice markets 

after an absence of almost three dec- 

ades. Industry and diplomatic sources say 

the country could end up as the world's 

third-biggest exporter this year, after Thai- 

land and the US, as Hanoi attempts to take 

advantage of soaring rice prices and the low 
level of global stocks. 

Already this year, Vietnam has shipped 
an estimated 470,000 tonnes of rice from Ho 
Chi Minh City, compared to 100,000 tonnes 
last year. Most of the rice has been exported 
to West Africa, the Philippines, and China, 
which took about 50,000 tonnes. 

In addition, Hanoi has in hand contracts 
for another 320,000 tonnes or more. Farlier 
this year, Vietnam signed agreements with 
Indian importers for 250,000 tonnes to be de- 
livered by 15 September, and with Sri Lanka 
for 70,000 tonnes. Bangkok rice traders pre- 
dict that Hanoi will export 1 million tonnes 
this year, which would put it ahead of Pakis- 
tan, currently ranked third in the export 
league table. 

The surge in exports is a result of very 
competitive pricing by the Vietnamese. 
Traders say they have been undercutting 
the market by US$50-60 a tonne. One said 
that 35% broken rice was being shipped by 
Thai exporters for US$313 a tonne fob, but 
Vietnam was selling it at US$297 cif, or about 
US$260 fob. 

Hanoi traders would normally have to 
undercut Thai prices because they are not 
well known in the world market and the 





quality of their rice is inconsistent. But that 
does not account for the steep discounts 
they are offering. No one would suggest the 
Vietnamese do not know the market. Earlier 
this year Hanoi's tapioca exporters snatched 
a major South Korean contract out of the 
hands of Thai traders, and were paid a pre- 
mium for their higher quality product. 

But traders suggest that "there is more 
than meets the eye" when it comes to price 
discounting. There is suspicion that the rice 
trading might also involve some barter of 
capital goods. 

Analysts say currency devaluations and 
the introduction of liberal economic policies 
may have contributed towards the rush of 
Vietnamese rice onto the market. Last year 
rice supplies were tight in Vietnam and 
prices rose as it became a hedge against in- 
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Harvesting rice at Mekong delta. 
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panese, who, in any case, put less emphasis 
on immediate profits. So itis likely that other 
Japanese life insurance companies will buy 
into Wall Street or increase minority posi- 
tions. For instance, the American Express 
Co., which owns 62% of Shearson, wants to 
reduce that share and could sell as much as 
another 12% to Nippon Life. 

One American investment banker pre- 
dicts that globalisation of financial services 
will link a US securities firm with a Japanese 
insurance company, a city bank and a trust 
bank. Together, the powerful foursome 
could build a Japanese investment bank to 
rival leader Nomura Securities. Such a threat 
might occur first in the US. Six Japanese in- 
surance companies, including Nippon Life, 
and one trust bank reportedly have been 
negotiating to pay US$150 million for a 12% 
share of CS First Boston Inc. E 


flation and even a substitute for the local 
rency, the dong. But a few months é, 
prices began to fall, leading to complaints by 
South Vietnam traders that they could not 
sell their rice. 

However, at that time, policy changes 
were introduced allowing provincial agen- 
cies as well as centrally controlled organs to 
export rice. 

Motivation for the recent flurry of exports 
has come from the very high world market 
prices. Exporting a million tonnes could 
bring earnings of US$250 million in vital for- 
eign exchange. Rice prices have soared this 
year and stocks in major consuming coun- 
tries are at very low levels. Burma, a major 
player in the market until two years ago, has 
only shipped an estimated 120,000 tonnes 
out of a possible 500,000 tonnes this year. 
And China, which normally exports rice, 
could end up importing 1 million tonnes. 

Traders and analysts nevertheless ques- 
tion where the 1 million tonnes in fore^^-* 
exports will come from. Northern Viet 
is perennially short of rice, and it is thou... 
that if so much leaves the south then the 
north might face a supply shortfall later in 
the year. 

Traditionally the country produces some 
15-16 million tonnes of unmilled rice, or 10 
million tonnes after milling. Exporting 1 mil- 
lion tonnes would leave 9 million tonnes for 
a population of some 65 million. 

By comparison, Thailand has 56 million 
people and retains the same amount if not 
more. Vietnam also imports rice — low- 
quality grain provided as aid by the Soviet 
Union. But that will probably amount to 
well under 100,000 tonnes this year. 

Thai exporters complain about the pric- 
ing tactics of the Vietnamese, but admit that 
there is no lasting effect on their market. 
India, which bought 680,000 tonnes of Thai 
rice last year, switched the bulk of its pur- 
chases at mid-year to Vietnam because Thai- 
land could not meet the 15 September dead- 
line for more than 100,000 tonnes. E 
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A discount on the future 


hese are murky days on Hong- 
kong's stockmarket, with seekers 
of truth as to the market's future 


course finding little to guide them. 
Before the 21 July close of tenders to buy the 
government's Murray Road carpark site, ad- 
jacent to the new Bank of China building, 
analysts said that a bid of less than HK$3 bil- 
lion (US$385 million) would be construed as 
poor for the market. A bid greater than 
HK$3.5 billion would be taken as positive. 

In the event, the highest offer for the 
95,000-ft? site was Great Eagle's HK$2.7 bil- 
lion, which barely exceeded the govern- 

ts rumoured HK$2.5 billion reserve 
' Still, the market chose to react posi- 
üvely. It was encouraged that five property 
developers bid, and by their apparent will- 
ingness to ladle out more than HK$5 bil- 
lion once construction and finance costs 
are added. The market's verdict is that 
Great Eagle has bought itself a long-term 
bargain. 

Such a reaction points to a slow return of 
confidence to Hongkong, with the stock- 
market taking its cue from the mar- 
ket. The problem though i is that the Tianan- 
men Square massacre's fall-out on Hong- 
oe property will be felt more in the long 


| 


"Lose China trade and a possible reloca- 
tion to Singapore of multinationals’ Asian 
headquarters will dampen demand. A wave 
of residential sales as talent emigrates from 
Hongkong, and an upcoming glut of new 
luxury housing units, will boost supply. A 
|! ` economic landing in the US would fur- 
! dampen the property market, while in- 
ix rates may not fall much as the US 
must finance its continuing budget deficit. 

Indeed, the drama of falling property 
prices has barely unfolded. Buyers already 
expect a 25-30% reduction, rising to 40% on 
new luxury units, which many sellers will 
not yet concede. Owners are pinning their 
hopes on firm rentals, as occupiers switch to 
leasing rather than buying. This game is also 
psychological, with both sides waiting to see 
who calls chicken first. But the logic of falling 
demand and rising supply is that rentals and 
prices will fall. 

For its part, the stockmarket may not 
have fully discounted property price falls. In 
valuing property stocks, the key criterion 
now is the adequacy of yields or cashflow 
payback before China assumes sovereignty 
over Hongkong in 1997. After Murray Road, 
Hoare Govett's Hatim Hoosenally suggests 
that future cashflow should be discounted 
to present-day values at 15%, rather than 


the previously accepted 10%. 
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The higher discount sharply reduces val- 
uations of Hongkong's blue-chip property 
stocks. Hoosenally bases cashflow gains on 
Hongkong's nominal economic growth 
until 1997, no growth after that, and a write- 
off of all value by 2047. The analysis suggests 
some value, as at blue-chip Sun Hung Kai 
Properties. On balance, however, the dis- 
count of shares to reduced net asset value 
may not be wide enough to tempt investors. 

Indeed, the market appears overvalued 
at current prices which are nearing those be- 
fore the Tiananmen Square massacre. The 
variable is the discount that should be at- 
tached to more political unrest in China, or 
possible disruptions in the output of Hong- 
kong manufacturers in southern China. 


Hongkong propery s s new base 
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Conserving capital will be the name of the 
game, and local investors will eventually de- 
cide that a worsening risk:reward ratio 
merits selling stock. That level probably 
exists around 2,600-2,800 on the Hang Seng 
Index. 


Perhaps the market should also incorpo- 
rate a discount for the Hongkong Govern- 
ment's irrationality. After the futures market 
débâcle of October 1987, it suited the gov- 
ernment politically to divert attention Foch 
its failings by arresting former stock ex- 
change chairman Ronald Li on corruption 
charges. More than 18 months later, his trial 
has not even started. 

But the government saw fit to nominate 
for a knighthood Li’s sleepy accomplice in 
closing the Hongkong markets for four 
days, Financial Secretary Sir (as he now is) 
Piers Jacobs. If silence is consent, the gov- 
ernment was also Li's accomplice in helping 
originate the market's latest regulatory dé- 
bácle: the inability to computerise the stock- 
market settlement system. 
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Li, it will be remembered, engineered a 
veto on the Hongkong and Shanghai Bank- 
ing Corp.'s plans to computerise trades. A 
dispute over who would own a slice of the 
action aborted that scheme. But the markets' 
infamous four-day closure was offically 
blamed on the antiquated settlement sys- 
tem, which meant the project was revived. 
Now progress is bogged down in a bitter 
dispute over whether trades should be set- 
tled in one day — as at present — or three to 
five days. 

Local brokers want one day as this les- 
sens credit risk. Foreign brokers want three 
to five days, citing the impossibility of 24- 
hour settlement. The government appears 
to side with the foreign brokers, parroting 
the slogan that Hongkong must conform to 


i ; global regulatory standards. Its creation, the 


Securities Futures Commission, is stirring 
the pot with leaks about the imbroglio. 

Hopes are now pinned on stock ex- 
change chairman Sir Quo-wei Lee broking a 
compromise. The local traders, however, 
have a case. If settlements are automated 
and scrip held in a central registry, stock bor- 
rowing would be easy. So why is 24-hour 
settlement still impractical? 

The world's major stock exchanges have 
longer settlement times at present. But the 
ideal — as prescribed by the advisory group 
of leading private and central bankers on 
global securities regulation — is to shorten 
settlement. Three-day settlement by 1992 is 
mooted as an interim step. 

In this case, the government is moving 
against the trend by harmonising Hong- 
kong with foreign standards. Meanwhile, 
the original HK$200 million cost estimate for 
automated trading looks ever more imprac- 
tical as delays drag on. As recompense for its 
previous indolence, will the government 
make good the additional cost? 


Fund manager Thornton Asia, 74%- 
owned by Germany's Dresdner Bank, is 
launching a DM 300 million (US$156.9 mil- 
lion) Asian markets fund, which will be 
listed in London. The fund is primarily 
aimed at slow-moving West German invest- 
ors who have largely stayed out of Asian 
markets until now. But these subscribers 
should raise their eyebrows at the presence 
of Peregrine Brokerage's Philip Tose on the 
fund's board of directors. 

Surely a fund should máximise its access 
to broking by spreading its favours 
among the best of them? Tose's directorship 
suggests that Peregrine — a new and un- 
tried firm — will corner most of the fund. 

m Christopher Marchand 
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JAPAN 


! Coping with that tax 


apan’s GNP grew by 5.1% in real terms 

in fiscal 1988-89 (ended 31 March), ex- 

ceeding 5% for the second year run- 

ning. Most analysts are looking for- 
ward to a third year of 5% growth in fiscal 
1989-90. However, officials of the Economic 
Planning Agency (EPA) say the fiscal year got 
off to an uncertain start. 

A dip in personal consumption during 
April and May, coupled with a weakening 
in April of the industrial production index, 
may point to a temporary downturn, with 
GNP possibly shrinking during the April- 
June quarter. Officials say they do not know 
whether the downturn was a reaction to ex- 
tremely fast growth during January-March, 
when GNP grew at a rate of 9.1%, or whether 
more permanent factors are involved. 

The 1 April introduction of a 3% general 
consumption tax may also have distorted 
the figures, the EPA suggests. Real personal 
consumption jumped by 4.8% in March as 
consumers rushed to buy goods before the 
tax pushed up the price, only to fall back by 
6% in April. Department store sales, which 
jumped by a freak 34.2% from year-ago 
levels in March, were off a comparatively 
modest 3.7% in the following month, 
suggesting that underlying consumption 
trends may still be strong. 

New car registrations were another 
strong indicator. These fell 5.5% in March 
but surged 25.5% in April as the switch from 
an 18.5% purchase tax to the new general 
consumption tax meant retail prices drop- 
ped. Housing starts, on the other hand, 
weakened after 1 April, reflecting a rush to 
beat the new tax on construction contracts 
during the first three months of the year. 


Analysts who see the April-June dip in 
consumption as a temporary aberration 
point to a strong labour market and a steady 
increase in real incomes as evidence of un- 
derlying economic strength. The job seeker/ 
job offer index hit a 15-year peak of 1.27 in 
June, suggesting that some sectors have real 
labour shortages. EPA officials estimate that 
real spending power of workers’ house- 
holds may be 4-5% higher than a year ago, 
reflecting both an expanded employed 
workforce, and a 4% increase in nominal in- 
comes. 

Private capital investment is also strong 
— possibly too strong in the view of Bank of 
Japan (BOJ) officials, who fear that too much 
spending by industry could lead to inflation. 
According to BOJ's May survey, capital in- 
vestment planned by all industrial sectors 
will rise 13% during the current fiscal year, 
following an 18% rise in 1988. Investment by 





—— falters 
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the manufacturing sector is set to rise 17.6%. 

Investment plans are normally revised 
upwards during the fiscal year. The only 
reason for 1989 turning out to be an excep- 
tion to this rule could be worries about de- 
teriorating political stability following the 
Liberal Democratic Party's defeat in the 23 
July Upper House election. 

Retail and wholesale prices jumped in 
April and May as the new consumption tax 
coincided with a weakening in the yen-dol- 
lar exchange rate. But officials claim the im- 
pact of both of these has now mostly been 
absorbed. After jumping 1.4% in April. as 
the consumption tax came into effect, 
consumer price index rose by a modest ( 
in May and then fell 0.1% in June. 

The wholesale price also rose steeply in 
April, by 1.7%, but had settled back to a 
monthly increase of under 0.2% by the end 
of the quarter. The government says price 
increases in April were “well within" the 
range of normality given the imposition of 
the consumption tax. Fears of retailers tak- 
ing advantage of the 3% consumption tax to 
fleece shoppers have receded, though the 
EPA continues to monitor the situation. 

On the external front, worries continue 
that a weaker yen may stimulate export vol- 
ume and exacerbate trade frictions with the 
US. The short-term trend, however, seems 
to be in the opposite direction. Japan re- 
corded a trade surplus of "only" US$3.6 bil- 
lion in May, far below recent levels, and a 
similarly "low" surplus of US$5.1 billion in 
June. Higher-than-expected oil prices may 
be another reason why the trade surplus ^^* 
been running below earlier expectation: 

m Charles Smun 


Company results 


% change 
on period 


Dividend 
asis ) 


% change 


Turnover on period 


FAR EASTERN ECONOMIC REVIEW 


Comment 





3 AUGUST 1989 


_ 


New Zealand Steel sold 
to BHP-led consortium 


> New Zealand Steel (NZS) has been sold to 
a consortium led by the Australian steel 
company BHP and New Zealand whiteware 
manufacturer Fisher and Paykel, from the 
failed Equiticorp International for NZ$323 
million (US$186.2 million). A sale agreed 
with China's Minmetals fell through in 
June. Fisher and Paykel already owns 20% 
of NZS, which it will sell to the consortium in 
which it will also hold a 2575 share. The sale 


~ will be subject to approval by the Overseas 


Investment Commission and the 
Commerce Commission. Fletcher 
Challenge which led a rival consortium was 
reported to be preparing to oppose the sale 
before the Commerce Commission on the 

ands that it would create an Australasian 

Yopoly. The previously 89% state- 
owned NZS was sold to Equiticorp in 
October 1987 for NZ$327 million. 


Thailand's credit corp. 

chief to step down 

> The chairman of the Industrial Finance 
Corp. of Thailand (iFCT), former finance 
minister Sommai Hoontrakul, will step 
down soon, paving the way to resolve 
IFCT's debts and operating status. The 
Finance Ministry had refused to help the 
IFCT overcome some Baht 4-5 billion 
(US$156-195 million) in foreign-exchange 
losses for the past several months, 
supposedly because Sommai refused to 
quit. Sommai is expected to be replaced by 
another former finance minister, Suthee 
Singahasaneh. 


"^ 3yaysia Airlines 

_ns up for A330s 
> Malaysia Airlines has received long- 
awaited government approval to buy eight 
European consortium Airbus Industrie 
A330-300s, with options on a further eight 
[REviEW, 18 May]. The airline signed the 
contract, worth about M$2.4 billion (US$888 
million), on 20 July. Four of the new 
medium-range twin-jets are to be delivered 
in 1994, and four in 1995. 


Former Wing On Bank 
chairman acquitted 


> Former Wing On Bank chairman Philip 
Kwok was acquitted on 24 July of 13 charges 
of theft, conspiracy to defraud and 
publishing false statements of account by 
the Hongkong District Court. Kwok and 
two relatives were accused of dishonestly 
using 20 million shares in a family holding 
company as collateral to borrow HK$35 
million (US$4.5 million) from the then 
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family-controlled bank. Kwok, a member of 
Hongkong's Urban Council and of the Basic 
Law Consultative Committee, was arrested 
in September 1988. The Wing On Bank was 
saved from near collapse in 1986 through a 
cash injection from the Hang Seng Bank 
and the Hongkong Government's foreign- 
exchange fund. 


Tokvo court scuttles 

low-price share swap 

> The Tokyo District Court has issued an 
injunction to halt an exchange of shares 
between two supermarket chains which are 
trying to fend off a takeover bid by the 
real-estate firm Shuwa. The court said that 
the price of the shares in the proposed swap 
between Chujitsuya and Inageya was too 
low. Shigeru Kobayashi, president of 
Shuwa, said he would begin talks with 
Nomura Securities, the broker to the share 
swap, to seek ways to merge the two 
supermarket firms. 
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Barclays Bank staff 

end Seoul strike 

> South Korean employees at the Seoul 
branch of Barclays Bank ended their 80-day 
strike and returned to work on 24 July after 
the management agreed to increase their 
pay by 45%. The settlement terms included 
a 22% rise in basic monthly salary and 
payment of a two-month bonus and a 
special bonus to compensate for salary lost 
during the strike. The settlement was 
rushed through with mediation from the 
Office of Banking Supervision and 
Examination. The longest-running strike 
involving a foreign bank branch has 
encouraged other foreign branches to 
consider a group negotiation strategy to 
deal with future disputes. 
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Australia wins optical-fibre 
cable contract in Pakistan 


P Pacific Dunlop's Olex division and 
Australia's state-owned Telecom have won 
a A$30 million (US$22.5 million) contract to 
supply optical fibre cable to Pakistan. Olex 
will supply, install and commission 2,000 
km of steel-armoured optical cable between 
Karachi and Islamabad, and Telecom will 
provide project management. 


UN commodities buffer 
fund finally starts 


> Budi Hartantyo of Indonesia has been 
appointed the first managing director of the 
UN Common Fund for Commodities, 
which will begin in September after more 
than a decade in the making. The US$316 
million fund was originally intended to 
finance buffer-stocking operations of 
international commodity agreements but 
only the rubber agreement remains viable. 
The 104-member fund, based in 
Amsterdam, is expected instead to use the 
US$230 million pledged in voluntary 
contributions to help finance commodity 
development activities, such as improved 
production and marketing. 


Private Indonesian firms 
to install new telephones 


> Five Indonesian companies have been 
awarded contracts to install 20,000 
telephone lines each under a revenue- 
sharing arrangement with state telephone 
firm Perumtel. An international tender to 
develop new switching equipment for 
800,000 telephone lines has yet to be 
awarded. Indonesia, with one of Asia's 
lowest telephone densities, plans to install 
1.4 million lines in the next five years. 


US fishing authorities 

crack down on Taiwan 

»> Taiwan agreed on 24 July to allow 
officials of a US Coast Guard vessel to board 
and inspect two Taiwan fishing boats 
believed to have engaged in illegal 
drift-netting and smuggling of salmon in US 
waters. The US authorities needed approval 
from Taipei to board the ships as the vessels 
had already left US economic zones. The 
two trawlers were being shadowed by the 
Coast Guard after a sting operation by an 
undercover vessel of the US National Ocean 
and Atmospheric Administration. The 
ships were believed to have more than 
US$1 million of salmon on board. In a 
related event, US Government agents on 18 
July arrested a Taiwan citizen in Seattle who 
they believed headed a large salmon 
smuggling ring. 
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Bond yields (?4) 


Las! sale to 24 July Latest Previous week 3months ago Year ago Average of representative high-grade issues 
Gold London (2) 372.05 372 25 384 75 435 55 24 July Latest 1 month ago 6 months ago 
Copper New York (3) US$ 
Current deivery (July) 108 90 105 10 137 80 103 50 Domestic 3-5 yearst 792 834 9 10 
SeoL delivery 107.90 7-10 yearst M ry 9.05 
intemational 3-5 yearst 9.30 
barrae SOO 7-10 yearst 8.07 861 9.26 
Current delivery (July) 1.660 00 1,668.00 2,195.00 2,815.20 
Tin Kuala Lumpur (1) 25.11 25.70 21 68 closed Yen : T 
Domestic 3 yearst 51 410 
cone ES 10 years} 5.10 533 5 
Dec delivery 7440 7-10 yearst 511 5.26 482 
Rubber Kuala Lumpur (B) 
Current delivery (Aug. ) 251 50 252 50 298 50 closed Om 
Oct. delivery 252.50 Domestic 3-5 years" 6.90 nā må 
Jute Ühaka (11) 370.00 370.00 37000 31000 Dimai vs Psi ud £83 Hed 
Paim Oil Kuala Lumpur (4) 7-10 yearst 673 681 657 
Current delivery (Aug. ) 699.00 74500 833.00 closed 
Oct delivery 695 00 QN 5 
) ic 3 yearst 14 63 1491 na 
Sugar New York (3) | 10 yearst 1349 13.56 na 
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Jan. delivery 12.90 7-10 yearst 1417 14.15 13.58 
Pepper Singapore (9) i 
Sarawak Asta bik 100% 395.00 427.50 557.50 closed cs 
Domestic 3 years" 987 1027 1041 
Wheal — Chicago (5) 10 years“ 945 9.66 10.13 
Dec: delivery 406 20 7-10 yearst 962 961 10.35 
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Curent delivery (Sept ) 239 40 259 60 272 60 312 40 £ 
Dec. delivery 237 60 Domestic 3 yearst na ha ha 
y 10 yearst na na na 
Rice Bangkok (7) : 
5% White fob 370.00 37000 285,00 310.00 enna ois REA y Tv i 
Soyabeans Chicago (5) 
Current delivery (Aug ) 67360 703 40 760.00 830 40 NZ$ 
Sepi. delivery 638 40 Domestic 3-5 yearst 13.11 13.18 13.84 
7-10yearst 1293 1304 1355 
Cocoa — New York (7) international 3 years” 13.10 13.22 1382 
Current delivery (Sept.) 1,293.00 1270.00 1,345.00 1541.00 7-10 yearst 1296 1305 114) 
Dec delivery 1318.00 
Coffee New York (3) SFr 
Current delivery (Sept ) 86.34 B? 88 139 56 137 75 3-5 yearst 561 5 56 500 
Dec. delivery 88.98 1-10 yearst 5.55 542 5.10 
Petroleum Tokyo (10) ECU 
Sumatran light 18.25 18.35 18.70 15.45 
Brent London (10) 17 40 1825 19 80 na See y a E 
(1)M$a*g (2)US$anor (3)USeatb (4) MS atone (5) US¢ 2.60 tb bushel (6) US¢ a 56 Ib bushel “AAA corporate  -t Government Source Teleraie 


(7) US$ aonne- (B) PSS1, Me£akg (9)5$a100kg (10)US$ abarel (11) BWD, Chittagong/Mongla, US$ a tonne 
Source: Telerate, International Jute Organisation 


Economic indicators, selected Asian countries 





Australia China Hongkong India indonesia Japan Malaysia 
Economic Growth % (eal) (1) 
1988 3 122 75 3 38 575 87 
1989 24-35 5-6 4-^ 9(13) 3-5 45 65-75 
International Reserves (5) 
Latest US$12 19b (May) US$19 1006 (Aot ) na US$4 02b (May) US$4 71b (Jan ) USS$94 80b (May) US$6 160 (Apr } 
Year earlier US$12.09b US$18.57b fa. US$5.56b US$5.09b US$86.54b US$6.220 
Trade Balance (total merchandise) 
Latest 3 months =US$1.04b (Jan. -Mar,) -—US$389b(Apr-June) —US$136b(Mar-May) -US$139b(Nov-Jan) -US$2.870 (9) (Nov.-Jan.) + US$16.380 (6) (Apr -June}+US$O 48b(4) (July-Sept ) 
Previous 3 months —US$1 01b —UuS$1. 896 — US$) 33b —US$1 62b + US$2 68D +US$17 20b --US$0 61b 
Year earlier 1 US$0.31b -US$0.57b —US$1.13b —US$1.37b * US$2.67b *US$17.73b 3 US$0.57b 
Exports (7) 
Latest 3 months US$8 52D US$12 59b US$17 23b US$3 46b US$5 24b (9) US$67 52b (5) US$ 730(4) 
% change previous 3 months —33 +302 +40 +42 +77 —10 41 
% change year earlier -31 +40 +243 +17.4 +65 +40 +306 
Imports (8) 
Latest 3 months US$9 56b US$16 48b US$18 59b USS 85b US$2 37b (9) US$51 1406) US$4 25b(4) 
Yo change previous 3 months —22 +426 +100 —19 +84 +03 +157 
% change year earlier +133 +30.1 *240 +125 +§3 +83 +373 
Consumer Prices 
Base July80-June 81-100 Jan 1988=100 Oct. 84-Sept 85--100(2) 1960=100 Apr.77-Mar.78=100 1985=100 1980=100 
Latest 3 months index average 186 2 (Oct -~Dec. } 127 4442) (Jan ) 127 0 (Mat -May) 819.67 (Nov -Jan. ) 328.0 (Mar -May|) 103.3 (Mar -May) 130.9 (July-Sept ) 
% Change previous 3 months +38 fa. +28 +15 +25 +16 +14 
% change year ealer +77 +274 +99 +88 +83 +21 +32 
Money Supply (3) 
Latest A$158 43b (10) May) Rind 955 96b (Oct -Dec } HK$3/3 93b (May) Rs 1.95110) (Apr. ) Rps 42.001 (Dec ) 3:423. 121 (May) M$58 180 (Sept.) 
% change previous month +10 na, +07 +28 +17 +06 +03 
"e change year earlier +250 +20 14 +148 +188 +240 +94 +51 


(1) Official and other estimates of GOP (GNP in Japan) (2) Consumer Price Index A (3) M2 or currency plus bank deposits (4) Peninsutar Malaysia only. (5) IMF definition of reserves minus gold except for Singapore (6) Customs basi 
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24 July US$1 Worth Banknoterate*  Officialrate — Spotratet — Previousweekt 3monthsagot Year agot Five Year Currency 
Australia dollar 1.3316 1.335 1.334 1.322 1.255 1.229 
Bangladesh taka 28 95 32.20 na na na na 200- 
Britain pound 0.6146 0.618 0.616 0.624 0.582 0.578 
Brunei dottar 1,961 196 na na na na 180- 
Burma kyai 20.50 6.70 na ña ha 14.430 160- 
Canada dollar 11878 1188 11887 1.1918 11871 1217 
France franc 6.4158 6471 6.4655 6.4945 6.23 6.187 140 
Hongkong dollar 7.805 7.80 7.8065 7.8053 ? 781 7 B06 
india Iupee 1879 16.40 16 56 1645 15.75 13.96 120- amaf 
Indonesia fupiah 1,690.00 177000 177500 177500 1755.00 1,692.00 < Laiwan ae 
^ 100- . ee —  — 

Japan yen 142 40 142 10 142 45 44170 13105 13145 ho e S. Korea 
Macau pataca 8.04 B.05 ha fa. fa fa 80- coe, p Australia | 
Malaysia dollar 2 6605 2 68 2 6815 ? 6885 2 6875 closed M 
Nepal rupee 25.00 24.00 ha ha. ha. ha 60- Hongkong 
New Zeatand dollar t7 1735 173 1769 16318 1487 " 
Pakistan rupee 21.05 21.10 21.0289 21.0289 20.025 17.85 w 
Papua N.G kina 0.845 087 0.872 ( 869 na na 1985 1906 — 1987 1988 à 1989 
Philippines peso 2181 21.90 2190 2190 2150 2108 (end year) 
Singapore dollar 1.961 1.96 1.9587 1.9605 194 closed 
South Korea won 653.00 665 00 667.60 667 60 666.00 72390 
Sri Lanka rupee 32.00 34.70 34.7928 34.55 34.015 31.949 Monthly/Weekly Summary 
Switzerland tranc 1.6325 1651 16433 1.655 1 632 1525 
Taiwan NT dollar 25.95 25 B0 25.80 25.865 27.11 28.62 200- 
Thailand baht 25.81 25.70 25 83 25.83 25 48 25 47 
West Germany mark 1.8902 1.912 1.9053 1.9135 1.84575 1.835 180- Japan 
Communist countries: China US$—Rmo 3.722 HK$—Rmb 0476 Soviet Union US$—Roudie 06288 Laos US$ Kup 57100 160- 

Vietnam US$. Dong 3,800.00 Cambodia US$ =Riel 150.00 ái 

1 - 


Other: 


SDA} =US$1 26936 ECUT-US$108865 S$1-M$1368 £1-HK$1269 
3 months forward. Japan *142.0235 Hongkong HKS7.7785 Singapore S$1.9083 


tMiddie rate “Selling rate Source: Telerate for spot and forward rates from Asian money markets, Republic National Bank of New York and 
Hongkong Bank for banknote selling rates on the Hongkong market and Deak Internationa! Ltd for official rates 


interest rates (%) 


sam ee o an am es = 
120-— saan = 


New Zealand s Korea 








Prime 1-yeartreasury interbank Interbank Interbank Eurocurrency and Asian currency 
24 July lending bills/bondst — 1montht 3monthst 6monthst unit deposit ratest (weekly values) 1989 
Australia 1975 — 7.75 17.875 7.75 1 3 6 12 \WEEKIY value 
Britain 14.00 139375 13875 13.625 month months months months 
Hongkong 10.50 — 9.3125 9.0625 8.8125 xx z 
rH Ne CU S Five Year Currency 
Japan "TE 33125 — 54M3B 550 e Siring 139375 13875 135875 134375 
Malaysia ^ 675 5.603 530 555 575 Yen $185 53/5 53/5 5375 20 ~ m —ÀM—"Ó 
New Zealand 15.75 1330 13.30 13.45 Singapore 
Philippines 15:3125 19.95 1525 148125 — 1450 Swiss Fr 725 — 7W25 69375 68125 110- w Malaysia 
Singapore — 550 - 51875 525 5.3125 "m z -— ! ~ —- 
South Korea 11.50 15.60 - Dm 6.875 6.875 68125 68125 90- ~ 
Taiwan 10.50 970 - ~ — 1 b 
Thailand 1250 720 1075 1100 AS 16.375. 1650 1650 165625 80 
uS 1100 7 94 9 125 900 88125 C$ 153125 121875 1175 — 11825 70- 
“Long term — *"Shortterm — tOffered rate Source. Teletate 60- 
4- ***teeeees 





Philippines 


pines Singapore South Korea Taiwan Thailand 20 
me ae e BÀ 
1985 1986 1987 1988 1989 
5-7 6-7 6-8 6-7 8-10 (one ya 
US$0 56b (May) US$17 410 (Mar ) U5$15 70b (May) US$76 16b (Feb ) US$7 640 (May) Monthly/Weekly Summary 
US$0.67b US$15.70b US$8.23b US$76.71b US$4.75b 
120- n————AAÓ—d 
=US$0.15b (Oct-Dec) . —US$r.42b(Jan-Mar] — —USSOT0NG)(Mar-May) -US$341b(Apt-June) ^ —US$1.16b (FEAH) 110- Singapore 
—UuS$0 39b —UuS$1 09b 4 US$1 62b +US$2 76b —US$0 58b 
—US$0.20b —- [S$1.05b 4 US$1.55b * US$321b —US$0.90b 90- 
80- 
US$1.92b US$3 915 US$15.040(6) US$17.18b US$4.51b Thailand 
+20 —128 -07 4150 —05 70- — -— = 
+188 125 6.0 +108 23.0 
t + + 60- Malaysia 

—90 -90 +120 +130 +11 
£137 $146 £197 +115 +241 30- eme 

M4 eee) DUI eee DUNEEEU UNES MENEEUECS re re reme od 
1978 —100 June82-May83—100 1985-100 1986 —100 1976 100 POM MEO M d. -4 A 
425 3 (Feb -Ape ) 105 5 (Feb -Apr } 118.6 (Mar -May) 106.0 (Apt -June) 217 5 (Mar -May) (weekly values) 1989 
+19 +06 +17 +18 +13 
+R} -14 +54 +5? +40 
8.182 9p (Feb ) 5844 37b —- (Apr ) Won 48 16t (May ) NT$5 20 (May) Baht 1,021 1b (Apr ) vcr rcd cue” shown plus the US 
es 9 is 7 s 5 wre > M Figures are for the week ended 21 July 


(7)fob (8)ci. (9) Excluding petroleum (10)M3 (11) % change over past 3 months. (12) One month: (13) To March Source: Official statistics 
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AFFAIRS 


STOCKMARKETS 


a a a Tokyo shrugs off Uno's demise «aa Hongkong back on the property 


trail www Bangkok edges higher a a s Australia surges ww a Singapore s rally peters 


oul a a a New York hits post-crash high in period ending 25 July u u u 


Nikkei Stock Average, 34 538.90 
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Hang Seng index, 2,517.02 





SONOJ FMAMIJIJA 


Singapore 
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Composite Index, 1,079.58 
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Shares rose after the upper house | 
election, as uncertainty evaporated. But — | 
the revival is likely to be limited because 
there may be lower house elections this 
year. Retailers, electricals and precision 
tools saw buying. Ito-Yokado gained 

¥300 to 4,280 and Sony rose Y 120 to 
7,900. Turnover averaged 602m shares a 
day worth ¥1t (Us$7.04b). 


Speculation over the state of the local 
property market again dominated 
trading. Buying pushed up prices ahead 
of the government's latest land auction. 
But a wave of selling hit as news of 
disappointing bids emerged. Trading 
averaged 804m shares a day, worth 
HK$986m (US$126.4m). Hongkong Realty 
A fell 10 HK cents to HK$4.85. 








Profit-takers brought a halt to the 
market's strong four-week-old rally, 
introducing negligible corrections in an 
active market. Both gains and losses were 
minimal. Industrial counter General 
Corp. edged up 4.5 s cents to S$1.02, 
while Kumpulan Emas shed 3 $ cents to 
5$1.32. Daily volume averaged 141m 
shares, valued at 5$216.6m (Us$110.2m). 


The market traded briskly, slowing only 
on 21 July in response to a softening of the 
Tokyo market just before its upper house 
elections. Property counter Bedford and 
industrial First Allied Corp. both posted | 
gains of 19.5 M cents, to M$0.83 and 

M$0.58 respectively. Daily volume 





averaged 53.5m shares, worth M$81.3m 
(Us$30.28m). 


The market edged up, despite local 
investors' caution over interest rates. 
Foreign buying was firm. Insurances led, 
with finances and commerce counters 
similarly strong on optimism over 
mid-term results. IFCT shot up Baht 38 to 
Baht 177 on news that its chairman had 
resigned. Turnover averaged Baht 1.196b 
(US$46.36m) a day. 


The market surged as foreign investors 





bought blue chips. However, profit- 
taking quickly set in, indicating that the 
momentum may not be maintained. 
Volume was bloated by a large cross trade 
of San Jose Oil shares. Daily volume 
amounted to 1.5b shares worth P225m | 
(US$10.3m). San Miguel A gained P2 to | 
P81, and PLDT rose P25 to P362.5. 
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Selling by individual investors offset 
institutional buying. Trading averaged 
9.6m shares a day, and turnover fell more 
than 30% to Won 227.7b (US$342.4m). 
Many investors stayed on the sidelines. 
Among the gaining sectors were 
transportation equipment, up 3.21%, Dae 
Dong Industry gained 7.8%, while Rocket 
Electric fell 24.2%. 


Prices fell back after failing to push the 
index past the 9,000 mark. Rounds of 
profit-taking alternated with bouts of 
buying in blue-chip issues late in the 
period. Analysts expect consolidation to 
continue in the near future. Average daily 
turnover rose slightly to NT$83.98b 
(US$3.3b). Wei Chuan Foods rose 10.6% 
to NT$93.50. 


The market surged to its highest point for 
almost a year in response to Wall Street's 
rally, short-covering, futures-related 
arbitrage, and overseas demand for 
miners. But the market lost momentum 
ahead of the release of key inflation data. 
Turnover rose to 490.11m shares worth 
A$1.05b (US$788.8m). BHP rose 22 A cents 
to A$9.58. 


The market recovered almost all of the 
previous week's drop in steady trading, 
with signs of institutional interest. 
Interest-rate optimism helped, with 
falling yields on government bonds. 
Fletcher Challenge rose 3 NZ cents to 
Nz$4.60, while Brierley Inv. was up 11 
cents at NZ$1.89. Volume totalled 87.97m 
shares, worth NZ$96.28m (US$55.5m). 


Early optimism was short-lived, as 
investors worried about the political 
implications of the storm over corruption 
and arms dealing. The authorities raised 
margins to 20% to stem the slide, but this 
depressed investors more. Heavy gales 
closed the market on 24 July, and cut 
trading to one hour on 25 July. Reliance 
fell Rs 11 (67 US cents) to Rs 115. 


Reassuring news about the prospects for 
inflation pushed the Dow Jones Industria 
Average to its highest level since the 1987 
crash in heavy trading. But heavy 
programme trading meant excessive 
concentration on blue chips, which left 
investors worried about the depth of the 
rally late in the period. Volume was 
sharply higher, at 182m shares a day. 
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a de can easily increase your 
odds of winning huge cash 
prizes in Canada's multi-million 
dollar Lotto 6/49...the biggest 
Lottery of its kind in the world! 


AMAZING CASH PRIZES 
The prizes are huge. On April 
this year the jackpot prize was 
9$19,902,576.40. The total prize 
money was $28,504,829.10, and 
that's just in one draw. There are 
two draws every week on Wednes- 
day and Saturday. Prizes 
totalling over $830 million are 
won by Lotto 6/49 players every 
year! 


TAX-FREE PRIZES 

Not only are the prizes gigantic 
and the draws frequent, but when 
you win, you get all your win- 
nings with no Canadian taxes to 
pay. You get one lump-sum 
cheque for the whole amount of 
your winnings. 


IMPROVE YOUR ODDS 


le want to help you win Lotto 
6/49, so we' ve devised a method of 
increasing the odds in your 


«v CANADIAN OVERSEAS MARKETING 


LOTTO 6/49 GROUP SHARE ENTRY FORM 





Canadian Overseas Marketing 
Box 48120, 595 Burrard Street 
Vancouver, B.C., Canada V7X 1S4 
Telephone (604) 683-0227 

Telefax (604) 683-7024 

Telex 04-507822 


[---------------- 








How to improve your odds 
of winning the Canadian 
lottery by 250 times. 


WIN YOUR SHARE OF $300 MILLION IN TAX FREE CASH PRIZES 





favour. In fact, your chances of 
winning Lotto 6/49 have just got 
250 times better! 

Here's how the system works: 
You and 249 other Lotto 6/49 
players will join forces in an excit- 
ing new prize group program that 
we've developed especially for pre- 
ferred players..a new multi- 
million dollar prize group 
programme that has more 
chances than ever to win your 
share of $300 million dollars 
worth of prizes. 

You join a group with your 
choice of 6, 14 or 27 Lotto 6/49 
tickets. You get 9 Lucky numbers 
across each of those tickets. You 
play 84 permutations of those 
sets of numbers. Your tickets are 
valid for 15 weeks in a row. That's 
30 consecutive draws. 

All this means that you get a 
total of 15,120 chances, 35,280 
chances or 68,040 chances to win. 
Those are great odds to win stag- 
gering amounts of money! 


FAST EFFICIENT SERVICE 


As soon as you enter the Group 
Share plan, we'll send you a con- 


YES 





Credit Card Number 








Y I want to reserve my place in the group share plan to get 
e thousands of chances to win my share of millions of dollars. 


L] 15,120 chances for $149 U.S. 
L] 35,280 chances for $349 U.S. 
_| 68,040 chances for $649 U.S. 


Payment by: LÀ Cheque C] Bank Draft O MasterCard [ ] visa C] Eurocard 


Expiration Date Signature 


VALID ONLY WHERE LEGAL. Not available to residents of Singapore 






ALAN MUR 
LOTTERY RESEARCH DIRECTOR 


firmation certificate with a list of 
all the lucky numbers that you 
and your group are playing. 

We'll let you know how much 
you've won. The official Lotto 
6/49 draws are seen twice a week 
on Canadian TV. After the last of 
your 30 draws, we'll send you a 
list of winning numbers, a final 
statement and a cheque for your 
winnings! 

This spectacular offer may be 
withdrawn at any time, so please 
don't delay. Fill out the entry 
form below and mail it to us 
today. If you prefer, you can phone 
or telefax your entry to us for 
even faster service. We will proc- 
ess your entry immediately so 
you can join one of our groups to 
win your share of millions in 


E 


All prizes quoted in Canadian Dollars Canadian Overseas 
Marketing is a private company. The prices indicated 
herein include postage and handling charges. Valid only 
where legal. © EOM 1989 OAD.964A 


Canadian Overseas Marketing 
Box 48120, 595 Burrard Street 
Vancouver, B.C., Canada V7X 184 


Telephone (604) 683-0227 
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O. target audience is opinion 
leaders in government and other public 
and private organisations. The Far East- 
ern Economic Review is one of the most 
valuable media in the region for reach- 
ing Daewoo's target group. 99 





K. H. Moon 
Assistant Manager of 
Planning Division 

Daewoo Corp 


FarEastern Economic ATTA)! 


It works for them . . . It will work for you! 













Affiliate of New York Stock | 


| Readers are recommended 
|. to make appropriate enquiries and take appropriate advice before 
|. sending any money, incurring any expense or entering into a binding 
.] commitment in relation to an advertisement. The Far Eastern Eco- 
| nomic Review shall not be liable to any person for loss or damage in- 
| curred or suffered as a result of his/her accepting or offering to ac- 
|] Review. . 


: Publication. 


T An exclusive and probably unrepeatable offer... Pa 


side from diversified proper- 
ties in California, Arizona, 
Texas; 

Palms & Company, Inc. 

Fax: US 206-881-6125 


i investment Opportunities | | 


THABAND, ; 
Few remaining beach front houses and apartments in à sec- 
luded managed property at Kamala Beach. Prices from US$ » 
75,000. Completion August 1989. o vul so. URL PERR: Ri 
Call Mr, William Pinsent of Phuket Land now on 66-76-321 dus D 


1159/1 Kalim, Patong, Phuket, Thailand; Fax 66-76-213812: Telex 69513 shp serv. | 





U. S. REAL ESTATE 
:« $30 MILLION 















Exchange . Listed Company |. 


| Matters? if so, come to the Profession 


5 million in R. E. as- | 
Ownership available | 
30 milion. An ultra-se- | ` 
ire joint investment with an | 
'erienced U.S. developer & | 
perty manager; large up- | 
















If you have somethi ng 
tosay...sayit 
in the Classifieds! 









invitation contained in any advertisement published in the 








, -te Review Publishing Company Limited is now publishing a 


. quarterly index which details by country, subject and date every- 






-thing that has appeared in the Review. 


The index is available on a quarterly basis. Subscribe now and each 
quarterly index will be sent to you automatically as soon as it be- 
comes available. A vital research tool, the Review index will save 
hours of needless searching for information. ORDER YOURS 
TODAY! Only HK$290 (US$37.50) for 4 quarterly issues. Just com- 
plete the coupon below and send with your payment. 
The Circulation Department, 
Review Publishing Company Limited, 
GPO BOX 160, Hongkong. 

Please send my order for the Review Publishing Company 
Limited QUARTERLY INDEX. | enclose HK$290/US$37.50 
(or its equivalent in local currency) in payment. 


(Please print in block letters) 
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IMMIGRATIONTOBRITAN — | 
Do you need sound advice on UK Kn Mon | 


| Former senior officials of the UK immigration 
| Service will assist with every aspect, includ- | 
| ing business investor cases, work permits, 
.| Overseas company representatives and all in- 

| dividual requirements. Ask for our information 
_ COOPER HARRISON & CO Suite 316, Pre- 


| mier House 10 Greycoat Place, London 
| SWIPTel: (01) 222 8866 Fax: (01) 222 5358 


devi adem eii ad ITE. IQ d SB Ae, Sei imm iem 
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TIMBERLAKE RANCH 


ing heated pool. 


and dairy building. 


Contact: 






Buy in Contra Costa County 
For High Appreciation in Residen- 
tial investment 

m Close to San Francisco 

W High Return on investment 

m Executive Area 

Call: Ann Schiebert, Jill Causing 
Wallace Realty : (415) 254-4322 















COPYRIGHT REPRINTS 


The combined efforts of the Far 






| and higbly skilled editorial team 
have made it the premier source of | 
information for those who do basi- 
| ness, or have an interest, in or with. 
Asia. 


As à testimony to the publications | 
editorial quality, many Review arti- 
cles have, over the years, been re- 
printed in newspapers, magazines, 
educational textbooks, newsletters 











etc throughout the world, 


Should you as an editor, publisher or 
on behalf of an organisation, educa- 
tional establishment etc wish to en- | 
| quire about our reprint and | 
copyright charges, please address | 
your correspondence to: 









Managing Director. — 
Review Publishing Company Limited 
GPO Box 160, Hong Kong. 
Tek 5-8328300 Fax: 5-8345087 
Telex: 62497 REVAD HX. 


We welcome enquiries from all in- | 
 terested parties and assure you of. 






FOR SALE: Beautiful 712-acre ranch in Marshfield (SW) 
Missouri. Lovely pastures, woods, ponds and farmstead. | 
Access from state highway; within 25 miles of airport. 

Two bedroom, 1-1/2 bath main house with great room, di- 
ning room, kitchen, office and enclosed 
Separate two-car garage and storage tower. 
Three bedroom, two bath guest house, over-looking lake. DN | 
Three bedroom, two bath manager's house. s 


Many other features including boat house with sundeck, ; 
cabin/office barn, horse barn, two-story rental dwelling 


Marshall Eisenberg, Esq. 
208 South LaSalle Street 
Chicago, Illinois 60604 

USA 


Eastern. Economic Review's large | 











our prompt, individual attention. - (va Pm 5-€328300 Telex 62497 REVADHX 










OZARKS,USA | __ 







porch overlook- 



















Courses 










UNIVERSITY OF BRISTOL | 


MSc courses available for 
1989-90: Development Ad- 
ministration and Planning, 
| Comparative Social Policy 
| and Planning, Economic 
and Social Development, | 
| Islamization of Social Po- | 
iy. doy 
For further information write |. — — 
| to Professor Peter Town- 
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Marx may fail liberal 
Zhang Xianyang, 53, China’s leading Mar- 
xist theorist, is again under fire from conser- 
vative ideologues for his liberal views, de- 
spite having carefully distanced himself 
from the students throughout their April- 
June protests. 
The authorities associate Zhang with dis- 
sident Fang Lizhi and regard them as 
rn . ringleaders of the 
"small group of plot- 
. ters" behind the stu- 
dent movement. An 
article scathing of 
Zhang was recently 
given prominence in 
major national news- 


papers — a signal that 
he is likely to be ar- 





i ao 
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searcher at the Marxism-Leninism Research 
Institute of the Chinese Academy of Social 
Sciences, Zhang has devoted his entire 
academic life to Marxism. He is one of the 
few intellectuals in China who still has faith 
in the doctrine. 

Ideological hardliners feel uneasy about 
Zhang’s influential interpretation of Mar- 
xism in a more creative and liberal context. 
In 1978, Zhang contributed much to the offi- 
cial debate on Mao Zedong’s thoughts, 
which enabled Deng Xiaoping to oust Mao’s 
handpicked successor, Hua Guofeng. 

Zhang/s low profile in recent years is the 
result of his having been purged during pre- 
vious ideological chills. But his enemies 
have not forgotten him and they have in- 
cluded his name on the latest purge list, 
even though he was not in Peking for many 
weeks during the student protest. 


Broker's up on a down setting 

Henry Cheong, 41, a director of James Capel 
(Hongkong) found himself in the unenvi- 
able position in early June of having to ex- 
plain the attractions of investing in Hong- 
kong to institutional investors in New York. 
While admitting that he was uncertain what 
the long-term impact on the territory of 
the turmoil in China might be, Cheong 
held firm that Hongkong's fundamental 
strengths remained and that there was still 
money to be made for the long-term invest- 


or. 

Cheong should know. A mathematics 
and management graduate of the University 
of London, the Hongkong born and bred 
Cheong has seen many ups and downs in 
the local market. Axed as an analyst by a 
cost-cutting international brokerage in the 
1973 market slump, Cheong resurfaced at 
Vickers da Costa, rising steadily to head up 
the sales side before moving over to James 
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Capel in 1986. There he acts as a broker for 
many of Hongkong’s biggest names, includ- 
ing Li Ka-shing and Li Shau-kee. 

Cheong is even optimistic that the Hong- 
kong market will perform well post-1997, 
when China resumes sovereign control. Cit- 
ing local fung shui practitioners, Cheong 
claims the omens are good for a strong mar- 
ket boom, starting in that year and lasting 
perhaps for 10 years after. 


Bhutto and the enemy within 
Pakistani politician Ghulam Mustafa Jatoi, 
58, has been elected leader of the nine-party 
ition. His moderate politics and abun- 
dant wealth are two obvious factors in his 
rise. Just as important, the greying and soft- 
spoken Jatoi comes from Prime Minister 
Benazir Bhutto's Sindh province. The oppo- 
sition decided to place a Sindhi against 
Bhutto in order to attract future votes in that 
province, where there was a Bhutto land- 
slide in December's national elections. 
Another of Jatoi's qualifications which 
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endeared him to the opposition is that both 
Bhutto and her mother, senior cabinet 
minister Nusrat Bhutto, consider him a 
traitor to their side. After setting a record for 
never speaking as a national assemblyman 
in 1962 and 1965, Jatoi joined the late prime 
minister Zulkifar Ali Bhutto's Pakistan 
People's Party (PPP) in 1970 and was made 
chief minister of Sindh when the PPP came to 
power in 1971. The elder Bhutto later ap- 
pointed him to two ministries. 

The Bhuttos felt Jatoi had not done 
enough to save the elder Bhutto from execu- 
tion in 1979 and accused him of collaborat- 
ing with then military leader and president 
Zia-ul Haq. 

Jatoi, who heads the tiny National 
People's Party, belongs to a family consi- 
dered the biggest holders of farm land in 
Pakistan. Known for lavish spending in 
politics as well as for good living in Pakistan 
and abroad, Jatoi also has one of the biggest 
hunting grounds on his land, which is a fre- 
quent haunt of political bosses. 


FAR EASTERN ECONOMIC REVIEW 


A job for Mr Clean 
When Josevata Kamikamica, 55, was hired 
as general manager of Fiji's Native Land 
Trust Board (NLTB) — custodian of 83% of 
the country's land — in 1973, it was officially 
explained that he was the man for the job be- 
cause he was "incorruptible." 
Kamikamica still runs the NLTB and his 
reputation remains intact. Many of his Fijian 
contemporaries are not so untainted. Since 
December 1987, Kamikamica has also been 
finance minister and, frequently, acting 
prime minister of the interim government 
formed by veteran national leader Ratu Sir 
Kamisese Mara after the 1987 army coup. 
The politically unambitious Kamikamica 
is seen as one of the few Fijians who is gen- 
erally acceptable as successor if Mara steps 
down in December. He insists he doe: 
want the job. A past president of the _ 
Council of Churches and a lay Methodist 
preacher, Kamikamica is the first to stress 
that, politically, he is an amateur. 


Editor crosses party's line 
Hongkong journalist Ching Cheong, 45, 
prompted a string of sympathetic resigna- 
tions from the communist-owned news- 
paper Wen Wei Po on 17 July when he relin- 
quished his post as deputy editor-in-chief in 
protest at the sacking of his boss for not toe- 
ing the party line. Ching said he too could 
not accept the (Chinese communist) party 
line that the recent student protests in Pe- 
king were “civil disturbances which led to 
the application of force [on 4 June].” 

Ching, who stresses that he is not a party 
member, said: “The massacre was a mas- 
sacre. If I cannot use that word to describe 
the events of 4 June, I might as well quit.” 

By resigning from the paper v 
he joined in 1974, Ching has takena — . 
into the unknown. He joined Wen Wei Pc 
after his enthusiasm for journalism out 
weighed the security of a job as tutor ir 
geography at the Uni- RICKY HU 
versity of Hongkong, — 465 
from which he had (9 
graduated in 1973. | 
Ching rose from trans- | 
lator of wire service 
despatches to chief re- 
porter in 1978, then 
editor of the economic 
desk in 1981 before he 
became the first Hong- 
kong correspondent 
based in Peking in 1982 — where he re 
mained until 1987. 

Guangdong-born Ching does not wan 
to emigrate: "What for? Hongkong is mv 
home." He said he may eventually go bad 
to teaching but writing a book about Chin 
could be his first project. I 
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tial 
LETTERS TO THE EDITOR 


Scurrilous attack on judiciary 

Sidney Jones of Asia Watch [LETTERS, 20 
July] accuses the Singapore judiciary of 
being “pliant,” and alleges that “a small 
group of judges trusted to preside over sen- 
sitive cases has willingly complied with 
[Prime Minister] Lee’s efforts.” He claims 
that the government has abolished appeals 
to the Privy Council in London “to avoid in- 
dependent scrutiny of this compliant 
judiciary.” 

These scurrilous remarks constitute 
contempt of court. However, as the REVIEW 
does not officially circulate in Singapore, it is 
not subject to the jurisdiction of the Singa- 
pore courts. Asia Watch has taken advan- 
tage of this fact. 

The government invites Jones and Asia 
Watch to publish the same letter in Singa- 
pore, and allow themselves to be cited for 
contempt of court. This will give them the 
opportunity to prove their allegations. The 
government undertakes to allow any ap- 
peals in this case to go to the Privy Council, 
so that there can be no question of the im- 
partiality of the judgment. 

Jones says that Asia Watch has not urged 
Francis Seow to return to Singapore to stand 
trial because the government has “per- 








vert[ed] the rule of law to muzzle dissent,” 
and that even if Seow is found innocent on 
the tax charges, he may be redetained inde- 
finitely under the Internal Security Act 
(ISA). Seow was detained under the ISA last 
year for his involvement in the Hendrickson 
affair. The government released him before 
the general elections in September 1988, 
specifically so that he could contest those 
elections. It allowed him to leave Singapore 
to go to the US, even though he faced an up- 
coming criminal trial. Why should it need to 
detain him again? 

Seow was represented by lawyers 
throughout his court cases. One lawyer 
was a prominent English QC, Colin Ross- 
Munro. Throughout these proceedings 
neither Seow nor his counsel ever suggested 
that Seow would not receive a fair trial. 
Seow made no application to be tried before 
a different judge, on the ground that the 
judge was prejudiced or not impartial. Even 
when Seow absented himself from the trial, 
he did not give the reason now advanced by 
Asia Watch. On the contrary, he told the 
press from New York that he would return 
to face trial as soon as he was fit to travel. 

If Asia Watch now says it was its distrust 


of the Singapore judiciary that was the real 
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reason for Seow not returning to Singapore 
to face trial, does it not mean that Asia 
Watch knew that Seow’s illness was a bogus 
excuse, and that it knowingly helped him to 
fabricate evidence of his illness by getting Dr 
Jonathan Fine and Dr William R. Slater to 
provide the "inadequate, ambiguous and 


useless" medical reports? DORIS LAI 
Press Secretary to the 
Singapore Minister for Law 


Francis Seow [LETTERS, 29 June] would say 
anything to discredit the Singapore Govern- 
ment. What is wrong if Singapore tries to 
woo rich Hongkong Chinese? Canada and 
Australia are doing the same. Does Seow 
honestly think that rich Malays and ric 
dians would migrate to this small isiana 
state? I am sure if a tycoon from the US or 
Japan wanted to migrate to Singapore, the 
government would welcome him. But how 
many rich Americans or Japanese would 
want to settle down in Singapore. Seow's 
comments have no validity; they are merely 
an attempt to smear the Singapore Govern- 
ment. 

Kuala Lumpur K. K. TAN 
Hongkong people thinking of emigrating 
to Singapore [Blood transfusion, 20 July] 
should seriously consider whether they 
want a controlled life in a restricted society. 
They should also ask themselves why, if 
Singapore is a good place to live, so many of 
its own citizens are leaving for Australia, 
Canada, the US and New Zealand. 
Singapore ‘SINGAPORE RESIDENT’ 








Ahomeland away from Hongkong 
Perhaps the reluctance of Britain to accept 
unlimited number of Hongkong residents is 
a blessing in disguise. Even if Britain were to 
agree, such an influx of migrants would be 
sure to create racial and ethnic tension, 
which would be to nobody's advantage. 
No, an alternative homeland must be found 
for the couple of million people likely to 
want to leave the territory before 1997. 

There are several sufficiently large is- 
lands in the Pacific that could be suitable. In- 
donesia, for instance, has thousands of is- 
lands. These islands are either very sparsely 
populated or uninhabited. While any gov- 
ernment would not be prepared to part 
with the ownership of its territory, it should 
still be possible to lease a suitable island, on a 
long-term basis. 

Britain cannot shirk its responsibility to- 
wards the people of Hongkong. In any such 
scheme, London would have to play a major 
role. In the process of settlement of Hong- 
kong citizens on leased territory, one major 
issue to be considered would be the immi- 
gration status of these settlers. One possibil- 
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ty is to continue the present restricted 
jritish passport for such immigrants. 

Hongkong people have long shown their 
ntrepreneurship, endeavour and skills, 
which fully qualify them for assistance from 
he rest of the world in their hour of need. 
[he world can confidently depend upon 
them quickly to settle down in their new 
nomes and be productive in the shortest 
possible time. 

The basic principles of the project would 
ææ freedom, self-reliance and self-genera- 
ion. Although the newly settled migrants 
night, initially, need assistance, it would be 
'epaid once the new society had established 
tself and proved its economic vitality. 

Resources for infrastructural facilities 
sould be provided by the UN agencies, the 
superpowers, multinational corporations, 
nternational financial institutions, banks 

of course, the business community of 
...gkong. According to one report, a busi- 
ness group from Hongkong has already of- 
fered to make available a sizeable sum of 
money for a similar purpose. 

In a secure and confident environment, 
Hongkong people could flourish, with 
enormous benefits for the rest of the world. 
Singapore (Dr) R. C. COOPER 





Moscow and the Southern Kuriles 

| read with great interest Sophie Quinn- 
Judge's article on the Southern Kuriles 
[Bleak prospects, 20 July]. However, I can- 
not agree with the reported view of Western 
experts that “the military arguments for re- 
taining the islands are no longer as strong as 
they were." 

When the range of submarine-launched 
ballistic missiles was shorter than at present, 
the strategic importance of the Okhotsk Sea 
was not as great as now. The missiles, it is 
t had to be launched from a zone 
* ted far from the Soviet coast, but the 
submarines were coming out of their base of 
Petropavlovsk in the Kamchatka, not out of 
the Okhotsk Sea. 

It is precisely the development of new 
long-range missiles (such as the SS-N 18 and 
SS-N 20), allowing the deployment of sub- 
marines close to the Soviet mainland, which 
gives a strategic interest to the Okhotsk Sea, 
making it a potential launching zone. 
Hence, the importance to Moscow of pro- 
tecting the sea passages from the Pacific to 
the Sea of Okhotsk. 

The Soviet attitude to the Kuriles prob- 
lem is worth watching, not only as a decisive 
element in the Soviet Union's relations with 
Japan but, more globally, as a good index of 
the importance Soviet leaders place on the 
military point of view in international rela- 
tions. In my opinion, that importance will 
not decrease below a certain point, and it is 
mainly for that reason that, most probably, 
the Soviets will retain their hold on the 
Southern Kuriles. 

Paris PIERRE FISTIÉ 
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With the ruling 
Liberal Democratic 
Party (LDP) losing 
its upper house 
majority in the 23 
July elections, Japan 
faces the first real 
possibility of a 
change in political 
power since the 
——————— —— miád-1950s. With its 
entire leadership echelon discredited, and 
caught between a domestic electoral 
backlash and intense foreign trade 
pressures, the LDP could have to find 
coalition partners or go into opposition 
after lower house elections due within 11 
months. Tokyo bureau chief Charles 
Smith weighs up the chances of the LDP 
pulling back from defeat, and points out 
that the conservatives have virtually 
destroyed their own traditional 

. powerbase. Also from Tokyo, long-term 
reporter on Japanese affairs Andrew 

. Horvat reveals how Socialist challenger 
Takako Doi's popular appeal sits uneasily 
with a party machine out of touch with 
reality. Financial specialist Richard Hanson 
looks at the alternatives to the new 
consumption tax that was the chief cause 
of the anti-LDP revolt. In an accompanying 
5TH COLUMN, Murray Sayle, a noted 
journalist long resident in Japan, examines 
the origins of the LDP and how its unique 
system of factional politics led it to 
disaster. 19 . Cover illustration by Zunzi. 
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Defence Dalliance 

Indonesian armed forces chief Gen. Try 
Sutrisno's recent visit to Australia has 
brought new warmth to the often troubled 
bilateral relationship. On the strength of 
the July visit, Defence Minister Benny 
Murdani is said to be planning a follow-up 
and there is renewed speculation about a 
state visit to Australia by President 
Suharto. Sutrisno was understood to have 
expressed interest in tapping into 
Australia's enhanced electronic 
surveillance capacity, rather than being 
concerned about its reach into Indonesian 
territory. Common views were reached on 
the perception of India as a potential 
superpower in the region and on the 
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Cambodian peace parley (10). 


Regional Affairs 


Cambodia: Peace Talks 

The first ministerial session of the 
19-nation Paris conference makes 
surprising progress, with UN officials soon 
to lay the ground for an international 
control mechanism to monitor the 
Vietnamese withdrawal 10 


Cambodia : Defence 

The Phnom Penh government prepares its 
armed forces to face a renewed threat 
from the Khmer Rouge ahead of Vietnam's 
scheduled military pullout 10 


Sri Lanka : Foreign Relations 

India's refusal to withdraw its 
expeditionary force in line with Prime 
Minister Premadasa's timetable illustrates 
Sri Lanka's limited options in dealing with 
its powerful neighbour 11 


problems facing Papua New Guinea. The 
visit also radically altered Australia's 
perception of Sutrisno, who now is 
considered by many in the defence 
establishment as possible presidential 
material. 


Caught off Guard 

Top brass in Taiwan's ruling Kuomintang 
(KMT) were surprised by the party's 
Overseas Affairs Committee chairman 
Cheng Hsin-hsiung’s botched attempt to 
meet exiled Chinese student leader Wuer 
Kaixi in Chicago last month. Cheng had 
gone to the US for ceremonies to induct 
new members into the KMT's San Francisco 
branch. Party elders in Taipei first learned 
of his visit to Chicago, site of an all-America 
convention of pro-democracy Chinese 
students, when they read news reports of 
how the student leader angrily stalked out 
of a so-called chance meeting after he 
realised Cheng's KMT affiliation. 
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5 China: Politics 


Communist party conservatives vilify 
ousted general secretary Zhao in an 
attempt to pressure paramount leader 
Deng to share power 13 


Philippines : Rebels 
Security forces capture two key communist 
party leaders 23 


South Korea : Reform 

A presidential advisory committee 
recommends the merging of some 
ministries but would leave the country's 
vast security apparatus almost 


untouched 24 


Pakistan : Narcotics 

The government arrests a former general, 
now an opposition politician, on charges of 
international drug trafficking 25 

India : Election Campaign 

Political parties begin their moves for the 
next general election due to be held before 
the end of the year 26 


Soviet Union : Exiles 

Ethnic Koreans living on Sakhalin Island 
since World War II are permitted to visit 
South Korea as relations between Moscow 
and Seoul grow warmer 27 


Arts and Society 


China : Journalism 

Dai Qing, a bold journalist and one of 
China's most innovative writers, has been 
labelled an enemy of the people 29 


Cambodian Communications 
Several weeks ago a Thai team set up a 
telecommunications link between 
Cambodian Premier Hun Sen's office and 
a microwave tower on the Thai border. 
The system, partly paid for by the 
Cambodians, also included cellular 
phones for senior Phnom Penh officials. 
The link was recently used to apologise 
and offer compensation after Cambodian 
artillery fired more than 100 shells which 
fell on three villages near Aranyaprathet 
inside the Thai border, killing a number of 
civilians and damaging houses. 


A Political Example 

While Indonesian military strategists have 
been anxious to play down any parallels 
between the upheaval in China and calls 
for political change at home, nonetheless 
they have drawn lessons from the People's 
Liberation Army's role in putting down 
the pro-democracy movement. Some 
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Books Special : India 


A doorstop of a biography marks the 
centenary of Nehru's birth and along with 
the publication of the collected letters of 
Nehru and Indira Gandhi, traces the 
dynastic principle linking guru (Mahatma 
Gandhi), disciple and daughter 32 
The imperial British, Nehru said, were 
"mighty forces which they themselves 
hardly realised." Three books reflect the 
march of these forces across India 38 

y did Indians become passionate 
cricketers? 40 
The hunters and naturalists of the Raj are 
called to mind, and questions of 
conservation raised, by new books on 
snakes and tigers in India 41 


Reviews in brief 43 


Business Affairs 


Indonesia : Commodities 

Jakarta welcomes the ion of the 
coffee export quota scheme in the belief 
that in the long run it stands to gain a 
bigger share of the world market 44 


Malaysia : Commodities 
Malaysia boosts output of cocoa despite 
falling prices on world markets 45 


New Zealand : Budgets 
Finance Minister Caygill tries to lower 
imterest rates 46 


senior officers are understood to have 
concluded from events in China that it 
remains important for the army to have a 
firm grip on the political situation when 
there is pressure for change. They also feel 
that if more democracy is required, the call 
must come from the army. 


Health Problems 


Philippine Finance 
Secretary Vicente 
Jayme plans to resign 
from his post for 
health reasons as 
soon as a new 
package for the 
country's foreign debt 
is firmed up with the 
country's creditor 
banks. However, a 
further deterioration in his health might 
force a postponement of the negotiations 
scheduled this month for the US$1.7 
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China : Economies 
Peking's banking squeeze drives funds 
into unofficial financial markets 47 


Philippines : Investment 
The Philippine armed forces' pension fund 
launches an investment spree 49 


Japan : Companies 

Manufacturers' profits are reaching 

record levels but margins have been 
declining 50 

Thailand: Aviation 

A Thai Airways contract prompts skirmish 
between the two major US aero-engine 
manufacturers 52 


South Korea : Industry 

Whisky distillers fear increased foreign 
competition 53 

Hongkong : Communications 

After three years of indecision, the 
government finally awards its 15-year 
cable television franchise to a consortium 
led by Wharf Holdings 55 


Taiwan : Companies 

Taiwan's largest paper maker plans to 
become the first local company to issue 
convertible bonds to foreign investors 57 


Burma : Commodities 

Rangoon distributes cheap rice to urban 
residents in a bid to ease mounting tension 
over soaring prices 58 


Hongkong: The Law 
Fugitive seeks to regain assets 58 


billion package. Jayme, who has been 
dogged by a stomach ulcer, entered 
hospital in the US in late July for a check-up 
after complaining of chest pains and 
underwent a heart bypass operation. 


Soliciting a Call 

Seoul's principal opposition party leader 
Kim Dae Jung is going to desperate lengths 
to wrench an invitation from US President 
George Bush's administration. Having 
failed to secure an entrée through an 
envoy a few months ago, Kim has 
attempted to go through Richard Allen, a 
national security adviser during the 
Reagan presidency and currently head of 
the conservative Heritage Foundation 
think-tank. Kim even arranged for Allan to 
join a discussion with members of his 
Party for Peace and Democracy (PPD) in 
July at which Allen's views on the PPD's 
image in the US were eagerly sought. They 
may have been asking the wrong man — 
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The party is (almost) over for Japan's 
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Bush, the man of steel and unlikely 
‘free-trader’ 48 
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Who's quaking at the Tokyo Stock 
Exchange 56 
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Allen is a registered lobbyist for the 
Daewoo industrial group, which has scant 
sympathy for either Kim or the PPD. 


Objection to Criticism 

Asean officials confirm that Malaysia is the 
main objector within the membership to 
Australia's proposal for an Asia-Pacific 
economic consultative grouping similar to 
the OECD. Canberra's criticism of arrests 
under Malaysia's Internal Security Act has 
added to prejudice in Kuala Lumpur 
against the idea, while the Malaysians also 
are deeply suspicious of US involvement. 
However, the informal gathering of 
several Asean leaders at the circumcision 
ceremony for the Sultan of Brunei's son on 
2-3 August, may have given Indonesian 
President Suharto and Thai Prime Minister 
Chatichai Choonhavan a chance to 
persuade Malaysian Prime Minister Datuk 
Seri Mahathir Mohamad to take a more 
positive approach to the idea. 
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CAMBODIA 


Big powers encourage moderation among the Khmer factions 





By Michael Field in Paris 


rospects for peace and a widely ac- 

ceptable political settlement looked 

unexpectedly bright after the first 

ministerial session of the 19-coun- 
try international conference on Cambodia, 
held in Paris on 30 July to 1 August under 
French and Indonesian auspices. 

The war itself seemed a distant rumble 
when French Foreign Minister Roland 
Dumas — conference co-chairman with In- 
donesian Foreign Minister Ali Alatas — an- 
nounced, with carefully phrased optimism, 
that the ministerial session had ended with a 
unanimous agreement on a guideline docu- 
ment (drafted by France) which would en- 
able the conference to get down to work by 
setting a practical framework and agenda. 
The decisions, Dumas said, were not just a 
question of procedure; they had been 
adopted only because political agreement 
had emerged aimed at working towards a 
settlement of the Cambodian question. 

Perhaps the surprise was not really so 
great. Despite the usual mutual insults 
handed out among the various Cambodian 
political factions (including the communist 
Khmer Rouge which attacked the Vietnam- 
ese and their protégé in Phnom Penh, Pre- 
mier Hun Sen) the moderate tone of initial 
statements by the Soviet Union, China and 


Starting to tango 


the US prevailed. Even the Cambodian fac- 
tions, which had spent a preliminary week 
in nearby La Celle Saint Cloud, solidly 
disagreeing about everything, suddenly 
agreed to sit together at the table, cheek-by- 
jowl, and in order of their individual ages, 
behind the simple word "Cambodia." 

Son Sann, the veteran nationalist who 
shared general satisfaction at the way things 
were going, commented that it was better 
for things to start out badly and end well, 
than vice versa. Son Sann and anti-Vietnam- 
ese resistance coalition president Prince 





Sihanouk and Dumas: good signs. 


Norodom  Sihanouk, though coalition 
partners, do not always see things the same 
way. But their joint announcement that they 
will refrain from using the veto implicit in 
the conference's unanimity rule, was read as 
a good sign. 

Inevitably there was some resistance, 
especially from the powerful Khmer Rouge 
coalition partner, whose nominal leader, 
Khieu Samphan, lacks both eloquence 
the ability to make quick decisions — 
perhaps because he is tightly controlled by 
more senior cadres lurking in his delegation, 
one of whom was seen passing him notes 
from time to time. But the obvious reluc- 
tance of Chinese Foreign Minister Qian 
Qichen to give the Khmer Rouge more than 
routine support, seems to have put a brake 
on any serious obstructionism — at least at 
this early stage. 

This first Chinese public performance 
since the 4 June Tiananmen Square mas- 
sacre was, of course, closely scrutinised. It 
seemed to augur a return to reason if not 
sweetness. Vietnamese Foreign Minister 
Nguyen Co Thach said he found China's at- 
titude more flexible though he saw no radi- 
cal change of policy. 

What Dumas called the "process" has 
begun with agreement to form three work- 
ing committees. The job of the first, under 
the co-chairmanship of Canada and Irda 
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Going it alone 


Tension was growing in Cambodia as the Paris meeting got 
under way, with the Khmer Rouge and the Phnom Penh regime 
stepping up their military efforts in order to gain a stronger bar- 
gaining position at the negotiating table. Behind the apparent 
bustle of Phnom Penh there was mounting anxiety about the 
possible return of the Khmer Rouge and renewed civil strife. 

Under a newly passed law, the Hun Sen government has 
launched a drive to draft men and women above 18 years old, 
which includes press-ganging young men into the military from 
the capital's cafes, cinemas and video parlours. This drive has in- 
tensified fears in Phnom Penh — virtually untouched by almost 
10 years of guerilla war — with parents rumoured to be offering 
bribes to keep their children out of the army. 

In another move, a squadron of Cambodian air force MiG21 
fighters has flown into Phnom Penh's Pochentong airport. A 
Soviet source said the Cambodians received the jets from the 
Soviet Union in 1985, but had kept them at Vietnam's Bien Hoa 
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airbase. He said he hoped the aircraft would not be sent to fight 
the Khmer Rouge, which could provide justification for the US to 
supply Stinger anti-aircraft missiles to the resistance. Resistance 
sources periodically claim to have Stingers, but US officials have 
denied supplying them the missiles. 

In an interview, Cambodia's Deputy Defence Minister Ke 
Kim Yan ruled out using the MiGs against the Khmer Rouge, 
saying "it is not necessary to use them because the Khmer Rouge 
have no tanks. We will use them to defend our independence 
against aggression or invasion." 

Fighting has intensified along the Thai-Cambodian border — 
the country’s main battlefront — in recent months. Yan said 
“we attacked their [Khmer Rouge] command post in Thai 
territory. We had to destroy ammunition they planned to 
bring into the country." The attack on Khao Phlu in Trat province 
had not only destroyed 2,000 tonnes of munitions, but reportedly 
injured Khmer Rouge leader leng Sary and many others. Yan re- 
fused to directly answer the question whether they had received 
intelligence from the Thai army about the location of the head- 
quarters, but said all attacks were based on accurate information. 

For their part, the Khmer Rouge launched what appears to 
have been their heaviest ever artillery bombardment when they 
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(the Khmer Rouge at first objected to India, 
which has long been sympathetic to Hanoi), 
will be to arrange a ceasefire and define the 
mandate of an effective international control 
mechanism to supervise the implementa- 
tion of a settlement. 

The second, led by Laos and Malaysia, 
will work on the promised guarantee of the 
independence, sovereignty, territorial integ- 
rity and neutrality of Cambodia through the 
cessation and non-recurrence of foreign in- 
terference and external arms supplies, and 
the prevention of the recurrence of genoci- 
dal policies or the return and introduction of 
foreign forces. All these provocative phrases 
went through with a minimum of objection. 


he job of the third committee, 

under Australia and Japan, will 

be to set out conditions to allow 

refugees to retum home if they 

1 and to prepare international plans for 

the reconstruction of Cambodia. Along- 

side the three committees, a fourth, the 

“ad hoc committee," will work on the 

thorny problem of national reconciliation 

"and the setting up of a quadrapartite in- 

terim authority under the leadership of 

Prince Sihanouk" whose responsibility will 

be the holding of internationally supervised 
free elections. 

It will be made up of representatives 
from the four Cambodian factions, 
"chaperoned" by the co-chairmen of the 
conference. Any member of the conference 
whose participation may be useful may be 
invited by the co-chairmen to join, after con- 
sultation with the Cambodians. This neatly 
sidesteps possible objections from any Cam- 
bodian group that outsiders are forcing deci- 
sions on them about their domestic affairs. 

To stop things running into the sand, yet 
a fifth body, a "coordinating committee" will 


attacked four Cambodian garrisons 


in Battambang province. 
Sources in Phnom Penh said the Khmer Rouge fired 2,000 
rounds from 130-mm calibre guns in a sin ; forc- 
ing the Cambodian units to abandon Faber eid 
The Vietnamese and Cambodians differ on what they see as 
Khmer Rouge motives for these attacks. Gen. Tran Cong Man, 
editor of the Vietnamese army daily Quan Doi Nhan Dan, told the 
REVIEW in Hanoi before the fighting recently intensified that the 
Khmer Rouge have been active in the Pailin area since September 
"to prepare the ground to attack and occupy Battambang." The 
Khmer Rouge occupation of Battambang — Cambodia's second 
most important town and strategically located near the Thai bor- 
der — and the formation of an alternative 
ablow to the Phnom Penh regime, Man said. But he added that the 
Khmer Rouge were in no position to threaten the whole country. 
Cambodian sources, however, discount the possibility of the 
Khmer Rouge seeking to control Battambang and set up a rival 
government. According to Phnom Penh sources the purpose of 
the attacks is to demoralise the army. The importance attached to 
this operation by the Khmer Rouge is evident, they say, by the 
first use of its units based inside Cambodia to attack government 


"give necessary impetus" to the work of the 
others and prepare a draft final document 
for adoption by the conference when it re- 
convenes at ministerial level. This grand 
finale has been hopefully set for 28 August. 

A key performer has been UN Secretarv- 
General Javier Perez de Cuellar, who en- 
dorsed the proposal of a UN international 
control mechanism and warned that to be 
credible it would have to have a clear and 
realistic mandate. He recommended the 
speedy despatch of a fact-finding mission to 
reconnoitre the terrain so that should such a 
mechanism be agreed upon, it could estab- 
lish a minimal presence in Cambodia to- 
wards the end of next month — the deadline 
for the final withdrawal of Vietnamese 
troops. 

The conference seized on this recom- 
mendation and called on all the Cambodian 
parties and countries involved to cooperate. 
“We have to trust somebody so why not the 
secretary-general," a usually sceptical Cam- 
bodian nationalist remarked. The first visi- 
ble sign on the ground, that the conference 
means business, could therefore be the ar- 
rival in a week or two, of specialists chosen 
by Perez de Cuellar, poking officially au- 
thorised noses into some of the darker cor- 
ners of Cambodia. 

No one in Paris is so naive as to think the 
Cambodian problem has been solved in the 
first three days of a conference which its in- 
stigator, Sihanouk, said just before it opened 
that he would call off it were not for all the 
trouble France had taken organising it. But 
thanks to the Soviet’s new flexibility and the 
host's diplomacy, the preliminaries have 
gone off better than anyone would have 
dared to predict only a week ago. Again, 
Sihanouk had found the right words: “Wait 
for the storms to pass," he said. "Then we 
might get somewhere." * 


Khmer Rouge 


ent would be 


positions along the Thai border from the rear. 
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SRI LANKA 


Premadasa bows to 
reality of India’s power 


Failed 
gambit 


By Rodney Tasker in Colombo 
^ ri Lanka is having to come to terms 





with the fact that no matter who is in 

power in Colombo, geopolitics will re- 
main a key factor in determining its destiny. 
Nothing illustrates this better than Sri Lan- 
kan President Ranasinghe Premadasa's 
failed attempt to tweak India's tail. 

Official talks held in New Delhi between 
29 July and 2 August to discuss a timetable 
for the withdrawal of 45,000 Indian troops 
from the island's Northeast Province ma 
have reflected a sincere effort by both sides 
to save the other's face. But despite Sri Lan- 
kan Foreign Minister Ranjan Wijerantne's 
statement during the talks that it was a "vic- 
tory for both sides," it was essentially an In- 
dian-dictated show. 

Nationalist Sri Lankans from the coun- 
try's majority Sinhalese community criti- 
cised India's "bully-boy" tactics, but inde- 
pendent observers said it was an almost in- 
evitable consequence of regional realities. 
India, with 60 million Tamils in its southern 
state of Tamil Nadu, feels it must protect the 
Tamils in Sri Lanka's northeast, who com- 
prise 15% of the country's 16 million popula- 
tion. 

It was the fate of these Tamils, and their 


Whatever the Khmer Rouge motives for stepping up its at- 
tacks, Phnom Penh's troops will soon have to face them without 
Vietnamese support, expected to end in September. In a move 
that appears to reflect the government's concern over a major 
offensive, three of Cambodia's best units — the 
286th, 196th and 179th brigades — have been pulled back into the 
interior leaving border defence to the militia. The regular army is 
believed to total 60,000 and the militia about 100,000. 

Some foreign diplomats, however, are doubtful whether the 
militia could withstand any concerted Khmer Rouge offensive, 
though others said lack of training is balanced by their anti- 
Khmer Rouge motivation. According to a Soviet source, the 
militia in Battambang province — where the Khmer Rouge pre- 
sence is strong — has proved to be effective and aggresive. 

However, as Yan made clear, a key factor in determining 
whether Phnom Penh can defeat the Khmer Rouge is the im- 
provement of its relations with Bangkok, leading to Thailand de- 
nying them sanctuary and supply lines. Western and Cambo- 
dian sources told the REVIEW that in recent months the Thai army 
has turned a blind eye to Cambodian and Vietnamese forays into 
Thai territory in hot pursuit of Khmer Rouge units. 


m Nayan Chanda 
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militant groups’ separatist war against a 90% 
Sinhalese Sri Lankan army, that brought the 
Indian Peace-Keeping Force (IPKF) to the is- 
land under an Indo-Sri Lankan peace ac- 
cord in July 1987. The accord, which was vir- 
tually forced on then Sri Lankan president J. 
R. Jayewardene by Indian Prime Minister 
Rajiv Gandhi, gave the Indian army respon- 
sibility for bringing peace to the northeast- 
em Tamil "homeland," but aroused the 
wrath of Sinhalese extremists. 

One of the Sinhalese extremists was then 
prime minister and now president Pre- 
madasa, who unlike his élitist predecessor is 
a populist, low caste Sinhalese whose presi- 
dential campaign platform in December 
1988 included a pledge to get the IPKF out. 
Although Gandhi had already said Indian 
troops would leave once they had carried 
out their mission of ensuring peace for the 
Tamil community in the Northeast Pro- 
vince, and though the force of nearly 70,000 
had been whittled to 45,000, Premadasa is- 
sued a demand to New Delhi in June that all 
Indian forces should be withdrawn by 29 
July — the second anniversary of the Indo- 
Sri Lankan accord. 

Meanwhile, Premadasa’s government 
had further vexed New Delhi by holding 
talks in Colombo with representatives of the 
Liberation Tigers of Tamil Eelam (LTTE) — 
the government's most dangerous oppo- 
nent before the accord. In the confused 
world of Indo-Sri Lankan political interests 
and alliances, the LTTE had also become the 
IPKF's main enemy in the northeast. Unlike 
other Tamil militant groups, the LTTE re- 
sisted the peace accord and has since killed 
hundreds of Indian soldiers. 

While Colombo forged a ceasefire with 
LTTE and, according to diplomatic sources, 
have since been supplying them with arms, 
the Indians have been trying to build up 
. another Tamil force, the Eelam People's 

Revolutionary Liberation Front (EPRLF). "In a 
way, it is a proxy war between the LTTE and 
the EPRLF," one Tamil source said. 


he EPRLF, a more leftist but no less 

d militant group than the LTTE, has 

dominated the Northeastern Provin- 

cial Council since the November 1988 elec- 

tions called for under the accord and 

boycotted by the LTTE. The LTTE is now esti- 

mated to have only 2,000 men under arms 

after taking heavy casualties during a series 
of recent IPKF operations. 

Nevertheless, it is still thought to be more 
than a match for the EPRLF — despite the fact 
that the EPRLF has been reinforced by an In- 
dian-trained, 1,000 strong "citizens volun- 
teer force." It also has a 2,000 strong "addi- 
tional citizens volunteer force," but this 
comprises mainly youths press-ganged into 
service and is not considered to be an effec- 
tive fighting unit. 

The prospect of the LTTE regaining domi- 
nance in the northeast is the root cause of 
New Delhi's concern about pulling out its 
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IPKF. The feeling in New Delhi is that if In- 
dian troops are withdrawn there will be a 
bloodbath as rival Tamil militant groups 
clash, with Sri Lankan troops unwilling to 
intervene. 

This scenario, New Delhi believes, 
would lead to more Sri Lankan Tamil ref- 
ugees fleeing to Tamil Nadu, and causing 
political problems in the southern state 
where Gandhis Congress party was 
trounced by the Dravida Munnetra 
Kazhagam (DMK) party in the last elections. 
Until the Indo-Sri Lankan accord about 
100,000 Sri Lankan Tamil refugees, many 
well armed, lived in Tamil Nadu where they 
were blamed for the state's serious crime 
problem. Gandhi has to call a general 
election by the end of this year and 
does not need political problems in the 
south. 

Also, the withdrawal of the entire IPKF at 


Keeping the peace in Colombo. 


this time would be a potential political disas- 
ter for Gandhi in other ways. Domestic 
opinion would be likely to take an unfavour- 
able view of the return of an Indian ex- 
peditionary force, from what is widely per- 
ceived to be something of a satellite state, 
when little — other than the deaths of more 
than 1,000 soldiers and many more 
wounded — had been achieved. 

So when Premadasa ordered that the 
IPKF withdraw by 29 July, it was clearly a 
demand New Delhi could not agree to, de- 
spite Colombo's sovereign right to decide 
how long foreign troops should remain in 
the country. 

In addition, New Delhi fully realised 
that Premadasa was playing mainly to a 
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Sinhalese nationalist audience — particu- 
larly the militant and ruthless Janatha Vim- 
ukthi Peramuna (JVP, or People's National 
Front). The JvP, which most Sri Lankan poli- 
tical parties — including Premadasa's Unit- 
ed National Party — have tried to woo, has 
been carrying out a particularly bloody cam- 
paign among the Sinhalese in protest 
against the continued presence of the IPKF, 
and the Sinhalese-dominated government 
which allows them to remain. 


he jVP had already called for a boycott 

of Indian goods and services in pro- 

test against the IPKF presence before 
the run-up to Premadasa's 29 July deadline. 
This was backed up by bomb attacks at two 
Indian bank branches in Colombo on 26 
July, which caused no casualties and little 
damage. However, the threat was suffi- 
ciently serious for the government to 
mediately impose a two-day curfew. 

About 150 people, mainly civilians, were 
killed throughout the country on the first 
day of the curfew. The JVP was reported to 
have ordered civilians to defy the curfew 
and demonstrate — in some cases at gun- 
point. 

The curfew also gave the security forces 
an opportunity to settle scores with the sub- 
versives, observers noted. But in a country 
where, according to recent estimates, be- 
tween 30 and 40 people are killed each day 
in political violence, this toll was shrugged 
off as the focus switched to the New Delhi 
talks. 

In the Indian capital Wijeratne was dis- 
cussing a timetable for a full IPKF with- 
drawal, cessation of Indian military opera- 
tions against the LTTE and safeguards for all 
communities in the northeast once the IPKF 
had left. The Indians were also keen to press 
for a real devolution of powers to the Tamil- 
led council. The talks were so crucial 
Wijeratne also had a session 
Gandhi. 

While the Indian prime minister had ig- 
nored Premadasa's demand for a total with- 
drawal by 29 July on the grounds that it was 
logistically impractical and would leave the 
EPRLF and other Tamil groups at the mercy of 
the LTTE, he obviously wanted to give the Sri 
Lankan president some credibility in his 
conflict with the JVP. 

So while Premadasa effectively back- 
tracked by agreeing to send his foreign 
minister to New Delhi — a symbolic conces- 
sion to New Delhi — the Indian Govern- 
ment reciprocated with the equally symbolic 
act of withdrawing 600 troops from the IPKF 
on 29 July. 

This enabled Premadasa to state the re- 
commencement of the IPKFs withdrawal 
was taking place "at my request." But it is 
clear the bulk of the iPKF will remain at least 
until after the Indian general election — 
which gives New Delhi more time to try and 
militarily neutralise the LTTE before it disen- 
gages its troops completely. * 


Vvaut 
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Conservative attack on Zhao threatens I Jeng 


Settling old scores 


By Louise do Rosario 


month after Zhao Ziyang was offi- 
cially dismissed as Chinese Com- 


munist Party general secretary, pow- 
erful octogenarian party leaders are inten- 
sifying their attacks on him. The anti-Zhao 
campaign, analysts say, will generate pres- 
sure on paramount leader Deng Xiaoping — 
who backed Zhao until recently — to ease 
his grip on party affairs. 
he analysts suggest that the elderly 
| ars, most of whom sit on China's Cen- 
tral Advisory Commission (CAC), a body set 
up for retired officials, want to have more 
say in the day-to-day running of state affairs. 
Song Rengiong, deputy director of the CAC, 
has even demanded that members of the 
CAC's standing committee should take part 
in politburo meetings, the usually reliable 
Hongkong-based Wen Wei Po 
said in its 24 July edition. 

In response, Deng, who has 
been absent from public view 
for many weeks, is using a 
modest personality cult built up 
around him to boost his flag- 
ging prestige. A recently pro- 
duced film and several new 
books on the ageing leader's 
career have become obligatory 
study materials for party mem- 
bers. 

Meanwhile, the newly ap- 
| ted — and relatively 
` 1g — politburo is pre-occu- 
pied with restoring economic 
and political stability to a so- 
ciety deeply torn and de- 
moralised by the government's 
brutal suppression in June of 
the nationwide, student-led 
pro-democracy movement. In 
addition to conducting a goodwill campaign 
to generate support for itself, the politburo 
introduced seven anti-corruption and anti- 
privilege measures in late July. 

The measures include: a requirement 
that the finances of key state trading corpo- 
rations be made public; restrictions on the 
business activities of children of high-rank- 
ing party officials; restrictions on the use of 
imported cars by senior officials, and an end 
to their state-funded supply of luxury foods. 

Few Chinese believe this anti-corruption 
campaign will be any more effective than 
previous attempts to root out official graft. 
Entrenched and intricate networks of per- 
sonal connections are almost impenetrable, 
and the government has yet to establish an 
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independent watchdog body to enforce or 
even monitor the programme. As in China's 
past political campaigns, the latest drive re- 
lies mostly on persuasion to achieve its 
ends. 

However, the new campaign does carry 
more weight than previous anti-graft mea- 
sures because it was launched by the polit- 
buro, China's top policymaking body, and 
because key politburo and State Council offi- 
cials have been singled out to be the first to 
heed the measures. 

In its attempt to clean up the party, the 
dominant conservative leadership is placing 
most blame for past abuses of power on 
Zhao and his reformist colleagues, who are 
also being faulted for creating the country’s 
present high inflation rate. When the late 
Hu Yaobang — Zhao’s predecessor as party 
general secretary — was ousted in early 1987, 





Song; Peng: vested geriatric interests. 


he and his policies were also criticised, but 
Zhao sought to limit the attacks then to pro- 
tect economic reform. Now, with the refor- 
mist coalition apparently defeated, there is 
no political force to balance the conserva- 
tives and the mounting campaign against 
Zhao and reform. 

The fourth party plenum, held on 24 
June, left the question of Zhao's official 
status unresolved, enabling some conserva- 
tive hardliners to use the issue as a weapon 
against Deng and to argue for a rollback of 
reform — which the conservatives blame for 
China's current social, political and eco- 
nomic ills. Zhao, who is still subject to “fur- 
ther investigation," as the plenum's com- 
muniqué put it, has not appeared in public 
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since early June, fuelling speculation that he 
may be under house arrest. 

In speeches delivered by Deng on 31 
May and 16 June, and reported in Wen Wei 
Po on 28 June, the leader said the conten- 
tious issue of political responsibility for re- 
cent events should be set aside for two or 
three years so the leadership can concen- 
trate on improving the economy. 

In another speech delivered on 9 June, 
which is now required reading as a national 
policy document, Deng said the global — 
and, to a lesser extent, the domestic — cli- 
mate of "bourgeois liberalisation" had made 
the recent turmoil "inevitable." Analysts be- 
lieve this message signals Deng's desire to 
limit criticism and the hunt for a scapegoat 
— both of which could be turned against 
him. But those who have vested interests in 
doing so are keeping the issue alive. 

From initial charges of "splitting the 
party" and "escalating the turmoil," Zhao is 
now accused by Peng Zhen, a former Na- 
tional People's Congress chairman, of ^com- 
bining domestic and foreign hostile forces to 
topple the communist party and destabilise 
the socialist system,” Wen Wei Po said in its 
24 July edition. These are serious charges 
which could lead to a punishment more se- 
„ vere than him just losing his 
i job. This in turn would make 
* Zhao'sretum to the front politi- 

cal ranks more difficult. 

In the same central govern- 
ment document containing 
Song's and Peng's comments, 
Li Xiannian, chairman of the 
Chinese People's Political Con- 
sultative Conference (CPPCC) — 
a broad-based government ad- 
visory body — described Zhao 
as the "root of the recent tur- 
moil" and accused the ousted 
party chief of wanting to use 
the turmoil “to achieve his own 
goals, targeting them against 
Deng Xiaoping.” 

In an earlier speech to the 
CPPCC, Li also severely criti- 
dsed Zhao. “When he [Zhao] 
dealt with problems," Li said 
on 7 Julv, "he did not use 

Marxism as thought guidance; he feels 
Marxism is obsolete. He also ignores 
China's reality and wants to copy the West. 
His particular way of doing things has grave 
consequences — especially among the 
young." 

State Vice-President Wang Zhen likened 
Zhao's think-tank members to the associates 
of the late Lin Biao, who tried to wrest 
power from the late party chairman Mao 
Zedong in the early 1970s. Wang, Wen Wei 
Po said, also wrote in the same confidential 
document now being circulated nationwide 
that Zhao's intellectual supporters should be 
"eradicated completely," adding that "those 
who deserve to be killed should be killed" 
and that many should be sent into exile. m8 
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Japanese receive death 
threats over China trade 


> The Japanese authorities in Hongkong 
and the Chinese city of Shenyang, and the 
Japan Airlines office in Peking, have 
received letters threatening to kill Japanese 
nationals who continued their commercial 
activities with China. The letters, signed by 
the so-called Blood and Light Dare to Die 
Squad, were thought to have originated 
with people angry with Japan's mild 
condemnation of Peking’s bloody 
crackdown on the pro-democracy 
movement and with Japanese rushing in to 
do business with China after the 4 June 
massacre. 


Thai lower house passes 

first social security bill 

> The Thai House of Representatives 
unanimously passed a bill to establish the 
country's first social security system. The 
bill established a central welfare fund 
supported by equal contributions from the 
government, workers and employers, 
starting at 1.5% of each worker's wages. 
The government expects to put Baht 500 
million (US$19.5 million) into the fund 
annually for the next six years. Shops with 
20 or more workers will be covered initially 
by the system. The Thai Senate will 
consider the bill in September. 


Singapore's Goh offers 
reassurance on immigration 


> Singapore's current racial balance would 
remain unchanged despite its new 
immigration policy aimed at attracting 
skilled Hongkong people, First Deputy 
Prime Minister Goh Chok Tong said on 29 
July. Even if the 25,000 Hongkong Chinese 
applicants permitted under the new policy 
did eventually settle in Singapore over the 
next 10 years, they would not replace the 
3-4,000 Singaporeans leaving each year, he 
said. "If the Chinese percentage goes 
beyond 76%, we shall increase the numbers 
of Malay and Indian permanent residents 
from the region." 


Burma sets free criminals 
but rounds up activists 


> Nearly 4,000 convicts were released from 
Burmese prisons in late July in a “general 
amnesty programme.” All had been 
arrested on criminal charges before the 18 
September 1988 coup. At the same time, 
followers of opposition leader Aung San 
Suu Kyi — who was put under house arrest 
on 20 July — are being rounded up, causing 
the diplomatic community in Rangoon 

to believe the jails are being cleared to 
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accommodate political prisoners. Diplomats 
also said that followers of the other 
opposition leader who was detained 
recently, Tin U, usually are released after 
interrogation. In this way, Burma’s ruling 
military is trying to create a rift between the 
two detained opposition leaders and their 
respective followings. 


Taiwan's ruling party 

fine tunes poll strategy 

> Taiwan's ruling Kuomintang (KMT) will 
conduct a series of public opinion polls 
to supplement its party primaries before 
choosing candidates for December's 
first-ever national elections. The July 
primaries, unprecedented for the KMT, 
are not binding on the party's candidate 
selection committee in districts where 
voter turn-out ran at less than 50%. The 
party has until the middle of this month 
to determine its ticket. The opposition 
Democratic Progressive Party has named 
its slate already, so the KMT has the 
advantage of being able to target its 
candidates. 
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Indonesia suspends sale 
of forestry concessions 


> Indonesia temporarily suspended the 
sale of forestry concessions from 1 August. 
The move, announced by Forestry Minister 
Hasrul Harahap, ostensibly was induced by 
a backlog of 182 applications which have not 
yet been processed. Meanwhile, more than 
100 concession holders are being blacklisted 
by the government for failing to pay 
compulsory dues for reforestation. While 
many environmentalists are sceptical of the 
government's commitment to improving 
forest management, the ministry under 
Harahap has made consistent attempts to 
bring order to an area riddled with 
corruption. 
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Activist creates turmoil 
at Korean border village 


> South Korean 
student activist Lim 
Su Kyong began a 
hunger strike on the 
north side of the 
Panmunjom armistice 
compound on 29 July 
to protest at Seoul's 
refusal to let her 
return home across 
the demarcation line. 
Accompanied by a large crowd of foreigners 
who also had attended Pyongyang's 
recent International Youth Festival and 

by US-based South Korean Roman Catl 
priest Rev. Moon Kyu Hyon, the protes, 
threw Panmunjom's communist sector 
into confusion. Exploiting the turmoil, 
Chinese People's Liberation Army officer 
Maj. Zuo Xuikai and his wife slipped 
across to the South and asked for political 
asylum. The Zuos will be turned over 

to the UN High Commissioner for Refugees 
in Rome. The incident has embarrassed 
Seoul, which is tom between its new 
friendship with Peking and its old loyalty 
to Taipei. Meanwhile, Seoul authorities 
arrested three Roman Catholic priests 

on 29 July for involvement in Moon's 

visit to Pyongyang — his second. And 

on 1 August the Agency for National 
Security Planning took into custody 
opposition leader Kim Dae Jung for 
questioning on the alleged activities of 
legislator So Kyong Won, who has been 
detained on charges of illegally visiting 
Pyongyang and spying for the North 
Korean regime. 





Lim. 


New Malav-oriented 
party formed in Sabah 


> A new party was formed in the 
Malaysian state of Sabah on 31 July in 
anticipation of a general election within the 
next 12 months. The Angkatan Democratic 
Liberal Sabah (Sabah Liberal Democratic 
Front) bases its acronym “Adil” on the 
Bahasa Malaysia word for justice. Although 
Adil is open to all Malaysian citizens, its 
founders intend to attract primarily Malay 
Muslim Sabah residents, who were once 
either members or supporters of the United 
Sabah National Organisation — the party 
which ruled Sabah until 1976 — or its 
Malay-led, multi-ethnic successor, the now 
almost defunct Berjaya party. While the 
pro tem committee members who applied 
for Adil's registration are unknown outside 
Sabah, there are strong hints that former 
Sabah chief minister Datuk Harris Salleh, a 
businessman since he lost the state election 
in 1985, is behind the new party. 
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Conservatives” failure heralds a Japan less open to outside pressure 


Life after harakiri 





By Charles Smith in Tokyo 


apan has nc* "gone socialist" as a re- 
sult of the 23 July election to the upper 
house of parliament at which the 
ruling Liberal Democratic Party 
(LDP) lost its majority for the first time in 34 
years. 
The LDP still controls the more powerful 
er house of parliament and the Ja 
alist Party (JsP) though undoubtedly 
glowing with triumph at the drubbing it ad- 
ministered to the government, is not yet 
close to being able to assemble a coalition of 
like-minded leftwing parties that could 
make a serious bid for power. 

Yet polling for the usually despised 
upper house may have marked the point of 
no return in a transition process that will 
leave Japan's political landscape looking 
very different within another six to 12 
months. 

The LDP's stunning loss of support 
makes it likely, if not inevitable, that the 
party will end up with a minority of lower 
seats at the next general election — due 
to be fought by next summer at the latest, 
but more probably within this year. If 
that happens Japan could find itself for 
the first time in more than three decades 
living under an LDP-socialist coalition, or 
conceivably under a government consisting 

rely of the non-communist Left. 

Nhat may be far more significant 
is evidence that the ruling party has 
lost control of the coalition of farm- 
ers, small businesses and the bureau- 
cracy that formed the basis upon 
which it won elections with mono- 
tonous regularity from its formation 
in 1955 until the past year or two. 

The party's worst setbacks in the 
23 July vote came in rural areas, 
where socialism has been anathema 
since the early 1950s and where farm 
organisations have traditionally been 
relied upon to deliver more than 75% 
of the vote to approved LDP candi- 
dates. 

But a breakdown of the results 
suggests that the party has managed 
to make itself deeply unpopular, not 
only with farmers — who resent the 
speed at which farm imports have 
been liberalised — but also with 
housewives and with the vast army 
of salaried male workers who consti- 
tute the backbone of Japan’s indus- 
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trial economy. How did a party, which 
scored a landslide electoral victory as recent- 
ly as 1986 manage to turn so many of its trad- 
itional supporters against it? 

The immediate blame for the 23 July 
fiasco clearly rests with the men who have 
led the party in the recent past. The LDP 
would have done less disastrously without 
the appointment of Sousuke Uno as LDP pre- 
sident and prime minister following the 
cabinet crisis in May. 

Uno's affair with a geisha made him an 
object of ridicule before the campaign got 
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under way, and meant the LDP had to rely 
on second-ranking figures to try and convey 
its message to the electorate about the "dan- 
gers of socialism and the blessings of a free 
society." By contrast, JsP leader Takako Doi 
projected integrity and mirrored the popular 
mood of indignation over the ruling party's 
corruption and ineptitude. 

Yet Uno may never have reached the top 
of the LDP hierarchy without a crisis in the 
party’s internal workings which goes far 
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deeper than personalities. The key to the 
party’s difficulties over the past 18 months is 
that its leaders appear to have lost touch 
with grassroot supporters in their haste to 
put through what were perceived as “states- 
manlike” measures — notably the May 1988 
liberalisation of agricultural imports and the 
tax reform of December. 

In deciding to introduce a new tax on 
consumption — levied at all stages of 
wholesale and retail trade despite clear indi- 
cations from a series of by-elections and 
opinion polls that the electorate was utterly 
opposed to it — the LDP seems to have mis- 
takenly assumed the voters could be “paid 
off" through traditional pork-barrel politics. 
Farm import liberalisation measures were a 
similar example of faulty reasoning, though 
with the added dimension of seriously es- 
calating international trade friction. 

By late 1987 Japan had reached a stage in 
its farm trade negotiations with the US 
where it either had to make dramatic conces- 
sions or face isolation within the Gatt, which 
had declared some existing Japanese import 
restrictions illegal. The government chose to 
give up the struggle to protect farmers — in 
part because of a genuine sense of what 
Japan “owed” to Gatt as a principle be- 
neficiary of the free trade system — but also 
because it saw money as being more vital 
than votes in the domestic political power 

game. 
3 To have stood up for the farmers’ 
$ interests against the US would have 
s carried risks for Japan's manufactur- 
: ed exports, which may have been 
subject to retaliation — or so the gov- 
emment seems to have convinced it- 
self. This meant that the Keidanren, 
Japan's biggest private business 
federation and the source of some 
60% of LDP funding, had a direct 
interest in seeing the government 
adopt an "internationalist" posture 
rather than one favouring rural 
interests. 

Top LDP officials now appear to 
believe the party acted too hastily in 
deciding to follow the bureaucracy's 
line on tax reform and the US line on 
farm import liberalisation. A senior 
official in charge of agricultural policy 
at party headquarters told the REVIEW 
that the administration of former 
prime minister Noboru Takeshita 
made a fundamentgl error in decid- 
ing to totally liberalise beef and 
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orange imports in the summer of 1988, in- 
stead of proposing to the US an annual in- 
crease of, say, 20-30% in existing import 
quotas. 

The problem, however, is that it may be 
too late for the party to regain the support of 
farm voters by "re-protecting" agriculture. A 
bid to appease farmers by freezing the price 
at which the government buys rice appears 
to have had little impact on the agricultural 
vote — though the LDP may have lost even 
more support in rural areas if it had cut 
prices again in 1989 as it did in 1987 and 
1988. 


similar dilemma applies in the case 
of tax reform. The LDP seems to 
have been quick to conclude after 
the election débâcle that it must 
either repackage the consumption tax as a 
“welfare tax" — meaning that all the pro- 
ceeds would be paid into a fund devoted 
solely to health and welfare spending — or 
conceivably abolish it altogether. But public 
anger over the way the tax was forced 
through parliament in December 1988, after 
an earlier pledge by the government that it 
would not introduce a "major new indirect 
tax,” may not be easily quelled. In any 
event, it seems clear that if the consumption 
tax goes some other equally large — and 
equally unpopular — revenue raising mea- 
sure will have to replace it. 
The other important challenge facing the 
LDP in the wake of its election defeat is to find 
some way to erase the stain left by the Re- 


cruit scandal. The affair was formally 
wound up in April with the arrest of two of 
the politicians concerned — one from the 
LDP and one from the Komei, or "clean gov- 
ernment" party. But public frustration at the 
failure of the Public Prosecutor's office to in- 
vestigate some of the most important people 
involved — including former prime minister 
Yasuhiro Nakasone — means that the affair 





has continued to fester. Above and beyond 
the Recruit issue itself the belief exists that 
parliamentary politics, at least as conducted 
by the LDP, are fundamentally dirty and 
need to be cleaned up fast. 

Measures to eradicate the Recruit stain 
could include tightening existing laws on 
raising political contributions so as to force 


individual politicians to declare contribu- 
tions in greater detail, including fund 
sources such as the sale of tickets to “sup- 
porters’ parties” — which so far remain out- 
side the scope of the law. A far more impor- 
tant measure would be to abolish the system 
of intra-party factions on which the LDP’s in- 
ternal power structure is based. 

Factions, as some senior LDP officials 
have admitted, are in effect nothing more 


: than money-gathering machines which 
* serve to perpetuate the buying and selling of 


high office within the party. To abolish the 
faction system, however, means striking at 
the root of the existing LDP power structure. 
While some of the LDP's younger and more 
rebellious parliamentarians may welcome 
this, a serious attempt to reform the factional 
system could lead to the party breaking up 
into different groups along existing factional 
lines. 

The main consolation for the | 
leadership as it contemplates the array of 
problems facing it in the wake of election de- 
feat is that the opposition parties have their 
own difficulties. An opposition coalition de- 
signed to confront the LDP at the lower 
house elections — and to make a serious 
subsequent bid for power — cannot be 
formed until the JSP agrees to remove planks 
from its official platform calling for the dis- 
mantling of Japan's Self-Defence Forces and 
the phasing out of the US-Japan Security 
Agreement. These policies are anathema to 
the anti-communist and defence-oriented 
Democratic Socialist Party (DSP). 
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The madonna factor 


Appearing on Asahi television shortly after her party's 
house election victory, Japan Socialist Party (JsP) leader Takako 
Doi was told that a post-election survey taken by the network in- 
dicated that while a majority of voters wanted to see her become 
prime minister, an overwhelming number did not want the 
socialist party to take over the government from the Liberal 
Democratic party (LDP). (In another such survey taken by NHK, 
Japan's public broadcasting corporation, a mere 8% of respon- 
dents wanted to see any Japanese opposition party take over.) 

“But I am Doi of the Japan Socialist Party,” she said in a high- 
pitched voice that showed a rare loss of composure. The scene 
was symbolic of Doi's position. “It is as if she were floating on top 
of the party,” said Masumi Ishikawa, a senior editor of the Asahi 
Shimbun. While Doi projects an image of a moderate, popular 
leader, below her is a party tion which decades of defeat 
have left very much an élitist intellectual debating society. Japan's 
first and only socialist prime minister came to power in 1947 and 
lasted less than a year. 

Doi, a 60-year-old former lecturer in constitutional 
law, is as much at home grilling prime ministers on the floor of 
the Diet as she is playing pachinko, the Japanese wo man’s 
game of pinball, or belting out songs late at night in the karaoke 
bars she frequents with news reporters. Unlike the men who pre- 
ceded her at her job, Doi actively utilises the media. She has ap- 
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peared on popular television quiz shows, often answering all 
questions correctly, and two years ago she dubbed British Prime 
Minister Margaret Thatcher's voice for a television thriller. 

Six months after taking over as JSP leader in September 1986, 
her s popularity rose nine points to 24%. It was Doi who 
came up with the party's "Operation Madonna,” t e 
politically inexperienced housewives to run for local tw. 
years ago. Of this group, 177 were elected. owes de eise hec 
guidance that the JSP trebled its standing in Tokyo metropolitan 
assembly elections last month, in which a of 36 JsP candi- 
dates elected were women. In the 23 July election, 11 of Doi's 
madonnas were among 46 successful jsp candidates. — 

But in spite of the miracle which Doi almost si 
performed for her party, indications are that she faces difficulties 
straddling factional rifts within the party. If she wants to put to-- 
OR eU oe oe adu LO ONE have 
to do some serious house-cleaning in her own | 

Under Doi the socialists stopped talking about abstract 

ical issues and homed in on the un Pee cote 
sumption tax Md the ize en epit comms ha been] 


n everything from education to fresh vegetables, even on the 
cost of delivering a at a hospital. 
In speeches in towns, Doi said nothing about the party’s 


official policy of strictly applying Article Nine, the war-renounc- 
ing dilige of tee conslitullon, to the extent of abollibing the Self 
Defence Forces. Instead, she spoke mostly about how the JsP 
would never permit the opening of the domestic market to 
agricultural imports. 

Whereas Doi has been clear on the need to respond to the is- 
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Doi has attempted to by-pass the defence 
issue by promising to move "cautiously" 
once the JSP is in power, and by pointing out 
that what a party says in opposition is not 
necessarily the same as what it does in gov- 
ernment. This has not been enough to 
satisfy the Democratic Socialists, who say 
they want a full recantation on defence be- 
fore they will even consider supporting Doi 
during the next parliamentary vote on the 
appointment of a prime minister. 


ven if the JSP does succeed in over- 

ruling its own radically minded 
rank-and-file on the defence issue, 

it remains an open question 
whether the two smaller non-communist 
parliamentary groups can resist the tempta- 
tion of entering a coalition with the Liberal 
Democrats. The DSP is believed to be evenly 
ided between a Left-leaning wing which 

s the party's eventual destiny as being 
reunification with the main socialist group- 
ing, and a pro-LDP faction which is in close 
contact with the ruling party. 

If the LDP emerges from the next general 
election with less than half the 512 lower 
house seats but with more than any other 
single party, including the resurgent JSP, it 
could be very hard for the Democratic 
Socialist hawks to reject the offer of a couple 
of seats in an LDP-DSP cabinet. 

The spectacle of Japanese political parties 
regrouping over the next few months in 
search of a workable coalition is likely to con- 
cern business interests and the bureaucracy, 


long used to working hand-in-glove with 
the LDP while treating the rest of parliament 
as a more or less decorative "permanent op- 
position." If neither the business commun- 
ity nor the bureaucracy knows where it 
stands, the outside world may find the situ- 
ation even more confusing. 

Japan's neighbours and trading partners 
may have to steel themselves for a period, 
possibly lasting some years, during which 
Tokyo will be less inclined than usual to take 
the initiative in solving international eco- 
nomic issues. There is even a risk relations 
with the US may seriously deteriorate over 
the next few months, as bureaucrats dig in 
during the coming round of bilateral talks on 
issues such as the reform of Japan's distribu- 
tion system, because of a lack of any lead 
from the demoralised ruling party. How- 
ever, despite the seismic jolt delivered to 
Japan's political equilibrium, the defeat of 
the LDP is also likely to offer far-reaching 
benefits to the country. 

The July election loss seems to have 
taught the Liberal Democrats that they can 
no longer govern the country without 
bothering to explain themselves to the electo- 
rate. Equally, the electorate may have come 
to realise that a vote is something you cast — 
not just for a politician who can offer the 
benefits of patronage or prestige — but for a 
party with coherent and rational policies. 
The net result may be that Japan has.moved 
a step closer to actually using the political in- 
frastructure the country created — with a lit- 
tle help — after World War II. Li 
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LDP made little effort 


to sell tax ideas 


Counting the 
small change 


By Richard Hanson in Tokyo 

oliticians of all parties in Japan are still 
P blinking at the force an unpopular tax 

can release in what seemed the most 
docile of electorates. For the ruling LDP, 
which eight months ago used its absolute 
legislative majority to ram the consumption 
tax bill through parliament, the results have 
been devastating. 

But one positive result might be the first 
real debate over tax reform. A striking fea- 
ture of the recent campaign was its failure to 
elicit new ideas on what kind of tax regime 
Japan should have if the consumption tax is 
to be scrapped, or at least modified, in com- 
ing months. The lack of discussion was 
partly due to the failure of the opposition 
and media to concentrate on this issue, but it 
also harks back to the way the LDP ap- 
proached tax reform three years ago. 

The party had won a stunning victory in 
lower house elections, partly on the promise 
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sues of the day, she has been vague on ideological reform. For 
example, while she became the first JSP leader to visit Washington 
before going to Moscow or Peking, she has dutifully made the jsp 

nage to North Korea, the one country towards which most 
Japanese have hostile feelings. 

Although the jsp’s stand on the Korean question is not a key 
issue in lower house elections, which could come later this year, 
the party's more moderate potential coalition , the 
sada a rtg ici ner ail A nae 
the just which Korea the JsP recognises. 

Tian 160 partion have teen tan Ker kisckogion busy in 
mind. Both lost to the JSP in votes and seats on 23 July and 
both intend to exact their pound of flesh from the jsp. As Komeito 
leader Yuichi Ichikawa put it: “The jsp should shed a layer or two 
of skin.” As the JsP desperately needs coalition partners in order 
to control the upper house, the two moderate parties have strong 
leverage on the JSP. The Japanese upper house has the power to 
block all but budget and treaty bills. 

. Although no strident anti-Americanism has emanated from 
the jsP in years, sources close to the party have said that a consen- 
sus within the ranks is lacking on Article Nine and that there is no 
shortage of former student activists among party members now 
in their 40s and 50s, who want to see the 260,000-strong Self-De- 
fence Forces dismantled, the US-Japan military pact abrogated, 
and Japan emerge as the first major nation in the world to adopt a 
policy of unarmed neutrality. 

A senior official at JsP headquarters said in a recent interview 
that unarmed neutrality and the elimination of the US-Japan sec- 


urity pact remain the JSP's long-range goals. By way of a contrast, 


FAR EASTERN 


Doi has said she values highly the US-Japan relationship, and she 

wants to discuss for the time being only those bases where US air 

operations cause noise pollution or where base expansion de- 
the natural environment. 

She said she hopes eventually to renegotiate the pact into a 
friendship treaty. At the same time, Doi has promised to act ac- 
cording to Japan's three non-nuclear principles and demand 
prior consultation on US nuclear weapons entering Japanese ter- 
ritory. If she did go with this pledge, it could precipitate 
a crisis in US-Japan relations of the kind brought about by New 
Zealand's Labour Party ent. 

It is by no means clear just how far her coalition partners will 
allow Doi to go. If they press the JSP on issues such as Korea and 
Article Nine, they could open a Pandora's box which not even 
Doi could close. Compounding Doi's problems is the relatively 
strong role of a party secretariat which appears to have become a 
haven of entrenched mediocrity. 

A senior policy adviser at JSP headquarters recently told a for- 
eign reporter that the Japanese were unable to accept more 
manufactured imports because unlike they were "un- 
familiar with the workings of international Jewish capital." 
Asked to give an example of "international Jewish capital," the 
man pointed to Krupp, the West German industrial giant. 

As Masayuki Fukuoka, political scientist at Tokyo's 
Komazawa University put it; "[The] upper house election was 
mainly about the consumption tax; people were not voting for a 
change of government." So far Doi has shown herself capable of 
attracting voters critical of the LDP. Now, she must turn these 
same voters into supporters of the JSP. m Andrew Horvat 
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that it would not introduce a “large-scale 
sales tax” that would be opposed by the vot- 
ers. The opposition parties were ignored 
when they called then prime minister 
Yasuhiro Nakasone a liar. 

Nakasone then unsuccessfully attempt- 
ed to introduce a sales tax that was pre- 
sented as not large-scale. His government 
managed to push through only the popular 
elements of its tax reform package, which re- 
duced corporate and individual income tax 
rates. 

Last year, when then prime minister 
Noboru Takeshita pressed the issue of a 
broad-based 3% consumption tax, the gov- 
ernment was embroiled in the Recruit share 
scandal. The opposition parties’ successful 
tactic was to stall deliberations on the tax 
with demands for further investigation into 
Recruit. 

The strategy paid off when a frustrated 
LDP leadership railroaded the consumption 
tax bill through the parliament amid an op- 
position boycott. Scenes of confusion in the 
parliamentary chamber made a greater im- 
pression than the LDP’s arguments that the 
new tax was needed to assure Japan's fiscal 
health. For many years a wide gap between 
expenditure and revenue, based 
mainly on direct taxes, had been 
covered by borrowing. But prospec- 
tive increases in welfare spending — 
chiefly due to the rapid ageing of the 
population — would stretch even 
Japan's high rate of saving, even if 
liberalisation of the financial sector 
did not make more difficult the past 
practice of virtually coercing institu- 
tions into buying low-interest gov- 
ernment bonds. 

Thus the Japan Socialist Party (JSP) 
rode to victory on 23 July in the upper 
house by hammering away at the 
consumption tax to an electorate that 
had not been exposed to any lengthy 
arguments about the pros and cons 
of the levy. 

Both the LDP and the Ministry of 
Finance thought the public would 
simply stoically accept the new tax once it 
took effect in April this year. Only token ef- 
forts were made to stir public debate around 
the country. 


oshitaka Murata, who resigned his 
Y senior post at the Ministry of Finance 
three months ago to run as an inde- 
pendent candidate, believes the tax to be in 
the national interest but thinks the LDP 
failed to explain why it was needed. "They 
didn't hear the opinion of the people. 
In the last general election they lied 
about a sales tax, and they didn't pass 
the consumption tax bill in a democratic 
manner,” he said. "The voters are still 
angry. They don't know very much about 
the consumption tax. They just think its 
troublesome." 
LDP and ministry strategists seem to be 
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betting that the best way to defend the con- 
servatives' lower house majority is to force 
the opposition parties to reveal their own tax 
plans. Many still believe that the LDP can win 
on the merits of its policies, vying against 
opposition parties that so far have united on 
only one issue — abolition of the consump- 
tion tax. 

The LDr's strategy in countering the op- 
position on tax has so far been less than radi- 
cal. The government has asked its advisory 
Tax Council to review the consumption tax, 
but the results of a full year of its operation 
will not be available until next May. Given 
the political calendar, with lower house 
elections required by early next July at 
the latest, the Tax Council's work may be 
irrelevant. Meanwhile, the LDP and the 
Finance Ministry will argue that opposi- 
tion proposals on replacing the ¥6,000 
billion (US$43.1 billion) annual revenues ex- 
pected from the consumption tax are un- 
realistic. t 

The jsp has been trying to put together a 
united opposition front, excluding the com- 
munists, in pushing for an upper house vote 
to abolish the tax — and debate the alterna- 
tives later. However, support for this move 





Takeshita: frustrated leadership. 


has been lukewarm from some other oppo- 
sition parties. The centrist Democratic 
Socialist Party, for example, is supported by 
car industry unions that benefited from 
lower commodity tax rates on vehicles when 
the consumption tax was introduced. 

Nevertheless, even the Finance Ministry 
thinks some opposition alternatives are 
worthy of study. The jsp, for example, 
wants a national land tax regime aimed at 
encouraging the diversion of more urban- 
fringe land from uneconomic farming to 
much-needed housing. Such a revaluation 
of land holdings and a national land holding 
tax has considerable support among finance 
officials. 

Wide gaps exist among opposition par- 
ties on basic thinking towards the tax rev- 
enue issue. The JsP’s ideas include the intro- 
duction of a comprehensive, progressive tax 
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that would require a review of capital gains, 
interest and dividend taxation. The JsP also 
wants a taxpayer identification system, with 
doctors and other specially treated taxpayers 
subjected to greater scrutiny. Corporations 
would be taxed more heavily and exemp- 
tions for public interest groups, such as re- 
ligious bodies, reduced. A luxury tax system 
would also be imposed. 

The jsP says these measures would gen- 
erate about ¥3,000 billion at the national 
level. Another ¥3,000 billion would come 
from what the party sees as a "natural" tax 
surplus this year of ¥3,000 billion (last year, 
tax revenues were ¥7,000 billion over 
budget). 


opposition parties, the Komei (Clean 

Government) Party calculates that only 
¥300 billion in "natural" tax revenue 
crease can be counted on. It would ri 
about 14,750 billion in new revenue 
through a combination of taxes similar to 
those the JsP proposes, but including a 
¥1,000 billion boost from undefined “ad- 
ministrative reform." 

The Demoxratic Socialists have not de- 
cided whether they want to abolish 
the consumption tax or simply mod- 
ify it to exclude items such as food 
and other staples. The Japan Com- 
munist Party thinks ¥2,000 billion 
can be saved by cutting the defence 
budget. The jsp, which officially 
thinks the Self-Defence Forces are 
unconstitutional, does not mention 
defence budget cuts at all. The com- 
munists say more than * 1,000 billion 
could be raised through higher taxes 
on the rich and on corporations, 
while a further ¥3,000 billion could 
be derived by increasing the sec- 
urities transaction tax to 0.1% fn 
0.01576. 

The Finance Ministry and the LDP 
will have to offer some concessions of 
their own in order to head off those 
within the party who favour scrap- 
ping the tax altogether. The ministry's 
attachment to the consumption tax is not 
as strong as its desire to see the LDP remain 
the ruling party. Officials say they may 
not oppose some cosmetic moves, such as 
dedicating consumption tax revenues to 
social welfare budget items which cost 
Y 11,000 billion a year. The LDP may also try 
to make the tax less obvious by allowing 
shops to include it in prices, rather than the 
present system of adding a few extra yen to 
every transaction. 

e risk of the LDP’s assumption that its 
tax policies are rational and necessary is that 
public opinion has lost patience with these 
arguments. The party now has to face an 
electorate whose tolerance is so low that the 
one-yen coins, needed to pay the consump- 
tion tax in shops, have become a symbol of 
frustration and resentment. « 


[ cress the gap in thinking among 
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The party's (almost) over 


(LDP) has resembled no other ruling 
party in the industrial world and, 
for that matter, only one in Japanese history. 
The evolution of Japanese democracy has 
been, of course, a story of fits and starts, 
with a constant tension, still unresolved, be- 
tween modernisers who have worked for 
open political discussion and decision-mak- 
ine in the style of the English-speaking 
dd, and traditionalists who want a 
monolithic nation under the emperor sup- 
ported by all his loyal, obedient subjects. 

Even so, by the 1920s, the period fondly 
remembered in Japan as “Taisho demo- 
cracy" (named after the present emperor's 
grandfather), politics had evolved in a direc- 
tion English-speakers would instantly rec- 
ognise. The first election held under univer- 
sal male suffrage, in 1928 (women had to 
wait for the vote until 1945 and the Ameri- 
cans), saw the emergence of two major pro- 
business parties, the Minseito and the 
Seiyukai, which offered voters a choice, al- 
beit narrow, of policies, and began to alter- 
nate in office like Labour and Tory in Britain 
or Democrats and Republicans in the US. 

Party finances were simply arranged: 
every year, one got a cheque from Mitsui, 
the other from Mitsubishi. The same elec- 
tion of 1928 saw eight members of proleta- 
rian parties, forerunners of Takako Doi's 
*--an Socialist Party (JSP), peaceably seated in 

Diet. Japanese call this relatively tranquil 
period “normal constitutional govern- 
ment,” the time when Western ideas of loyal 
opposition and constructive criticism of the 
government first took fragile root among 
them. 

They did not last long. The great depres- 
sion of 1929 hit Japan, already heavily de- 
pendent on exports, a cruel blow. Japanese 
business has never had more than an un- 
easy alliance with traditional patriotism — 
contempt for merchants being central to the 
samurai warrior's outlook — and when the 
economy fell on hard times the alliance burst 
apart. In November 1930 the Minseito prime 
minister, Osachi Hamaguchi, was mortally 
wounded by a rightwing fanatic. 

There followed the time of government 
by assassination, Japan's invasion of China, 
the rise of military power at home and the 
eclipse of the old parties. In August 1940 all 
political parties were dissolved and two 
months later a new one, the Imperial Rule 
Assistance Association (IRAA), was launched 
under military auspices. 

The IRAA was a political party, of sorts, as 


rom its mysterious foundation in 
| [ | 1955, the Liberal Democratic Party 
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By Murray Sayle 

conceived by an authoritarian military re- 
gime that saw all opposition as treason. It 
contested one election, in 1942, and by liber- 
ally spreading secret military funds around 
the rural areas won 381 of the 466 lower 
house seats. Its real function, as its name 
suggests, was not to convey the wishes of 
the people to the government, but to enlist 
the support of local worthies and neigh- 
bourhood associations, still powerful forces 
in the Japanese countryside, for policies al- 
ready decided at the top — especially the po- 
licy of total, all-out war. 

In this, the IRAA was notably successful, 
more so than either the Nazi or Fascist par- 
ties of Japan's wartime allies. Most of the 
prominent names of pre-war Japanese poli- 
tics, including conservatives, socialists and 


even some  re-educated communists, 
worked with it. Japan produced no conspi- 
racy against its wartime government, no 
Badoglio or Stauffenberg. The military and 
their IRAA henchmen coaxed and com- 
manded extraordinary feats of production 
out of the Japanese people, uncomplaining 
endurance under savage firebombing. The 
wartime slogan “One hundred million 


ee 
From its beginning the LDP has 
presented itself as the party of 
the American connection . . . 
Japanese no longer believe that 
only a government endorsed by 
Washington can save them from 
Soviet or Chinese occupation. 
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people, one heart" (even more forceful in Ja- 
panese) came very close to realisation. 

The war, of course, ended in disaster, for 
which the occupying Americans, by hang- 
ing a few generals and politicians, provided 
convenient scapegoats. The sense of war- 
time unity and the sharing of sacrifice, how- 
ever, became a treasured memory (as similar 
feelings did among the nations which de- 
feated Japan) and is only now beginning to 
die out, along with the wartime generation. 
Nostalgia for a nation without conflict runs 
through the writings of Yukio Mishima, still 
controversial, the wartime propaganda 
films of Akira Kurosawa, these days never 
shown, the victory parade designs of the ar- 
chitect Kenzo Tange, never built. 

It is also, by no coincidence, the basic ap- 
peal of the LDP. Even at the recent election 
the threadbare old argument was trotted 
out, perhaps for the last time: the LDP, its 
spokesmen claimed, was the party of the 
whole people, while the jsp represented 
only a part of them, the industrial workers. 

The IRAA disappeared into history on the 
day of Japan's surrender, important only be- 
cause it was, in many ways the forerunner 
of the Lop. Very different was the fate of the 
Japanese bureaucracy, particularly the sec- 
tion of it that had orchestrated the amazing 
wartime arms production. Like all societies 
of the Confucian tradition, Japanese show 
great deference to officials qualified by gruel- 
ling examinations, and such worthies have 
effectively governed Japan for the past four 
centuries. 

Gen. Douglas MacArthur (“the Ma- 
carto") ruthlessly purged Japan's surviv- 
ing military men and IRAA politicians, but he 
left the bureaucrats who had actually di- 
rected the war effort untouched and, impat- 
ient like most of his profession with civilian 
politicians, soon took to running occupied 
Japan directly through them, thus complet- 
ing the bureaucratic grip on Japanese life. 

Post-war politics got off to a much bum- 
pier start. The Japan Communist Party (JCP), 
underground since 1922, was the only one 
which had consistently opposed the war, 
and its leadership (including the present 
chairman, Kenji Miyamoto) as a result spent 
years in jail, to be liberated by the Americans 
in 1945. In the first post-war elections in 
April 1946 the JCP scored 10% of the popular 
vote, a proportion they still held, more or 
less, in the latest elections, 

Tightly organised and financed by its 
own members, the JCP is still benefiting from 
its wartime stance among a dwindling sec- 
tion of voters but compromised for the rest 
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by its enthusiasm for the dictatorship of the 
proletariat and the suspicion that in practice 
this would mean for Japan the status of a 
Soviet satellite. 

The 1946 election was won by the new 
Liberal Party, whose leader, Ichiro 
Hatoyama of the pre-war Seiyukai, was 
promptly purged for his connection with the 
IRAA. He was replaced by a retired diplomat, 
Shigeru Yoshida, who was prime minister 
for most of the period up to 1954 — years 
which saw the Cold War, the Korean War, 
and the massive swerve in American 
policies which turned Japan from an enemy 
to be punished and reformed into an ally to 
be courted, economically reconstructed 
and encouraged to join the American-led 
crusade against communism. Yoshida’s 
philosophy was that Japan could “win by 
diplomacy even though it had lost the war" 
— a judgment that has, in the fullness of 
time, more than come true. 

The year 1955 brought crisis for the 
Yoshida plan. Sparked by procurements for 
the Korean War, Japanese industry was 
rapidly becoming the centre of economic 
power, luring population from the rice- 
growing villages. The bombed-out cities, the 
stronghold of the socialist parties, had paid 
the biggest price for the war; the socialists 
feared that the security treaty Yoshida had 
negotiated with the Americans would in- 
volve Japan in a new one, this time nuclear. 
Early in 1955 the separated socialists re- 
united into a single party pledged to uphold 
Japan’s war-renouncing constitution, and 
did ominously well in a snap election. The 
two conservative parties, the ghosts of the 
old Seiyukai and Minseito (respectively 
"Liberal" and "Democratic") as modified by 
their passage through the IRAA, replied by 
merging to form the LDP. 


he first prime minister of the new 
party was the newly depurged 

i Hatoyama, whose first move was 

an attempt to redraw the electoral 
boundaries on a system of one member per 
constituency, a plan which so favoured the 
LDP that he was accused of "Hatomander- 
ing." Passionate JSP opposition (sometimes 
with the use of fists, boots and chairs on 
both sides) led to both the redistribution and 
LDP proposals to amend the constitution by 
eliminating the war-renouncing clause 
being permanently shelved. But the LDP’s 
connection with the bureaucracy, often 
going back on a personal level to the war 
years, continued to be close — so close that 
“Bureaucratic Rule Assistance Association” 
has been suggested as an apt description of 
its actual function. 

The American establishment concerned 
with Japan watched these developments 
with the greatest interest if they did not, in 
fact, have a hand in promoting them. From 
its beginning (and ironically, considering 
how enthusiastically many of its leaders had 
made war on the US) the LDP has presented 
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Mishima: sense of unity. 


itself as the party of the American connec- 
tion, and the Tokyo embassy did what it 
could, publicly, to bring the LDP merger 
about. The source of its original funds has, 
however, remained a mystery to this day. 

Money has always been the LDr's most 
pressing need. With most of its strength 
in the countryside, the party's growth has 
been against the natural movement of 
Japan's population, making the loyalty of 
farmers and small towns all the more essen- 
tial to it. These socially conservative people 
can only be organised for politics along the 
personal village networks used so effectively 
by the IRAA, and with no war going on, this 
has needed a constant stream of cash — 
money for drinks and parties, for outings, 
for gifts of pianos to primary schools, for 
presents for weddings, funerals, new busi- 
nesses and so on. Mostly, this money has 
come from business, but in 1955 business 
had little to spare. 

Yoshio Kodama, one-time gangster, 
wartime Japanese secret agent in Shanghai 
and Japan’s foremost post-war political and 
business fixer, is widely credited with put- 
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Tanaka: inside money man. 
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ting up the money on which the LDP was 
floated. Kodama himself claimed the funds 
were raised by selling loot he had gathered 
in China. A likely tale, considering that 
Kodama was arrested in 1945 as a suspected 
war criminal and had his assets minutely 
combed by the CIC, forerunner of the CIA, for 
whom he later worked. Kodama, a central 
figure in the Lockheed scandal, died with- 
out spilling any sensational beans, but an 
American source for the LDP’s grubstake 
seems to have been, in the spirit of those 
times, at least on the cards. 


s an alliance of factions united only 
by a determination to keep itself in 
office and the socialists out, the LDP 
has never been able to offer more 
than vague and woolly generalities in place 
of a programme. While some of its con- 
stituent factions want more defence spe 
ing, others resist, and no two factions can 
agree on what, if any, amendments to the 
constitution they favour. The tactical union 
of all conservative opinion has not only 
meant that the party cannot in the pre-war 
style offer alternative policies, but also, in 
claiming the allegiance of the entire Right, it 
has been forced to make room for a small but 
firmly entrenched wing of unrepentant war- 
time nationalists whose diplomatically 
gauche remarks about the war have earned 
Japan far more suspicion than its policies 
actually deserved. 

The same ghost of the wartime emphasis 
on tribal unity is seen in the LDP's peculiar 
treatment of its opposition which has, con- 
trary to much that has been written, no basis 
in Japan's earlier political traditions. Instead 
of putting contested matters to a vote, the 
LDP has preferred to negotiate its legislation 
through, often waiting for years for an un- 
easy consensus with the opposition par*^* 
(only the JCP, the untouchables of Japar 
politics, did not need to be consulted). 

This arrangement has been enforced by 
the threat of the opposition parties to walk 
out and thus shatter national unity. Only 
twice has this strange unwritten rule been 
broken — once in 1960, when the first revi- 
sion of the US-Japan Mutual Security Treaty 
was "railroaded" through the Diet by 
Nobosuke Kishi who had to resign his pre 
miership in expiation, and earlier this year 
when Noboru Takeshita rammed througt 
the budget, including the detested con 
sumption tax, in the absence of the opposi 
tion and a few weeks later paid the same 
penalty. 

The LDP, then, has stayed in power al 
these years not by persuading and educat 
ing the nation but by making deals among 
its own factions and with the opposition, 
and by showering patronage on its rura 
support base — either by direct gifts of cast 
and kind in exchange for votes, or the 
subsidy and support of agricultural price: 
which have made Japanese food the deares' 
in the world. The system has, over the dec 
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ades, amounted to a transfer of some ¥3 
million (US$21,000) a year from the indus- 
trial cities to every farming household in the 
Japanese islands. 

And, as operator of the system, the LDP 
has produced by Darwinian selection a 
breed of politician unique in the profession. 
These men (the nationalist element of the 
party, left over from the war, has little use 
for women) cannot make a persuasive 
speech or present a dear policy, because 
they have never had to, but they are masters 
of back-handed fund-raising, closed-door 
intrigue and impenetrable double-talk. No 
wonder their colleagues from other coun- 
tries find it hard to communicate with them 
and mistakenly assume that Japanese prefer 
their leaders to operate in this devious fash- 
ion. The Japanese voters have, in fact, just 
reiected two tongue-tied LDP old-timers out 

Ye classical mould, Takeshita and his suc- 
cessor, Sousuke Uno. 

How have such uninspiring types man- 
aged to stay in power so long? Because, 
quite simply, of the extraordinary perform- 
ance of the Japanese economy under 
bureaucratic management assisted by its 
shrewd political auxiliaries. Japanese real 
wages have increased 20 times since the LDP 





was founded, but, until this decade, with lit- 
tle sign of the endemic unemployment and 
the gross inequality of riches and compara- 
tive poverty which are the most destabilis- 
ing aspects of capitalism everywhere else. 

This relatively well-distributed and 
therefore tranquil rise to national wealth has 
partly been a legacy of Japan’s wartime spirit 
of "we're-all-in-this-together" and partly be- 
cause the final word on economic matters 
has not been spoken either by consumers or 
shareholders but by reasonably honest 
bureaucrats not excessively interested in ac- 
quiring wealth for themselves. 

But the bureaucrats are not a united ad- 
ministration — rather a squabbling, divided 
set of independent satrapies, jealous as 
snakes of their own patches of turf. Japanese 
housing and social infrastructure, for in- 
stance, are a disgrace because no ministry 
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bothers with such non-essentials. Exports, 
which are pushed by the hyperactive Minis- 
try of International Trade and Industry 
(Miti, the old wartime munitions ministry) 
are the wonder of the world, while the im- 
port distribution system is sclerotic and 
Third-Worldish because no ministry is con- 
cerned to promote imports — not to men- 
tion the good money contributed by Japan- 
ese manufacturing and agricultural interests 
to the LDP in the hope of keeping competi- 
tive imports out. 


have tried to discipline the bureaucrats 
and steer Japan along more politically, 
and thus potentially democratically, 
determined paths. Neither was from the 
standard LDP mould; both sought to break 
the "iron triangle" of business paying politi- 
cians to intercede with bureaucrats to make 
things easier for business by finding new, 
non-traditional sources of funds, and both 
came unstuck in money scandals. Their re- 
spective failures have, between them, 
doomed the system they sought to reno- 
vate. 
Kakuei Tanaka came to the LDP from the 
building industry and, as long as his influ- 


we 
[Japan's new alignment] will be 
somewhat to the Left of the old 
LDP, the voters having just 
shown that Japan's supposed 
swing to the Right, so widely 
clucked over in the foreign press, 
was another illusion, and it will 
feature much attention to 
domestic discontent by 
politicians who look good on TV. 
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ence lasted, never laid down his shovel. The 
1960s, the period of high growth, were a 
bonanza for the building trade with new fac- 
tories, railways and power-houses going 
up everywhere. Tanaka’s own companies, 
with inside information from Tanaka the 
politician, cleaned up. Building and material 
firms competed to give him money. Small 
contractors throughout Japan were a ready- 
made network of influence and a limitless 
supply of candidates for local elections. 

In and out of office Tanaka built up the 
biggest faction in Japanese politics, a 
formidable machine that once controlled 
143 votes in the parliament. Usurped 
by one of Tanaka’s lieutenants, Takeshita, 
after the boss was felled by a stroke, 
the ‘lanaka machine still dominates 
the LDP and, for what it may be worth, 
once again has the premiership and the 


I fact, two prominent LDP politicians 
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patronage that goes with it in its gift. 
But Tanaka's schemes for redirecting Ja- 
panese growth away from the overcrowded 
cities by judiciously bribing bureaucrats to 
fall in line came to nothing. Jealous of his 
phenomenal money-gathering style and 
man-of-the-people popularity, both danger- 
ous to the LDr's system of rotating leader- 
ship which gives everyone a crack at the 
spoils, his rivals in the party forced him out 
of office in December 1974. Tanaka was left 
no official cover when the Lockheed Corp. 
confessed to paying him US$2 million in a 
clumsy attempt to do business the Japanese 
way and the boss spent the next 13 years try- 
ing to stay out of jail and build his faction for 
the comeback he can now never make. All 
those years, Tanaka could not be prime 
minister himself but no one else could be 
without his permission. In November 1982 
he and Kishi put their influence together — 
in the last important act of either man — to 
name Yasuhiro Nakasone, hitherto a margi- 
nal LDP figure with a faction only 42 strong, 
as yet another stopgap prime minister. 
Nakasone had more ambitious ideas: to 
succeed, where the boss had failed, in tam- 
ing the bureaucrats and renovating the 
party. Its pampered rural supporters were 





visibly moving into the towns, where the 
years of high growth had spawned a middle 
dass with little interest in leftwing causes 
and now so numerous that they were form- 
ing a new base for the LDP. Nakasone, too, 
had ideas about how the "tribes" of conniv- 
ing bureaucrats, politicians and business- 
men who run different parts of Japanese in- 
dustry as if they were independent coun- 
tries might be brought under central control, 
namely his own. 

The Nakasone scheme was to set up “pri- 
vate advisory councils” to himself, com- 
posed of businessmen and prominent 
academic figures under official chairmen. 
Their recommendations could then be 
pushed through against  bureaucratic 
obstruction on the ground that they came 
from the best brains in the country, moti- 
vated only by zeal for the nation's 
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good. Nakasone announced that he wanted 
“lively horses” for his councils, especially 
from the business world. 

None turned out livelier than Hiromasa 
Ezoe, an outsider like Nakasone himself 
who had made a fortune bringing together 
firms looking for executive trainees and 
promising graduates from famous univer- 
sities — an operation he called “Recruit” — 
and planned to make even more in real es- 
tate and the blossoming information busi- 
ness. For his employment service Ezoe 
needed the help of the Education Ministry, 
and to transmit his information he needed 
favourable rates on lines leased from NTT, 
the then state-owned telecommunications 
monopoly (officials of both are currently 
under indictment for taking bribes from Re- 
cruit). The advisory councils, many Japan- 
ese came to suspect, were, like Tanaka's 
scheme to remodel Japan two decades ear- 
lier, simply devices to raise political funds. 

Nakasone’s premiership coincided with 
huge budget deficits in the US, which 
sparked off a boom and in turn sucked in Ja- 
panese capital and exports. Back in Tokyo, 
ingenious new methods were developed for 
laundering some of the profits to feed the 
ever-growing need for political contribu- 
tions. In the summer of 1985, an LDP group 
then acclaimed as the “new leaders” staged 
a series of rival fund-raising parties, selling 
impossibly large numbers of tickets to busi- 
nessmen for attendance at receptions in 
modest-sized hotel rooms. Shintaro Abe's 
soirée raised the equivalent of US$10 mil- 
lion, Kiichi Miyazawa's US$8 million, 
Takeshita’s US$17 million (all three have 
subsequently been disgraced by the Recruit 
scandal). 


here was another round of com- 

petitive parties before the internal 

LDP election of October 1987, and 

we now know where some of the 
money came from: Takeshita, as the new 
boss of the Tanaka faction, got US$ 1.6 mil- 
lion in gifts, loans and privileged stock pur- 
chases from Recruit, and together with simi- 
lar amounts distributed to Abe and 
Miyazawa this one business source alone 
supplied more than US$3 million for a single 
intra-party contest. 

Clearly, Ezoe and his firm became more 
and more deeply involved as the LDP’s 
hunger for money grew during the 1980s, a 
hunger which in turn was multiplied by the 
erosion of the party's base of electoral sup- 
port. The avalanche of money that poured 
into Japan in Nakasone's term of office had 
the unintended effect of pushing land prices 
to astonishing heights — up 38 times in 
Tokyo since 1955 — which in turn split the 
middle class into the minority who benefit 
from land prices, nicknamed the tochi-richi or 
“land rich," and the majority who do not, 
who are struggling to find mortgages and 
housing for aged parents or keep small 
shops and businesses afloat. 


Meanwhile, American pressure to open 
the Japanese market to beef, fruit and above 
all rice has convinced the 7% of Japanese 
who are still farmers (reported to be down to 
200,000 full-time rice-growing families) that 
the LDP, the party of the American connec- 
tion, can no longer protect them. 

As Nakasone's star waned and Buggins’ 
turn came round again, Recruit set out to 
buy the favour of whoever was going to suc- 
ceed him, and in line with its hi-tech 
image drew up a list of some 78 politicians, 
officials and journalists to be cut in on its pre- 
ferred stock-buying scheme — a list which, 
discovered in a prosecutors raid on the 
firm's computer, has had the effect of 
banishing from the leadership stakes every 
senior and experienced LDP faction leader. 

The result was the brief premiership of 
the indiscreetly amorous Uno, and the cur- 
rent scraping of the bottom of the barrel for 
his successor. Ironically, with ¥8,000 billion 
earmarked for infrastructure, the construc- 
tion industry and thus the Tanaka-Takeshita 
faction have never had more money to 
spend. They have simply run out of voters 
to spend it on. 

If nothing else, the Recruit scandal has 
given Japanese voters an X-ray of how their 
political system works, and many have been 
appalled at what they have seen. The LDP 
has emerged as a hasty 1950s improvisation 
of ideas and people left over from the lost 
war, lashed up to meet a perceived 
emergency which has long since passed 





Doi: dominated the magic tube. 


away. Much, however, has changed in 
Japan since that hungry decade. One 
change, prosperity, has worked for the LDP, 
and the party has extracted the maximum 
mileage from it — but more and more Japan- 
ese are asking when they are going to get 
some personal benefit from their country's 
new status as an economic superpower, and 
the loot that is now mostly split up among 
the "tribes." The other changes prosperity 
has brought have worked against, not for, 
the party's prospects. 

Television, for instance, has thrown a 
floodlight on politics. For decades the infam- 
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ous press club system has protected the LDP 
from having its financial methods and 
private pleasures examined in the print 
medium, while the opposition parties have 
been equally hobbled in getting their mes- 
sage across. Doi dominated the recent cam- 
paign by the oldest of political techniques, 
by speaking simply and clearly and radiat- 
ing sincerity — except that this time she did 
so in every Japanese home, via the magic 
tube. Her style and not her sex attracted 
women and men voters to her party, her 
matronly femininity important only as an 
additional guarantee that the JSP strategy 
had not been developed in bars, smoke-fill- 
ed rooms or geisha houses. 


imilarly, Japanese no longer believe 
that only a government endorsed 
by Washington can save them from 
Soviet or Chinese occupation, 
Americans wisely abstained from any part 
in the campaign, possibly suspecting that 
they would do the LDP more harm than 
good. The mediocre showing of the other 
opposition parties is just as significant as 
the jSP's triumph: the communists are 
hopelessly out of tune with the times, while 
the others, more or less stained by Recruit, 
were seen by many Japanese voters as integ- 
ral parts of the "system of 1955." 

Japan has certainly not bucked the world 
tide by taking up socialism, and Doi herself 
said throughout the campaign that “we shall 
maintain close diplomatic ties with the US" 
and "it is far from realistic to scrap the Self- 
Defence Forces or suddenly allow the sec- 
urity treaty to expire" — mouldy planks 
which, as it happens, have been part of the 
JSP platform for more than 30 years, and ap- 
parently no longer arouse either alarm or en- 
thusiasm. More important, the name "Lib- 
eral Democrat" has become an elect-—"' 
handicap, if not a joke, and standing fo: 
particular policy can be expected to disap- 
pear from Japanese politics, very likely 
within the year. 

Great confusion can be expected on the 
political scene in that time as the politicians 
too young or obscure to have figured in Re- 
cruit's computer look for a new alignment to 
emerge. It will be somewhat to the Left of 
the old LDP, the voters having just shown 
that Japan's supposed swing to the Right, so 
widely clucked over in the foreign press, 
was another illusion, and it will feature 
much attention to domestic discontent by 
politicians who look good on televi- 
sion. 

After an enormous detour through dic- 
tatorship, war and bureaucratic capitalism, 
Japan seems to be moving back to a moder- 
nised version of the "normal constitutional 
government" of the 1920s, and to something 
more readily recognisable as democracy. 
Even a former law professor as East Asia's 
woman prime minister, unimaginable be- 
fore Recruit, is now a fascinating possi- 
bility. m 
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PHILIPPINES 


A key communist leader and his wife are captured 





By Jot John McBeth in Manila 


Fg he Communist | Party of the Philip- 
I pines (CPP) leadership, already em- 


broiled in debate over how best to 
pursue their 20-year-old guerilla war, must 
again be agonising over the suspected prolif- 
eration of deep-penetration agents in party 
ranks following the 27 July capture of polit- 
buro member and National Democratic 
Front (NDF) leader Satur Ocampo in Manila. 
in what would appear to be another seri- 
ous lapse in security, Ocampo and his com- 
mon-law wife and fellow rebel, Carolina 
Malay, were intercepted by Police Con- 
stabulary (PC) agents as they drove unarmed 
and unescorted through the capital's Makati 
business district. At the same time, the Capi- 
tal Region Command, operating indepen- 
dently, announced the arrest of 85 other 
communist suspects in raids on Manila 
safehouses. 
Ocampo sought to make light of his ar- 
rest, using basketball terminology i in point- 
ing out that the CPP had a "long wide 


bench." But it was clearly another serious 
setback for the CPP, coming less than 18 





months after the capture of New People's 
Army (NPA) chief Romulo Kintinar and six 
other high-ranking cadres. Kintinar sub- 
sequently escaped and is widely believed to 
have planned the 21 April killing of US 
Army Col James Rowe. 

PC chief Maj.-Gen. Ramon Montano 
claimed an "ordinary citizen" informed on 
Ocampo and Malay, but Western sources 
said there was no doubt the tip-off came 
from a double agent — a fate which is also 
said to have befallen former CPP chairman 
Rodolfo Salas in late 1986. Kintinar's arrest 
was the result of normal intelligence work. 
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back to jail 


Diplomats and Filipino commentators | 


found it intriguing that the couple were 
seized only four days after military au- 
thorities raised the reward for the capture of 
each of the top 35 CPP/NPA leaders to P1 mil- 
lion (US$45,660). However, 
sources said Ocampo and Malay, the repu- 
ted deputy chairman of the CPr's United 
Front Commission, had been under surveil- 
lance for several weeks. 

Relaxed and smiling, the NDF leader ad- 
mitted he had been careless, but denied he 
had surrendered. A Filipino newsman who 
interviewed Ocampo in February said he 
found him disappointed at the NPA's indis- 
criminate killings — something he said was 
against the central committee's decision to 
be more selective in the choice of targets. 

Ocampo may have been depressed for 
other reasons. Observers note that the inter- 
view took place only two months after the 
CPP leader had personally called a halt to a 
bloody internal purge aimed at rooting out 
suspected double agents among party fol- 
lowers. In May, defectors led the military to 
mass graves in Quezon and Laguna pro- 
vinces, south of Manila, which are said to 
contain the remains of over 40 victims. 

The military recently filed murder and 
kidnap charges in absentia against Ocampo, 
Malay and four members of the party's 
Southern Tagalog Regional Committee in 
connection with the purge. Another seven 
suspects on the charge sheet were only iden- 
tified through their aliases. 

Although he has never been tried on re- 
bellion charges, Ocampo is no stranger to 
prison. Captured in June 1976, six years after 
he joined the communist movement, he fi- 
nally escaped in May 1985. He and Malay 
surfaced again in December 1986 as mem- 
bers of a three-man CPP team which spent 
two months conducting fruitless peace talks 
with the Corazon Aquino government. 

Despite indications that the party central 
committee sanctioned at least the Rowe kill- 


ing — and possibly an abortive 6 April at- | 


tempt to blow up a busload of 30 US service- 
men outside Clark Airbase — Ocampo is 
seen as a moderate in a CPP leadership that 
often is at odds over tactics. 


Analysts say that if this is the case, then | 


Ocampo's arrest may be a double-edged 
sword, allowing Kintinar and other militant 
elements a freer hand to pursue urban terror 
operations. It also robs the underground 
movement of its leading spokesman whose 
access and plausible pronouncements 








intelligence - 


served to take the edge off some of the CPP/ | 
NPA's more controversial actions. " 
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THE 1989 
AUCTION 
OF 
HISTORIC 
PROPERTIES 


This first real estate auction 
devoted exclusively to 
Historic properties offers a 
rare Opportunity to acquire 
landmark buildings at 


exceptional savings. 


Included are: 

. The magnificent Hibernia 
Bank Building in a prime 
San Francisco location 

. The Revolution Mills — 
over 700,000 square feet of 
turn-of-the-century space 
in Greensboro, NC 


. Fashion Square — one of 
the crown jewels of the 
Washington Avenue 
Historic District in 
downtown St. Louis, MO 


. And "Doris; the only 
sailing vessel listed on the 
National Historic Registry 


All properties have available 
tax credits in place for 
successful bidders. 


Broker Cooperation 


TO OBTAIN THE 
FULL-COLOR 
AUCTION CATALOG, 
CALL (505) 224-1906 
FACSIMILE (505) 242-1814 


AUCTION PRESENTED BY 
KENNEDY-WILSON, INC. — 
HERITAGE 
CONSULTING GROUP 
PO. BOX 6465 | 
PORTLAND, OR 97228 | 
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SOUTH KOREA 


Roh receives proposals on government restructuring 






By Shim Jae Hoon in Seoul | 


hen President Roh Tae Woo 
W launched his blue-ribbon commit- 

tee on administrative reform 14 
months ago, few South Koreans believed a 
major restructuring would result. In the 
event, Roh did consolidate some ministries 
but left largely untouched the country's 
sprawling security apparatus, which has 
been used by successive governments to 
stiffle dissent. 

Final recommendations of the commit- 
tee, which was chaired by former prime 
minister Shin Hyun Hwack, would leave 
the structure of government more or less in- 
tact. A failure to develop sufficient debate on 
restructuring within the committee itself 
and the lack of effort to obtain a broad con- 
sensus on administrative reform outside the 
government, dimmed hopes in some quar- 
ters that an extensive overhaul of the gov- 
emment would take place any time soon. 

Even what little consolidation the com- 
mittee did recommend has come under fire 
as sacrificing quality for size. 

Off limits to the committee from the be- 
ginning were the offices of the president and 
prime minister. The omission conflicted 
with the expressed need to delegate more of 
the authority traditionally reserved for these 
offices so that too much power would not 
continue to be concentrated in a few hands. 

Authority over senior appointments in 
the military, for example, will remain with 
the president despite the fact that this 
continues to leave the defence minister 
hamstrung in overseeing the defence estab- 
lishment. 

Nor has it been made clear what, if any, 
real reform measures might be imposed on 
the national police force — other than the 
vague suggestion that a new National Police 
Authority be created under a Public Security 
Board, which would perhaps stand apart 
from the Home Affairs Ministry. Police ex- 
cesses in handling criminal suspects and 
student demonstrators have provoked 
much concern among the general public. 

In a related area, the committee did ini- 
tially argue that the country’s key intelli- 
gence organisation, the Agency for National 
Security Planning (NsP), be “depoliticised.” 
It was suggested that NsP functions be 
strictly limited to gathering intelligence at 
home and abroad only on matters pertain- 
ing to national security. It was also proposed 
that its longstanding surveillance of the poli- 
tical opposition and of dissident students be 
curtailed. 


Blueprint for reform 


However, the committee has backed off 
on these earlier recommendations in the 
wake of political tension fuelled by unau- 
thorised trips to North Korea by a dissident 
student and clergyman as well as by an op- 
position legislator. Within Roh's ruling 
Democratic Justice Party and among other 
establishment conservatives, these inci- 
dents have reinforced the argument that the 
NSP should retain its broad scope of opera- 
tions. 

Even the committee's final recommenda- 
tion in the national security area — to give 
the unification affairs minister the additional 
title of deputy prime minister, charged with 
overseeing the security portfolios of de- 
fence, national security planning and for- 
eign affairs — has drawn much scepticism. 
"How effectively can the new deputy 
premier coordinate these powerful 
portfolios, each of which reports directly 
to the president,” asked a political analyst 
here. 

In a less sensitive, but nevertheless con- 
troversial, area, the committee recom- 
mended that some central government 
ministries and subordinate offices be con- 
solidated in accordance with their functions. 
It suggested, for example, that the Sports 
Ministry be absorbed into the Ministry of 
Culture and the Ministry of Energy and Re- 
sources be taken over by the Trade and In- 
dustry Ministry. 

In addition, the committee recom- 
mended that the Transportation Ministry 
absorb the Office of Port Administration and 
that the Agriculture and Fishery Ministry 
absorb the Forestry Administration, which 
had functioned independently. Also, the 
committee suggested changes designed to 
help the government's Environment Protec- 
tion Agency become a major force. 

One of the committee's most controver- 
sial recommendations is the proposed Trade 
and Industry Ministry's takeover of Energy 
and Resources. Should this move be ac- 
cepted — and another to give Trade and In- 
dustry authority over certain key research 
institutes related to industry, which are now 
under the Science and Technology Ministry 
— Trade and Industry would become a 
super-ministry charged with everything 
from import-export policy to industrial man- 
agement and technological development. It 
would then get an even bigger budget than 
it has now and draw to itself even more 
power as a consequence. 

If adopted, the recommendation to put 
research institutes under the control of re- 
lated ministries, rather than under Science 
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and Technology, would mean a reversal of a 
1981 policy which created the ministry in the 
first place. In the committee's view, Science 
and Technology should deal exclusively 
with promoting the basic sciences and key 
hi-tech projects, turning more industry- 
oriented research over to related ministries 
where it can find practical application more 
quickly. , 

Not surprisingly, the proposed restruc- 
turing has provoked some bitter reaction 
from among those ministries to be scrapped. 
Most notable has been the reaction from 
Energy and Resources Ministry officials, 
who have fielded a battalion of lobbyists 
pleading their cause and have even held a 
press conference to bring attention to their 
grievances. 

“Energy is a crucial field as has been re- 
peatedly demonstrated during past oil 
crises," fumed an angry official, who arg 
that the committee's recommendation was 
made with a "lack of expertise." But 
bureaucrats from Trade and Industry re- 
torted: “That may well be . . . but don't 
forget that more than 80% of the country's 
[energy] needs are imported." 

The move to kill the Sports Ministry as a 
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separate entity has also provoked a shrill 
reaction — particularly from the country's 
formidable sports lobby, which has criticised 
the government as being "ungrateful" for 
the many gold medals the lobby helped to 
win for South Korea at the mid-1988 Seoul 
Olympic Games. But Roh, who served as 
the country's first sports minister and saw 
the 1988 games through to success, is un- 
likely to let the Sports Ministry stand intact 
as, now that the Olympics are over, it seems 
an obvious body to cut back. 

Lobbying and bureaucratic infighting 
will continue until Roh makes up his mind 
on how many of the committee's recom- 
mendations he can accept. However, hav- 
ing come under pressure to give substance 
to his repeated commitment to live up to his 
own reform platform, his options are likely 
to be limited. a 
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PAKISTAN 


Bhutto's eovernment cracks down on drug trafficking 


The narcotics nexus 


By Salamat Ali in Islamabad 
C ontinuing her efforts to rule and not 


merely reign, Pakistan Prime Minis- 

ter Benazir Bhutto has taken another 
cautious step forward. The first was the at- 
tempt to assert civilian control over the Inter- 
Services Intelligence agency by replacing 
two of its top administrators with a view to 
blocking its extra-constitutional meddling in 
Aamestic politics and foreign relations. This 

e, she is striving to break the strong 
nexus between politics and crime — and 
especially drug trafficking. 

Few took Bhutto seriously when she an- 
nounced the creation of a new full ministry 
to combat the narcotics trade. Cynics dis- 
missed it as part of a move to accommodate 
dozens of loyalists in the cabinet and pre- 
serve her thin majority in par- 
liament. But if she is able to 
withstand the formidable pres- 
sure of the highly politicised 
drugs mafia, and if even half of 
what her Anti-Narcotics Minis- 
ter Muzaffar Shah promises is 
delivered, Pakistan could be on 
its way towards what passes 
for normalcy in the country. As 
her late father Zulfikar Ali 
Bhutto once told reporters in 
Washington, like the American 
wild west, Pakistan is pretty 

“d even at the best of times. ` 

The crackdown began with 
the late July arrest of Lieut-Gen. 
Fazle Haq, former army corps 
commander and martial-law 
administrator cum governor of 
the North-West Frontier Pro- 
vince (NWFP) bordering Afghanistan, which 
hosts the bulk of the 3 million Afghan 
refugees in Pakistan. Haq was dubbed the 
iron man of the last ruler of Pakistan, Zia-ul 
Haq, who died in 1988 after 12 years in 
power. Fazle Haq during his long tenure ac- 
quired a fortune variously estimated at up to 
several billion dollars. 

The charge on which Haq was arrested is 
the murder during Zia's regime of a highly 
respected activist Muslim cleric, Syed Arifal 
Husseini. He was gunned down by a hired 
assassin whose subsequent confession im- 
plicated the general in a criminal conspiracy. 
Also implicated was Sen. Hashim Khan, a 
relative of the general, who has absconded, 
as has an army captain who at the time of 
the murder was Zia's aide-de-camp. 

Investigations are continuing and Haq 
has not yet been charged with any involve- 
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ment in drug-running. However, the pro- 
secution has said he will be charged with de- 
stroying records of criminal investigation 
against his brother Fazle Hussein, who was 
said to be involved in various narcotics-re- 
lated cases and other crimes. Haq, in a 
newspaper interview, denied any involve- 
ment with narcotics and said that the US 
would never have tolerated his being gover- 
nor of the NWFP for so long had he been in- 
volved in the drugs trade. 

So far Haq has lost all bids to secure his 
release on bail through various courts, 
though his party, the Islamic Democratic Al- 
liance (IDA) is attempting to bring political 
pressure to bear on the case. According to 
the IDA, Haq's arrest results from Bhutto's 
desire to avenge her father's death in a simi- 
lar way. Zulfikar Ali Bhutto was hanged by 





Beg on his way to court: cooperation. 


the Zia regime after allegedly being framed 
for murder. In addition, the IDA has 
suggested his arrest was aimed at weaken- 
ing the party, of which he was the strongest 
leader after Punjab Chief Minister Nawaz 
Sharif. The ruling Pakistan People's Party 
(PPP) ministers, however, assert that they re- 
jected two strong bids Haq had made to join 
their own party. 

Irrespective of the outcome of the pro- 
secution and continuing interrogation of 
Haq, his arrest has paid the PPP government 
some dividends. It has been a major setback 
to the IDA, which was trying hard through 
Haq to break the ppr’s wafer-thin majority in 
the NWFP legislature. In the IDA's calculation, 
the toppling of the PPP government in NWFP 
would have strengthened its campaign 
against the PPP de facto coalition national 
government in Islamabad, on the grounds 
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that three of the four Pakistani provinces 
were ruled by anti-PPP groups. The Punjab 
and Baluchistan governments already are in 
confrontation with the PPP, while the ruling 
party remains in control in Sindh, through 
an understanding with the Muhajir Qaumi 
Movement. 

Another windfall of the Haq arrest has 
been the surrender to the anti-narcotics 
agency of one of the most notorious drug 
barons, Mirza Iqbal Beg, who was wanted 
by the police in several countries including 
Jamaica, the Netherlands, the US and India. 
Beg is said to be cooperating with his inter- 
rogators and to have disclosed the names of 
some of the lynchpins of the clandestine 
narcotics export trade, worth an estimated 
US$7 billion to local dealers. 

Shah told a press conference that the cur- 
rent crackdown was not a sop aimed at 
pleasing the US, but was a genuine attempt 
by his government to smash the drugs 
mafia. And he complained that while the 
government of the other three provinces 
were extending full cooperation in the 
crackdown, the IDA government in Punjab 
was not helping to apprehend the narcotics 
smugglers. During Zia's rule, no major 

drugs baron could be arrested 
* because they had direct con- 

tacts and influence with Zia 
and various chief ministers in 
the provinces. 

According to Shah, investi- 
gations are to begin also against 
Zias air force chief Anwar 
Shamim, who acquired a for- 
tune and has since retired 
to a ranch in the US. Some 
newspapers had accused him 
of misusing aircraft of the 
Pakistan air force. Another 
person expected to be investi- 
gated is former national air- 
lines chief, Qaqar Azim. The 
minister further said that one 
of those accused in Fazle Haq's 
case has evaded arrest, but 
that his capture could lead 

to the investigation of Zia's wife. 

5o far, Beg's interrogation has brought to 
light some of his contacts in Japan, India and 
Italy. The Indian police has informed its 
Pakistani counterparts that an Italian mafia 
member it arrested recently had confessed 
to having close contact with Beg, whose de- 
tention has led to the arrest of some major 
dealers in Karachi and Peshawar. Beg also 
allegedly stayed with the leader of a national 
political party in Peshawar while evading 
the police over the past few months, and 
there could be further such disclosures by 
Beg and his associates. But doubts persist 
about the PPP government's ability to take on 
some of the major national political players, 
whose patronage of crime is widely talked 
about but never written about in the local 
press or tackled by the law enforcement 
agencies. » 
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Vote-catching moves mark the run-up to elections 


Populist polities 








By Rajendra Sareen in New Delhi 

n recent years, India’s opposition parties 
| have done well in some state polls and 

parliamentary by-elections and suc- 
ceeded in unearthing alleged political scan- 
dals involving the ruling Congress party. 
While this has put the Congress on the de- 
fensive, Prime Minister Rajiv Gandhi had 
been taking comfort from the fact that the 
opposition remained a loose grouping of 
mutually incompatible parties. But the rare 
show of unity by the opposition on 24 July 
— when all the opposition MPs resigned 
from the lower house of parliament — has 
dealt a severe blow to the ruling party's stra- 
tegy for the upcoming general elections. 

Both the opposition and the Congress 
have had their ups and downs in the con- 
tinuing hurling of unsubstantiated accusa- 
tions. In this game of one-upmanship, the 
outlook for the prime minister appeared to 
be bleak at the beginning of the year. But by 
the March-April budget session of the par- 
liament, Gandhi had recovered some 
ground. In that session, the opposition tried 
to tarnish Gandhi's reputation while debat- 
ing a judicial commission's report on the 
1984 assassination of his mother and pre- 
decessor. But the report turned out to be so 
vague that the opposition beat a hasty re- 
treat. 

An over-confident government then 
committed a folly which has now come to 
haunt it. In April, the Comptroller and Au- 
ditor-General (CAG) submitted a report on 
the controversial purchase of artillery guns 
from Bofors, the Swedish arms manufac- 
turer — an issue which the opposition had 
been publicising for nearly two years. The 
government chose not to place the CAG re- 
port before parliament promptly. Had it 
done so, the furore over that report would 
have subsided by now. 

In the event, when the CAG report was 
placed before parliament in late july, the op- 
position sought to embarrass the govern- 
ment by refusing to debate it and called on 
Gandhi to resign. When he did not oblige, 
opposition MPs resigned from the lower 
house of parliament. In the upper house the 
opposition staged a walk-out, leaving the 
ruling party to carry on a monologue. 

Although the Congress was willing to 
debate the CAG report, the opposition would 
have none of it. While the report was critical 
of the government's handling of the Bofors 
deal, it drew no conclusion of improper con- 
duct by ministers involved. But it did estab- 
lish that Rs 640 million (US$38.5 million) was 








paid in commissions, contrary to earlier offi- 
cial denials. Choosing to read what it 
wanted in the Bofors report, the opposition 
held Gandhi personally responsible. 

But then accusation by inference is a 
game two can play. The Congress coun- 
tered by putting the blame for the Bofors 
fiasco on V. P. Singh, who was the finance 
minister when the deal was signed but has 
since emerged as the top opposition leader. 
Blaming an opponent for one's lapses may 
lack credibility, but it does not deter today's 
politicians. Mud-slinging by levelling wild 
charges is how the political game is being 
played in the run-up to the elections. 

While Congress hopes that the Bofors 
controversy will die down in the coming 
months, the opposition is bent on keeping it 
in the public eye through a "mass contact" 
campaign. But despite its mass resignation, 
the opposition's earlier divisions have re- 
mained intact. Even the announcement of 
the campaign came separately from the 
three major groups and their rationales were 
also divergent. 

The groupings — the centrist National 
Front headed by Singh, the 
Left Front led by the Com- 
munist Party of India-Marx- 
ist (CP-M), and the right- 
wing Bharatiya Janata Party 
(BJP) — will be holding sepa- 
rate rallies. E. M. S. Nam- 
boodripad, the  secretary- 
general of CPI-M has said that 
all that would happen is 
"synchronised action," add- 
ing that a single united oppo- 
sition is "unreal." 

The task of the Congress 
will be to accentuate the di- 
vergent ideology and politi- 
cal interests among the op- 
position. It might not inter- 
fere with the Left Front — 
given the communists' tight-knit organisa- 
tion in their strongholds — but might do so 
selectively with the National Front and the 
BJP. Some Congress leaders have been talk- 
ing about the surge of "resentment among 
the masses" against what they describe as 
the "irresponsible conduct of the opposi- 
tion." Such warnings mean that the Con- 
gress will use strong-arm methods to dis- 
rupt the mass contact campaign. 

In parliament, the Congress will push 
ahead with the constitutional amendment 
relating to the Panchayati Raj and urban 
municipal bodies, to create a third tier of 
elected governments at the village and town 
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Gandhi: factionalism. 


level — a populist move carefully nurtured 
and timed by Gandhi with an eye on the 
general elections. The legislation will have 
smooth passage through the lower house in 
the absence of the opposition. But the ruling 
party does not have a two-thirds majority — 
a requirement for a constitutional amend- 
ment — in the upper house. This was the 
reason why opposition members of the 
upper house did not follow their lower 
house colleagues in resigning. The Con- 
gress hopes to lure some upper house oppo- 
sition and independent members to push 
through the amendment. 

The second populist item on the Con- 
gress electoral agenda is to make mandatory 
the recruitment of Harijans, or outcastes, 
and tribal people in government services to 
fill their assigned quotas. Until now, despite 
reserved places, these deprived com- 
munities have not sufficiently benefi 
from the job quotas. These communities, as 
well as women, are also to be provided re- 
servations in elections to the Panchayati Raj 
and urban municipal institutions through 
the constitutional amendment. 

The third vote-getting move by the gov- 
ernment has been an attempt to defuse a 
major cause of Hindu-Muslim friction in 
Uttar Pradesh state. A dispute arising out of 
rival claims over a holy shrine — the Hindus 
claim it to be the birthplace of the God Rama 
and the Muslim say it is a mosque built by 
the Mogul Emperor Babur — was the cause 
of years of mass agitation. Home Minister 

Buta Singh has announced 

that major rival groups have, 
* after considerable persua- 
= sion, agreed to abide by a 

verdict to be given by the Al- 
lahabad High Court. How- 
ever, Buta Singh significantly 

has blamed the BP * 

trying to obstruct the am 

ble settlement. 

The Congress hopes that 
the foreign policy irritants 
such as disputes with Nepal 
and Sri Lanka will be sorted 
out over the next few 
months so that by election 
time Gandhi will be able to 
present the image of a strong 
and wise leader who can 

handle difficult situations at home and 
abroad. 

But the Congress major weakness, 
which cannot be easily overcome, is its own 
internal factionalism. The organisational 
shambles has become so acute that central 
emissaries sent to the states to sort out fac- 
tional feuds have been verbally — and 
sometimes physically — assaulted by irate 
politicians. Closer to election time, these 
rivalries could intensify and those who lose 
out on party candidacies could turn to the 
opposition. How effectively the Congress 
rulers rein in the dissidents will have a major 
impact on the party's electoral success. & 
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By Sophie Quinn-Judge in South. 
Sakhalinsk 


: [ he opening up of relations between 
Moscow and Seoul has lifted a curtain 


on the past for the 36,000 ethnic Ko- 

reans living on the Soviet Union's Sakhalin 

Island. Until the Seoul Olympics in mid- 

1988 — and the Soviet decision to participate 

in them, opening the way for warmer ties — 

Sakhalins Korean community kept any 
ughts of its homeland to itself. 

Most of this Pacific island's Korean in- 
habitants have long since assimilated into 
the Soviet community here rather than 
maintain links with Kim Il Sung's com- 
munist North Korea, with only about 1,000 
of them taking North Korean passports. It 
did not help that some of those who re- 
turned to the North during a wave of patrio- 
tic agitation in the 1960s seem to have disap- 
peared. About 7,000 have refused both 
Soviet and North Korean citizenship and 
have lived instead on residence permits 
since the end of World War II. 

Now, with South Korea set to become a 
partner in the development of the Soviet Far 
East, the situation is rapidly changing. 
Once-jammed South Korean radio broad- 
casts can now be received on the island, 
postal links are open, and visits to Seoul are 
being organised. Since December 1988, the 
Soviet Embassy in Japan has been helping 
the Koreans obtain visas through Japanese 

rmediaries. . 

There are still no consular relations be- 
tween the Soviet Union and South Korea, 
but some Soviets predict that these will have 
to be established soon. Recently, a South 
Korean businessman was here negotiating 
to charter an aircraft to take some of Sakha- 
lins Koreans to Seoul for the annual autumn 
ancestors' festival. So far, most of those who 
have already visited the South have re- 
turned to the Soviet Union. But some of 
those who went to have a look are making 
preparations to go back for good. 

Unlike the more than 150,000 Koreans of 
Soviet Central Asia, who were deported 
from the Far East in 1937, almost all the 
Sakhalin Koreans were brought there by the 
Japanese under a labour-recruitment pro- 
gramme in the 1930s and 1940s. Some Ja- 
panese sources say 60,000 were brought to 
Sakhalin to work in the forests and mines; 
others put the figure at 20,000. 

The Koreans themselves are not sure of 
the facts. Since 1964, when their Korean-lan- 
guage schools were closed, ethnic con- 
sciousness has been discouraged. It was 





only in December 1988 that a local museum 
opened a Korean section. Now the Society 
of Divided Families of Sakhalin Koreans is 
beginning work on an oral history. 

Since it was organised in March, the so- 
ciety has received 43 requests for help from 


Koreans seeking relatives, says its presi- - 
dent, Seo Yun Dzhun. The society's office, | 
in a drab government building in South | | 


Sakhalinsk, is decorated with travel 
brochures. One of them says simply: "Seoul 
beckons." 

In April the society's clients received 
representatives from the Seoul-based or- 
ganisation Divided Families Living in the 
Soviet Union and China. The South Ko- 
reans brought a list of more than 2,000 
names of relatives being sought or already in 
touch by mail. Now the volunteer staff of the 
Sakhalin society is working its way through 
the list. 

The transformed image of South Korea 
here may help to change the Koreans' per- 
ception of themselves as a marginal group in 
Soviet society. Members of the older genera- 
tion have found a secure but low-status 
niche as market gardeners, producing much 
of the island's cabbages, tomatoes and 
onions on their small plots. Korean women 
dominate the main market in South 
Sakhalinsk, where they sell tomato seedl- 
ings, greens and kimchi, their peppery 
pickled cabbage. 

But "everyone knew that in the years of 
stagnation [as the Brezhnev period is now 
known], it was difficult for Jews and Ko- 
reans to have a career,” said an engineer 
who works with the Society of Divided 
Families. “We hope that will change.” 

A young Korean musician playing in a 
local cooperative restaurant appeared un- 
convinced that it would. He left school after 
the ninth grade, he claimed, because there 
was no point in going on. "Koreans can't 
get ahead in the Soviet Union," he said 
flatly. 

The most recent generation of Sakhalin 
Koreans are the first to grow up speaking 
only Russian. "Koreans under 20 don't un- 
derstand the language," explained Kim 
Soon Hi, a former librarian who has now re- 
verted to the profession for which she was 
originally trained — teaching Korean. 

With the change in attitude towards 
ethnicity ushered in by perestroika, Korean 
language instruction is being reintroduced 
under her guidance. She is organising the 
training of 11 teachers at the local Pedagogi- 
cal Institute, and daily instruction is being 
offered i ina number of Sakhalin schools, @ 
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Guest 


Sydney taxi driver told me the 
other day (really, where would we 
be without them?) that 5 million 
MA. people from Hongkong were about 
to settle in Australia. He had heard it on the 
radio, he said, and he did not seem inclined 
to believe me when I said it seemed a little 
|| exaggerated. While it was true there were 
- |.more than 5 million people in Hongkong, 
| and while it was undoubtedly true that re- 
~ cent events had increased the desire among 
.many to migrate to Australia, the figure 
"seemed unlikely, I suggested. 
^. The present total immigration intake is 
-fixed at around 150,000 a year from all coun- 
tries. The number of those accepted from 
Hongkong in 1988 was 7,010, and at that 
ate it would take roughly — according to 
the Hongkong-made calculator in my hand 
=~ 713 years for 5 million people to be al- 
-lowed in to Australia unless there was à 
. major re-think. 
. The point of this anecdote is that, 
perhaps to some people's surprise, this taxi 
driver did not seem particularly fazed by the 
prospect that quite suddenly a quarter of 
Australia's population (currently standing at 
.. 16 million) could be Hongkongers. | 
|l. And indeed, despite the racist fringe, it is 
difficult to quantify the level of prejudice. 
Stephen Fitzgerald, the former ambas- 
sador to China, in his massive report on im- 
migration policy published last year, came 
to the conclusion that the average Australian 
is racially prejudiced only in theory, and that 
when he actually works with or lives next 
door to law-abiding, hard-working immi- 
grants, of whatever race, he accepts them as 
“good blokes.” 
.. This may be a slightly rose-coloured and 
optimistic view, and is not on the face of it 
borne out by a survey just conducted for the 
“government as part of Prime Minister Bob 
- | Hawke's A$74 million (US$55.5 million) 
_ | “National Agenda for Multiculturalism” 
*.| which came to the equally simplistic conclu- 
sion that “prejudice is an enduring, and 
__ | perhaps inevitable, feature of differentiation 
| within human society" and could not be re- 
5| moved by government degree. 
Strangely enough, this did not deter 
-Hawke — very much in pre-election mode, 
“having just a week earlier pledged A$500 
million for an environmental programme 
designed to please farmers and conser- 
vationists — from announcing a study of the 
merits of a parliamentary act to enshrine the 
multicultural nature of modern Australia in 
Probably more useful, however, is the 
government decision to re-examine present 
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Traveller's Tale 


policy on recognising migrants’ professional 
qualifications, and to fund a three-year cam- 
paign to tackle personal prejudice and into- 
lerant behaviour. 


The government survey suggested this 
would not come amiss, but it also showed 
one heartening fact: Australians, when 
asked, seem to dislike most people. Respon- 
dents were asked to record their “social dis- 
tance" — which apparently is a pollsters 
way of saying dislike, contempt or whatever 
word you want to use — from various ethnic 
and racial groups on a scale of one to 100, 
and the findings were computed. Vietnam- 
ese, Lebanese, Turks, Japanese, Indians, 
Yugoslavs and Chinese all rated more than 
40 out of 100. Germans, Greeks and Italians 
were in the 30s, the British scored 23 and — 
most surprising of all — Australians them- 
selves scored 12. 

Of course, what was missing from this 
scientifically controlled sample of "more 
than 4,500 people" was any explanation of 
who hated whom. One might hazard a 
guest that many of those who dislike Turks 
are Greeks (and vice versa) and that those 
who singled out "Yugoslavs" might well be 
Croats, who regularly demonstrate their dis- 
like of the "oppressive" Belgrade regime 
and all Serbs on principle. 

Similarly, one might question the rating 
of 48 "distance" points for Asians as a whole 
and the 33 for "Europeans" — whatever that 
means. It all adds up to yet another example 
of "lies, damned lies and statistics" of 
course. Suppose one turned these figures 
inside out and reported that 52 marks were 
scored for feeling no distance from Asians? 
And that 47 points were scored in favour of 
Vietnamese, who at 53 negative points 
scored the ^worst" rating? 


The sudden and heavy flow of Vietnam- 
ese refugees into Australia — more than 
55,000 in the five years from 1979 to 1983 — 
undoubtedly did cause social problems. Un- 
like migrants, the Vietnamese refugees did 
not have to fulfil the criteria for settlement 
of education and desired skills. Many, 
crowded together in a few suburbs in Syd- 
ney and Melbourne, could not speak Eng- 
lish and there was a lot of unemployment. 
There were serious intercommunal prob- 
lems between northerners and southerners, 
between ethnic Chinese and ethnic Viet- 
namese, as well as a level of crime and vio- 
lence which earned the community a bad 
name, deserved or not. 

But while that image tends to stick — ask 
that taxi driver again and he will almost cer- 





tainly tell you he has nothing against any 
migrants except Vietnamese — yet another 
survey published at the same time as the 
"prejudice league table" revealed that New 
South Wales court records between 1985 
and 1987 show that convictions against Viet- 
namese between the ages of 18 and 25 run at 
less than 50% of the ratio for convictions 
among non-Vietnamese. Rather patheti- 
cally, Vietnamese only show up above 
average in one category — as murder 
victims. 

And three of the four Sydney subu — 
which contain 41% of all Vietnamesein A... 
tralia registered higher crime rates in 1976 — 
before the Vietnamese influx — than in 
1987. 

So bigots will have to go back to the 
drawing board, and potential migrants can 
take heart from the commitment, voiced by 
Hawke, to "an Australia enriched by its di- 
versity and proud of its accomplish- 
ments." 


incidentally, | gather from the excellent 
people at the Ministry of Immigration, who 
have just sent three extra members of staff to 
Hongkong to cope with the rush of inquiries 
and applications there in the wake of the 
Tiananmen massacre, that the panic is abat- 
ing. 
"On a normal day in January of this year, 
51 Australian immigration information kits 
were bought (A$5 each) in Hongkong. On 5 
June, the demand was for 297, on 6 June 497 
and on 12 June 1,339. At the moment, 
mand is running between 800 and 90. « 
week — say 160-180 a day. Of course, these 
figures do not represent the numbers of 
those who actually apply, which is a more 
difficult figure to come by at the moment. 

And just to keep things in perspective, 
only 4.5% of the Australian population is of 
Asian descent, either born here or overseas, 
and only 3.396 were born in Hongkong 
and China combined. This compares 
with 74.6% originally from Britain and 
Ireland. 


Any society must have some butt fo 
jokes, and Irish ones abound here. (They 
are, of course, interchangeable with Polish 
Afrikaner/Newfoundlander or New Zealan: 
der jokes — just pick the prejudice of you: 
choice.) The latest ones to reach my desk are 
in the form of an Irish general knowledge 
test. Two of my favourites: "There haw 
been six kings of England named George 
the last being George VI. Name the othe 
five.” And, "In the 1980 sheepdog trials 
how many were found guilty?” a 
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CHINA 


Dai Qing, a writer of conscience and daring, ts silenced by the party 


Enemy o 


By Geremie Barmé 
n his 29 June report on the "June Tur- 
moil" Peking Mayor Chen Xitong 
lavished on his audience the details of 
the supposedly nefarious activities of 
people who, until May this year, constituted 
key members of China's reformist intellec- 
tual élite. Many of those vilified in his report 
either under arrest or in exile. Their 
nbers include a leading law expert (Yu 
Haocheng), a political scientist (Yan Jiaqi), a 
scientist turned historian (Jin Guantao), an 
elderly woman editor (Ge Yang), a philo- 
sopher (Li Zehou) and a literary historian 
(Liu Zaifu). 

Chen's list also names an extraordinary 
literary figure, Dai Qing, perhaps the most 
complex and talented woman writer of her 
generation. She fell from sight in early July; 
she is either in hiding outside Peking or 
under arrest. The transformation of Dai 
from a writer of conscience into an enemy of 
the people is an example of how the con- 
tinuing purge works and how the state 
chooses its victims. 

In the party screed, Dai is simply iden- 
tified as a reporter for the Guangming Daily. 
Those familiar with her work and personal 
history, however, know that she is far more 
than a party journalist. To some she is a 
quixotic member of the privileged class of 

level cadres, to others a dangerously 
....onventional historian of communism, 
and still other readers think of her as some- 
thing of a feminist. Since early this year her 
involvement with China's nascent environ- 
mental lobby has given her the reputation of 
being the first committed Green in the main- 
land. 

Although she travelled to Australia in the 
early 1980s, until last year Dai had attracted 
little attention outside the mainland. She did 
raise a few eyebrows in Hongkong last Au- 
gust, however. Dai happened to be in the 
territory at the same time as the journalist 
Liu Binyan, and she shocked the gathered 
audience when she was invited to speak at 
the banquet being held in his honour. Liu 
was then particularly famous for his dogged 
faith in the communist party, characterised 
as his “second kind of loyalty” (an expres- 
sion that referred to a work of reportage by 
Liu). Dai stood up and said in her crisp Pe- 
king accent: “I don’t care what Binyan says 
about the second kind of loyalty; even the 
third, fourth or fifth kind of loyalty won't 
save China.” 
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In China itself, Dai has been controver- 
sial since the mid-1980s when she began to 
publish a series of (for the mainland) search- 
ing interviews with leading intellectuals, in- 
cluding Fang Lizhi. In the case of China, 
notoriety, however, is not usually linked to 
talent, even in the realms of art and litera- 
ture. Only when a writer becomes em- 
broiled in some political controversy is he or 
she really noticed by the public. So it was 
only when Dai was labelled as a supporter of 
“new authoritarianism” in August 1988 that 
her name finally began to appear in the in- 
ternational press. 

People associated her with the theory 
that an enlightened autocrat is China's only 





Another victim of the purge. 


hope for freedom and democracy. In princi- 
ple, Dai agreed with the theory. “In practical 
terms, however, she said, "China's 
tragedy is that we have no such new au- 
thoritarian." 

In February, Dai became a prominent fig- 
ure in the attacks made on the massive 
Yangtze River Three Gorges Project; in 
March, she was a leading signatory of a peti- 
tion started by social scientists calling for the 
release of political prisoners, and more re- 
cently she was a pivotal figure in the rebel- 
lion of rank-and-file party journalists that oc- 
curred in the wake of the historic 27 April 
student demonstration. 

Born in Chongging in 1946 the daughter 
of a revolutionary martyr and abandoned by 
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her mother, Dai was raised as a member of 
the family of Ye Jiaying, one of the famous 
10 marshals of the People's Liberation 
Army, and lived a privileged existence. 
While most of her class have responded to 
the party's fiscal laxity by turning them- 
selves into carpet-bagger merchants of eco- 
nomic reform, Dai turned instead to jour- 
nalism. In recent years, she has focused her 
attention on some of the most controversial 
areas of contemporary Chinese life and 
party history. 

Nearly everyone in the Peking literary 
scene who has heard of Dai Qing will advise 
you knowingly, and with some glee, to steer 
clear of her because she “works for the 
[Chinese] KGB." 

Having heard this line many times, this 
writer finally had a chance to ask Dai 
whether she was indeed an "organisation 
woman." She said she had heard the 
rumours before and admitted that there was 
some basis to the story. She did work for mi- 
litary intelligence for a few years after the 
Cultural Revolution (1966-76), though as a 
new recruit most of her time was spent 
learning English. 

In 1982 she was forced to transfer to the 
Guangming Daily, an intelligence reject, and 
she has been a journalist ever since. Indeed, 
if she were in the pay of the Ministry of State 
Security, her operators should be congratu- 
lated for showing such courage and acu- 
men in employing such an unpredictable 


figure. 


Ithough hardly an unwilling par- 
ticipant in the circus-like events 
leading up to the imposition of 
martial law on 20 May, generally 
Dai remained somewhat aloof, more in- 
terested in working on her major opus, a 
series of book-length studies aimed at filling 
in some of the most egregious and contro- 
versial ^memory holes" in party history. Her 
"historical reportage" — which she planned 
to publish in a series entitled Modern Chinese 
Intellectuals: Liang Qichao to Fang Lizhi — has 
been more pointed and searching than the 
efforts of Liu Binyan and his protégées such 
as Su Xiaokang. While not as newsworthy 
as the scandals revealed by her fellow jour- 
nalists, Dai's work was until the recent 
purge some of the most important writing to 
appear in contemporary China. 

Just what set Dai on the unique path she 
has been travelling for the past few years is 
not certain. A sense of confidence born of 
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her privileged status, her complex 
personal history and an extraordinar- 
ily exuberant and powerful personal- 
ity have all contributed to her suc- 
cess. Dai herself emphasises "hap- 
penstance" when evaluating her 
career. 

Her involvement with the Three 
Gorges controversy, for example, all 
began with her estranged mother. 
One of her mother's old friends hap- 
pened to be in the first investigation 
group led by the 93-year-old Sun 
Yueqi, a leading opponent of the 
project. In 1985 Dai went along to 
a press gathering to hear their find- 
ings; she found she was the only re- 
porter who had bothered to turn up. 
The team gave her an ovation and 
what she found out from them led 
to her involvement in the most im- 
portant environmental issue in China, 
one which for a time was directly linked to 
the energy bureaucrat Li Peng's rise to 
power. 

When the news came out that the gov- 
ernment was preparing to go ahead with the 
project this year, emergency action was call- 
ed for. She quickly edited a book of articles 
attacking the project and held a press confer- 
ence with Zhou Peiyuan (a prominent 
academic), Zhang Jie (author), Li Pu (of the 
Xinhua Newsagency) and Li Rui (a veteran 
cadre) to protest against the government's 
moves. 

In a postscript to the book, Dai wrote: 
"The reason China is in the state it is today 
after four decades of 'peacetime construc- 
tion' is that every time a situation has arisen 
when people should have shouted out ‘No!’ 
so that serious policy errors could be avoid- 
ed, there has been nothing but silence." The 
debate over the Three Gorges project finally 
broke that silence. 

In mid-May, Dai said to this writer: “If I 
wasn't in the communist party and I had to 
choose some other organisation to be part 
of, l'd become a Green. They're the only 
people concerned with the citizens of the 
whole world." 

Dai's historical writings are also the pro- 
duct of fortunate circumstances. As a repor- 
ter she had opportunities to travel widely 
and meet a range of people, especially older 
cadres, many of whom provided her with 
an alternative view of the party's past. She 
began to feel that it was more important to 
write about these historical realities than 
merely concentrate on reporting a refracted 
version of present reality. Since her own 
father's story as an undercover agent for the 
party had never been told, she was person- 
ally aware of the need to dig up the past, and 
to find some key to the present. 

The first subject she chose to investigate 
was Wang Shiwei, the irascible essayist who 
was the chief target and victim of the vicious 
Yan'an-period "rectification" of art and liter- 
ature campaign. That campaign has been 
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the model for all subsequent purges of intel- 
lectuals, and it is no coincidence that Maoist 
cultural figures called for a new "rectifica- 
tion" a la Yan'an on 12 July this year. 

Branded as a Trotskyite, Wang Shiwei 
was vilified along with many others and 
jailed, and his works which had been so 
popular in Yan'an for their scathing com- 
ment on party corruption were banned. He 
was beheaded after the communists with- 
drew from Yan'an in 1946. 

Dai was familiar with the pall that 
Wang's fate cast over older Chinese intellec- 
tuals. Her own mentally disturbed step- 
father (not Ye Jianying), also a Yan'an- 
period intellectual, responded to every post- 
1949 party purge by declaring hysterically to 
family members: "If I don't remould my 
ideology, I'll end up a traitor just like Wang 
Shiwei." 


ai set out to find out as much 
about Wang as possible and was 
determined to write up his tragic 


tale for a modern readership. 
Aware of the dangers of the subject, she was 
careful to avoid using any classified party 
documents, and though her account of the 

4 . . 

campaign against Wang and the others is ex- 
tremely detailed, no one was able to accuse 
her of having revealed state secrets. 

Dai thought that another reason why the 
authorities had left her alone — even though 
the piece was banned from being reprinted 
— was that by then they had far more seri- 
ous problems to cope with. As only a minor 
figure in journalism — one far less contro- 
versial that Liu Binyan or Su Xiaokang — 
she was confident that she had escaped the 
notice of the propaganda watchdogs. 

Recent events are grim proof that this is 
far from the truth. Whereas such writing 
about the past is now common in the Soviet 
Union, where events and people of the 
Stalin era are constantly being rescued from 
the party's memory hole, in China, Dai was 
the greatest practitioner of this fascinating 
and devastating form of "party archaeol- 
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è» ogy,” though the field was not over- 
crowded. (Recently, however, Su 
Xiaokang successfully tried his hand 
at writing a semi-fictitious account of 
the 1959 Lushan Conference which 
saw the purge of Peng Dehuai, pub- 
lished under the title A Sacrifice to 
Utopia.) 

On 16 May, Dai gave this writer a 
copy of her new book, a study of the 
leading Rightist Chu Anping who 
had called for a free press in 1957 and 
was denounced. Chu disappeared in 
the early Cultural Revolution; no one 
knows what happened to him. The 
book, which appeared in China and 
Hongkong early this year, contains 
an essay by Dai and selections from 
Chu's writings. 

In late May Dai was at home 
working on the material she ! ` 
gathered from interviewing 12 hunger s! 
ers who had also stopped drinking water. 
She was also continuing with her major pro- 
ject to investigate the major cultural and in- 
tellectual purges of the 1950s. 

Dai was ridiculed by her fellow writers 
for trying to persuade the students to stop 
their hunger strike in mid-May and 
negotiate with the government. In fact, she 
knew earlier than most what a bloody sur- 
prise the leadership had in store for the dem- 
onstrators. There is little doubt that former 
politburo ideologue Hu Qili tried to manipu- 
late those pushing for freedom of the press 
during the week of the hunger strike, and 
Dai was in the thick of the melee as one of 
the representatives demanding that there be 
a dialogue with the government over press- 
related issues. From the start, she knew the 
dangers of the rebellion, and because of her 
privileged knowledge, she tried on a 
number of occasions to avert what she felt 
was an inevitable disaster. 

She became depressed, frantic, and Vu. 
raged. On 27 May, for instance, she discuss- 
ed Wuer Kaixi's purge as student leader on 
the square and Chai Ling's rise to power. ^A 
courier made good!” Dai said. "She is an 
emotional character; she wants to see 
people stay on the square and sacrifice 
themselves for ‘the cause’.” Dai decided to 
stay at home and get as much work done as 
possible before the inevitable horror. 

On 4 June, outraged by the massacre in 
Peking, she publically resigned from the 
party and declared that she wanted to dis- 
tance herself from politics to concentrate on 
her writing. It was an act of outrage, and one 
she knew would not save her during the 
post-massacre purge. 

Dai was last seen at a political study ses- 
sion at the Guangming Daily office; she disap- 
peared shortly after that. Regardless of her 
personal fate at the moment, the purge of 
cultural and intellectual life called for in Pe- 
king in late July means an end, for the time 
being at least, to the fascinating literary 
career on the mainland of Dai Qing. B 
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Nehru dynasts 
offer unstinting 
loyalty, and 


expect it back 4 





, Even the multi-faceted 
Nehru cannot compare, for 
sheer complexity, with 
the quirky, saintly 
Gandhi ? 


i ehru's tryst with destiny 


By Lincoln Kaye 


ever exactly a low-profile figure on 
Ne Indian political landscape, 

Jawaharlal Nehru is coming in for 
more media hype than ever this year. News- 
paper and magazine appraisals, ponderous 
biographical tomes, re-issues of his writings 
and collected letters, academic seminars, 
television docu-dramas and interminable se- 
rials all mark the centenary of his birth. 

So do marathon runs, fancy desk diaries, 
postage stamps and special tri-colour de- 
signer logos on government-issue articles 
ranging from anti-diarrhoea handbills to 
jumbo jets. It is ironic to see the face of 
Nehru, a statesman so professedly suspi- 
cious of big-brotherism in all its forms, 
beaming from nearly every wall in India. 

It is not a bad face, as faces of founding 
fathers go. More of a George Washington 
ype than a Lenin or a Mao: pleasingly 
bland, paternalistic, patrician. The lofty 
brow, hooded eyes and full, almost pouting, 
mouth bear out the family resemblance be- 
tween Nehru and the two descendants who 
have succeeded him as prime minister: his 
daughter, Indira Gandhi, and his grandson, 
Rajiv Gandhi, whose first five-year term in 
office ends this year. 

The tough election fight Rajiv faces might 
have had a lot to do with the latest burst of 
Nehruviana. Campaign strategists of the 


ruling Congress (I) may hope that the media 
deluge will underscore the unique stature of 
their party and its dynastically descended 
standard-bearer in the polity of independent 
India. Historiography, though, is a two- 
edged sword, and anti-Congress writers 
have seized on the centenary hoop-la to 
pour revisionist vitriol on Nehru’s sainted 
image. 

The Nehru family resemblance extends 
beyond facial features. All three Nehru 
dynasts also share a penchant for the 
rhetoric (if not always the substance) of so- 
cialism, and a taste for diplomatic grand- 
standing under the non-aligned banner. 
They offer their political intimates unstinting 
loyalty, and expect as much in return. At 
times, they all too readily blur the distinc- 
tions between their nation, their govern- 
ment, their party and their own political for- 
tunes. 


Nehru: The Making of India by M. J. 
Akbar. Viking, London. £17.95 
(LIS$29.00). 

India Wins Freedom by Abu! Kalam 
Azad. Orient Longman, India. Rs 75 
(US$4.60). 

Freedom’s Daughter edited by Sonia 
Gandhi. Hodder and Stoughton, London. 
£17.95. 
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This must have seemed a good deal 
more excusable in the heat of the indepen- 
dence struggle and the ferment of early na- 
tion-building. But, by now, it seems to be 
wearing a little thin, at least on the urban 
electorate. Nor does socialism play so well 
anymore, now that India’s massive public 
sector — so stirringly launched by Nehn 
the 1950s — has built up such a dismal re- 
cord of inefficiency and waste. 

And even non-alignment seems to be 
losing its point as East-West tensions ease. 
With secessionist violence and corruption 
scandals multiplying at home, Indians no 
longer get such a charge out of the spectacle 
of their prime minister hob-nobbing with 
the current, rather less charismatic, crop of 
Third: World leaders. Rather, they worry 
that India might get cut out of backroom 
deals between erstwhile Cold War adver- 
saries, or left behind economically by born- 
again Eastern bloc converts to capitalism. 

Disaffection with modern Indian realities 
prompts such jaundiced reassessments as 
that of communist firebrand Ashok Mitra, 
ex-finance minister of West Bengal, in The 
Telegraph of Calcutta: “Did not Jawaharlal 
Nehru exist at two levels? As a pontificating 
schoolmaster, he preached the virtues of 
democracy and socialism . . . [but] he per- 
mitted — in fact encouraged — sycophancy 
in his immediate vicinity. From sycophancy 
to authoritarianism and dynasty-building 
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was only a short hop . . . From the father to 
the daughter to the grandson, history has 
been a continuum." 

At the opposite end of the ideological 
spectrum, the comments are equally acid, as 
witness Sikh historian Satindra Singh, writ- 
ing in Onlooker magazine. He lambasts the 
anti-Western tilt of Nehru’s vaunted “non- 
alignment” and mocks the founding father’s 
famous “midnight hour" independence 
speech and his hymns of praise to such 
modern-day temples as steel plants and 
hydro-electric dams: “After 17 years of his 
‘tryst’ with destiny, Nehru died a disap- 
pointed man, his various ‘temples’ lying in 
ruins around him,” Singh says. “Certainly a 
befitting memorial.” 


o counter such iconoclasm, Con- 
gress’ heaviest gun is M. J. Akbar, 38, 

- who has been editor (by turns) of On- 
went, The Telegraph and a series of other 
well-regarded journals. A staunch Rajivite, 
he has nevertheless produced a biography, 
Nehru: The Making of India, which goes well 
beyond the party line to convey some of the 
complexity of his subject. 

In the course of more than 600 pages, 
however, Akbar never quite makes up his 
mind what sort of a book he has set out to 
write. At his best, he has a fine reportorial 
ear for anecdotes and quotes, a first-class 
editor's knack for the most telling juxtaposi- 
tions of his material and a pot-boiler 
novelist’s turn of phrase. But often, just 
when all this narrative apparatus is hum- 
ming along nicely, Akbar suddenly veers off 
into tendentious polemics or cut-and-dried 
historical recaps. 

Underlying these inconsistencies may be 
Akbar's vacillation about what sort of an or- 
ganising principle to use for his book. He 
lurches back and forth, often within the 

e chapter, between thematic and 
cnronological exposition. The book starts 
out by introducing Nehru's caste (Kashmiri 
Brahmins) and his class (his father was a 
self-made lawyer, as were such other 
nationalist heroes as Mahatma Gandhi, 
Qaid-e-Azam M. A. Jinnah of Pakistan and 
many more). 

Akbar offers a whirlwind synopsis of the 
pre-20th century background to the free- 
dom struggle, concentrating on the identity 
crisis Indians — especially the Muslims — 
faced in the wake of the suppressed 1857 
Mutiny. That brings him to "The Options" 
(as one chapter is titled) confronting turn-of- 
the-century Hindus and Muslims. 

Each faith had its own brand of col- 
laborationists seeking British favour, as well 
as its own revivalist theocrats. And each 
faith, Akbar says, also had its own strain of 
humanistic reformers, which would eventu- 
ally evolve into the secular nationalist 
mainstream of Nehru's Congress. 

With these thematic prologues out of 
the way, Akbar brings his protagonist on- 
stage, and the narrative turns ploddingly 
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chronological. We march through Nehru's 
pampered, undistinguished boyhood in the 
family mansion at Allahabad, and his rake's 

through Harrow, Cambridge and 
the Inner Temple law courts. 

Then there is another thematic interpola- 
tion to contrast the philosophies of three 
Muslim leaders — Jinnah, Mohammed Ali 
and Maulana Abul Kalam Azad — who 
would be recurring figures in Nehru's politi- 
cal life. The stress Akbar gives to Islam 
throughout the book is in tune with his view 
of Muslim separatism as the main constraint 
on Nehru's political progress. He sees the 
idea of Pakistan as a British-built landmine 
deliberately placed in the path of Indian in- 
dependence and secular nationalism. 

Islamic topics are not the only ones the 
book takes up thematically, though. At va- 
rious points in the book, Akbar launches 
into expositions of such subjects as Nehru's 
flirtation with Marxism; his putative 
amours; his rather improvisational attempts 
at economic planning; his brave dream of a 
non-aligned confraternity and his rude 
awakening when Chinese troops surged 
over his borders; his complex, highly 
charged relationship with his daughter and, 
by extension, his dynasty. 

A lot of Akbar's best stuff finds its way 
into these chapters. They start out in a blaze 
of incisive analysis and wonderfully to-the- 
point anecdote. But Akbar seems to have 





Mahatma mania, 1989. 


trouble sustaining it, whether because he 
runs out of material or because he shies 
away from conclusions that could dim the 
lustre of his revered Nehru. And, with such 
a long and tangled skein of history to un- 
ravel, it is only too easy to drop unresolved 
themes and slip back into the narrative 
where it was left off. 

One effect of the chronological approach 
is that it highlights just how much of 
Nehru’s life during the independence strug- 
gle was behind bars and the almost monas- 
tic discipline required to get through these 
lengthy imprisonments. Nehru practised 
yoga, wrote and read copiously, raptly ob- 
served such flora and fauna as he came 


FAR EASTERN ECONOMIC REVIEW 


3AWX NY1OONII 





across in jail just to keep in touch with the 
passing seasons. In between prison terms, 
his multiple offices turned him into a frantic 
factotum (or "Pooh-Bah," as he once put it, 
likening himself to a Gilbert and Sullivan 
character). 

Nehru's public introspections went a 
good deal beyond such gentle self-depreca- 
tion, too. At the height of his popularity, 
fully a decadebeforeindependence, he pseu- 
donymously published a diatribe against 
himself in which he charges that “Jawaharlal 
. . . hasall the makings of a dictator in him — 
vast popularity, a strong will directed to a 
well-defined purpose, energy, pride, or- 
ganisational capacity, ability, hardness, and, 
with all his love of the crowd, an intolerance 
of others and a certain contempt of the weak 
and inefficient.” He signed the piece 
"Chanyaka," borrowing the name of a 4th 
century BC political theorist often likened 
to Machiavelli for his unflinching realism. 

Even the multi-faceted Nehru, however, 
cannot compare, for sheer complexity, with 
the quirky, saintly Gandhi. In this book, the 
Mahatma emerges as a character so original, 
so charismatic and so supreme in the free- 
dom movement that Akbar, despite him- 
self, cannot help letting him upstage Nehru 
repeatedly. The two men had their differ- 
ences, but, at least as depicted here, rather 
self-consciously complemented each other. 
And, early along in the relationship, Nehru 
became Gandhi's anointed political heir. 


t no point, though, does Akbar con- 
A isses explain just why, among 

the many towering talents available 
in the independence movement, Gandhi's 
mantle should have settled upon Nehru in 
particular. The distinction seems to have 
been just one more of the many that gravi- 
tated to the young Rituraj ("Prince of 
Spring," as Nehru was dubbed by the great 
Bengali poet Rabindranath Tagore). The first 
prime ministership of newly independent 
India was another honour which just natur- 
ally fell to Nehru: in Akbar's version, at 
least, there was never any other serious con- 
tender. 

The main trait of Akbar's Nehru is his 
genius for inspiring love, which he was al- 
ways at pains to reciprocate with service. 
From an early age, he seems to have ex- 
pected adoration. His natural father doted 
on him extravagantly (Gandhi, his political 
father, concluded that Motilal Nehru's love 
of India was only an extension of his love for 
Jawaharlal). Crowds loved him, too: from 
his first venture into mass-action politics, the 
aristocratic Nehru somehow attracted spon- 
taneous outpourings of support. 

On the international stage, his accession 
to power pre-dated that of other post-colo- 
nial leaders by just enough to make him an 
elder statesman among newly independent 
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. countries. His patronage helped lead Mos- 


cow and Peking out of their diplomatic isola- 
tion. But, in the prestige contest as a Third 
World role model, even the US had to sup- 
port — however grudgingly — Nehruvian 
eclecticism over Maoist revolution. 

Moorarji Desai, another veteran of the in- 
dependence struggle, once summed up 
Nehru's charmed political life by likening 
him to his old bugbear, the US. Neither 
Nehru nor the Americans had ever known 
defeat, according to Akbar's paraphrase of 
Moorarji; they both always fought their 
wars to victory. (This was prior to the 1960s, 
when both Nehru and the US got their 
come-uppances, one at the hands of China 
and the other at the hands of Vietnam.) 

If it was Nehru's luck to crop up re- 
peatedly in the right place at the right time in 
history, it was also his genius to make the 
most of these circumstances. His oppor- 
tunism was of the highest sort: he pandered 
to the world's better instincts. That this stra- 
tegy should work so much of the time was a 
testimonial to the idealism of his era and his 
milieu. 

When it did not work, though, the con- 

ences were disastrous. Critics pin on 
Nehru a fair share of the blame for the parti- 
tion of Britain's subcontinental empire into 
India and Pakistan. After all, the argument 
goes, Jinnah was only claiming a separate 
Muslim state as a debating point in order to 
win for himself and his followers a more 
favourable dispensation in some sort of 
post-independence federation. 

At least twice, the critics say, the Quaid- 
e-Azam could have been weaned away 
from the idea of Pakistan with just a mod- 
icum of power-sharing on Nehru's part: 
once just after the 1937 legislative elections, 
when there was a chance for a Congress- 
Muslim League coalition in the United Pro- 
vinces, and again on the eve of indepen- 
dence, when a British cabinet mission pro- 
posed a multi-party interim government for 
federated India. 


ven Nehru's staunchest Muslim ally, 

veteran congressman Abul Kalam 

Azad, felt undercut by Nehru's rejec- 
tion of these opportunities for conciliation. 
Azad's bitterness may be gauged from a 
long-suppressed 30-page segment of his 
memoir. The segment was only released in 
the latest re-issue of Azad's book, India Wins 
Freedom, after a drawn-out court battle with 
Azad's heirs. 

Yet, in Akbar's version of events, Mus- 
lim congressmen like Azad were uppermost 
in Nehru's mind when he scuttled coalition 
prospects with the Muslim League. As a na- 
tional movement, Congress had both the re- 
sponsibility and the resources to represent 
all Indians. If it conceded to Jinnah exclusive 
representation of India's Muslims, which a 


coalition arrangement would imply, then 
Congress itself would be effectively reduced 
to no more than a Hindu party. 

If that was the logic of Nehru's position, 
though, then why should the supposed 
beneficiaries — the Muslim congressmen — 
feel left in the lurch? Akbar dodges the ques- 
tion and contents himself with simply as- 
serting repeatedly how close was the bond 
between Nehru and Azad. 

Another purportedly close relationship 
that Akbar seems to find it easier to assert 
than to probe is the rapport between 
Jawaharlal and Indira. The broad linea- 
ments are well known: the only child of de- 
voted parents who, nevertheless, were 
swept up in a cause that kept the family 
separated for months and years at a time; In- 
dira's succession of boarding schools in 
India and abroad, punctuated by interludes 
in Allahabad. The family mansion became 
lonelier and emptier as Indira grew up, with 
the death first of her mother and then of her 
grandparents. 

Even her schoolgirl games were idealisti- 
cally hyper-charged — Joan of Arc, or the 
"Monkey Brigade" of pint- 
sized guerilas. Nehru fed 
this fantasy life with a series 
of letters largely comprising 
history lessons (though a few 
were more personal) de- 
signed to vault over the walls 
of his prison and her loneli- 
ness. 

Recognising the dramatic 
potential of this plot, Ameri- 
can playwright Lavonne Mil- 
ler pieced together a two-act 
collage of quotes from the let- 
ters (called Letters to a Daugh- 
ter from Prison, this was first 
produced last year by 
Women's Project and Pro- 
duction Inc., at Apple Corps 
Theatre, New York). Vijaya Mehta, a lumi- 
nary of the Indian art cinema and theatre cir- 
cuit, staged the play in New York on a 
clever, open set with an all-Indian cast. 

But, at least in the slightly edited version 
of the play that was brought to India, the 
historicity of the protagonists kept getting in 
the way of the drama. Such emotionally 
freighted figures as the two late prime minis- 
ters seemed to leave the writer and director 
with little room for imaginative character de- 
velopment. The actors hardly get to do 
much more than declaim excerpts of the 
published correspondence, and the produc- 
tion degenerates into a sort of son et lumière. 
One is left with the feeling that, at least on 
Jawaharlal's side, the correspondence might 
have been written as much for posterity as 
for his teenage daughter. 

A rather more intimate selection of letters 
goes into a compilation of Indira-Jawaharlal 
correspondence, Freedom's Daughter edited 
by Sonia Gandhi, Italian-born wife of Rajiv 
Gandhi. Although the first lady's prose style 
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Sonia, the scribe. 


matches her somewhat stiff public perso 
her narrative is clear and free of cant. 
And some of the letters are eye-opent 
offering early inklings of Indira's unse 
mental toughness and her fierce indep 
dence. For instance, even in her univer 
days in Britain, she seems to have been | 
overawed than her father was by the I 
liance of Krishna Menon, doyen of the C 
gress Left wing. In another letter, she chi 
her father for feeling shocked by Stalin's 
vasion of Finland and his non-aggress 
pact with Hitler — both actions which : 
feels were impelled by Britain's obvi: 
uselessness as a potential Soviet ally in 
wake of Chamberlain's Munich pact. 


ndira's most pointed assertion of in 

pendence, of course, was her marri; 

to Feroze Gandhi, a minor Congress 
ure whose Parsi (Zoroastrian) lineage co 
have cost Nehru a lot of Hindu support. E 
after independence, the lure of Teen Mi 
House (the prime minister's resider 
seems to have overpowered the marria 
and Indira moved in as her father's offi 
hostess — an ideal appr 
ticeship for power, 
Akbar's view. 

By 1959, she was alre; 
past the apprentice sta 
With Nehru keeping "st 
ously away from the wh 
process,” in Akbar's phre 
the Congress elected 
party president. She x 
40 that year — the sa 
age at which Motilal | 
propelled Jawaharlal i 
the party presidency. Coi 
dentally, Rajiv Ganc 
too, assumed the post 
the same age in the w: 
of his mother's assassi 
tion. 

As party president, Indira was able to 
tend to various custodial chores that w 
beneath her father's prime ministerial c 
nity — a role in which her own son, Sanj 
was to later serve her. For instance, : 
helped instigate "direct action" against 
world's first elected communist governm 
of Kerala state, and then urged the ensu 
disorder as an excuse for suspending 
state government in favour of direct rule 
the Congress-controlled centre — a favo 
ite Congress ploy in opposition-ruled sta 
to this day. Indira also had a hand in : 
purge of Menon, her father's old protégé 
a scapegoat for the 1962 China débé 
(which occurred while Menon was defe: 
minister). 

This type of errand running is one wa 
develop a political alter ego within the fa 
ily. But, over the years, it takes a toll on : 
Nehru Teflon. And the "Rituraj" dyna 
becomes increasingly hard to maintain : 
farther away the Indian polity gets from ! 
high spring of the independence struggle. 
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The secret of success is quite 
simple. Our customers' wishes 
have top priority. So that we 
don't forget this, but always act 
according to this principle, we 
have placed this recipe for suc- 
cess at the beginning of our 
company guidelines. And as 
long as Lufthansa exists, this is 
how we will act. Our customers 
insist on thoroughness and re- 
liability. We offer you one of the 
world's most modern air fleets. 
And the training of our person- 
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nel is considered exemplary 
throughout the world. Our 
customers agree with us that 
there is a bit more to a good 
flight than just a good flight. We 
offer more: all over the world, 
you have the opportunity to 
travel not only Business Class 
or Tourist Class, but also in our 
exclusive First Class. But 
however you decide, you'll 
meet the same friendly service 
in every class. Because that's 
the way you want it. 
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James Fraser's engraving of Calcutta: 'All our pomp of yesterday.' 


Empire strikes back 


comfort of the few. However, as the last dec- 
ade of the century nears, there is a new 
mood in books about the British Empire. By 
proxy, the empire is striking back. 

The imperial epitome was the prolonged 
period of British rule in India. Increasing 
numbers of books are appearing which look 
on the Raj more benignly. One cannot put 
one's finger on any one reason. Partly it is 





By Stephen Davies 


he 20th century has taken a collec- 

| tively dim view of empire. Over the 
years rapidly declining power has led 

to increasing doubt and nagging guilt 
among the old imperial societies. Empire is 
now a grandiose term for keeping whole 
peoples in helotry for the greater glory and 


nostalgia. Partly it reflects a reluctance to 
face the present. But there appears to this re- 
viewer a central, but often neglected reason. 
Three books which reflect this in their differ- 
ent ways are The Last Days of the Raj by Tre- 
vor Royle, The Golden Oriole by Raleigh Tre- 
velyan, and India Revealed by Mildred Archer 
and Toby Falk. 

Royle expresses the starting point: 
"Hardly a family in Britain has not been 
touched in some way by their country's con- 
nection with India." This must pose ques- 
tions in the minds of many Britons. Were 
our relatives all mere exploiters, oppressors, 
or dupes? Were they mere blind agents of 
capital, or collective hubris? Was the lot of 
the subjects of empire all poverty, oppres- 
sion, and indoctrination? Is what they 
worked to achieve to be consigned to that 
historical bin marked Unfortunate Mis- 
takes? 

Trevor Royle and Raleigh Trevelyan are 
scions of imperial families. Royle's father 
was a military engineer in the Indian Army, 
his mother the daughter of a jute-wallah. 
Trevelyan was further up the Raj pecking 
order. His father was in a poshish regiment 
(8th Punjabs) and his mother from the 
British haute-bourgeoisie. What is more, he 
comes from a cadet branch of that illustrious 
family of 19th-century imperialist intellec- 
tuals, the Trevelyans. The Trevelyans were 
connected by marriage to the Macaulays, a 
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family of similar lustre. Finally, Mildred 
Archer spent 14 years as a memsahib and 
thereby gained an interest in, and a know- 
ledge of, Things Indian. 

The authors' relatives and others like 
them made the Raj. How did those relatives 
tick? There appear to have been three broad 
phases of British India, each with its domin- 
ant "type" of imperialist. The adventurers of 
the first century and a half. The enlightened 
legislators and soldiers of the 19th century 
and the bureaucracies and regiments they 
created and refined. The Heaven Born and 
others in the imperial caste system of the 
final half century. 

The visual jewel of the three books illus- 
trates the first. India Revealed looks at the life 
of William Fraser, and at the art and life of 
his brother James. Like many imperialists 
throughout the time of the Raj, they were 
-~ s seeking a better life. William was a 

ver than life figure who entered the em- 
ploy of the East India Company in 1801. He 
won prizes as a trainee, was very widely 
read, spoke several Indian languages, and 
was a hard man in a fight. Like so many 
early Company employees in India he 
adapted himself wholly to his new home. 

William Fraser was a leader and 
dominator and much respected by those 
whom he ruled. Despite it all he was assassi- 
nated in 1835 by an aggrieved son of a 
potentate. He had used criteria of fairness in 
a dispute over inheritance. Fairness was not 
high in the pecking order of the values of 
one of the litigants. It was an early example 
of the value clash with which Bntish India 
never came to terms. A clash of values itself 
connected to a confusion of purpose, to 
which we shall return. 


ames Fraser also came to India to seek 

his fortune, though not in the employ 

of the Company. He never succeeded. 

at he did do was to discover himself as a 
chronicler, particularly in aquatints, of the 
early days of British India. He and William 
also commissioned many pictures from local 
Indian artists of the sort now known as 
"Company" pictures. The book provides 
wonderful reproductions of these and of 
James' aquatints. 

It also reveals a remarkable closeness of 
contact with, and a degree of interest in, the 
lives of Indian people. This was typical of 
the first century or so of British involvement 
in India. The 1792 Company ruling that "no 

rson, the son of a native Indian, shall 

nceforth be appointed . . . to appoint- 
ments in the Civil, Military or Marine Ser- 
vices of the country" had not begun to have 
its full effect. 

That effect is really the subject of Raleigh 
Trevelyan's masterpiece of portraiture. Tre- 
velyan was born in India. His family had 
been involved in British India since the early 
I9th century. But the involvment was that of 
what we might style the “middle period" of 
the Raj. That period was one in which Bri- 
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tons and Britons alone spread the minutiae 
of British rule, with degrees of thorough- 
ness, to every corner of an immense and va- 
rious land. A complex, centralised bureau- 
cracy gradually evolved to hold Indian ways 
of life and expanding British strategic and 
commercial interests together. It did so by 
trying to impose those British standards of 
law and order which had led to William 
Fraser's demise. 

British rule had become divided of pur- 
pose. On the one hand was the initial pur- 
pose for which it came, namely commercial 
gain. On the other, the purpose which grew 
upon it during its middle period, namely the 
“civilising mission." In the end, the first 
purpose could not properly be served by 
the mercantilism which imperialism pro- 
moted. This gradually left revealed the 
impertinence of the second purpose. It 
was in the middle period that the struggle 
between the two purposes ebbed and 
flowed. Neither came out on top. Instead, 
the imposed bureaucracy became its own 
purpose. 

Raleigh Trevelyan was concerned to dis- 
cover what it was like to be a thoroughly 
British bureaucrat or soldier, one of only a 





chives lodb of filih. 


few thousand, living in the middle of 
nowhere with just one or two others, ruling 
hundreds of thousands of quite alien 
people. To achieve this he went on five jour- 
neys in India between 1977 and 1984. His 
idea was to look again at the places where 
his parents and relatives had served and 
thereby to penetrate the raison d'étre of their 
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lives. That way, he hoped, he would find 
proof of his own existence, that of a son of 
the now dead Raj. 


\isrectat 


revelyan’s book is cunningly con- 

structed. It flashes backwards and 

forwards between late middle and 
high middle periods. The centrepoint is the 
Mutiny in 1857. There appears to be no cen- 
tral thrust to the book until, on reflection, 
one sees that it is an impressionistic chron- 
icle of loss of faith. At one end is the en- 
ergetic reformism of pre-Mutiny Thomas 
Macaulay and Charles Trevelyan. Better 
government on modern principles, plus 
modern English education will create a 
modern India capable of governing itself. 
Then the Mutiny and the loss of faith. What 
seemed an achievable goal became a distant 
possibility. Bureaucracy began working to 
its slow timetable of reluctant change, and 
self- ation. 

Royle’s book closes the tale. It lacks the 
mastery and elegance of Trevelyan. It also, 
like its , lacks any focus but its inevita- 
ble end. One reads, appalled, of how an es- 
tablished bureaucratic system with many 
able and dedicated servants failed the most 
crucial test. It could not anticipate and pre- 
pare for its own obsolescence. Bureaucracies 
are only good for steady state government. 
When the pace quickens, they cannot 
handle the crisis their conservatism pro- 
vokes. So late-period British India stumbled 
to its close. It had lacked the foresight and 
the courage to go forward with the vision of 
the high middle . It had lacked the 
modesty, or gall, simply to protect the 
commercial interest which was its begin- 
ning. 

But what Royle's book does reveal is that 
the long and awkward relationship, despite 
the bitterness and the bloodshed of Parti- 
tion, ended well. Like a civilised couple at 
the end of a messy divorce, India and its 
erstwhile overlord parted amicably. Each 
thanked the other for the many happy 
times. Each acknowledged what the other 
had done in making it what it had become. 
In that there was recognition of a truth in 


this new writing about the British Empire. — 


Our forebears for the most part meant well 
and, perhaps, wrought better than in the 
immediate aftermath of Empire was first 
thought. 

British imperialists often self-consciously 
modelled themselves on the Rome which 
they had studied in school. The descendants 
of the subject peoples of Rome take a largely 
positive view of that imperium now. De- 
spite the present turn in writing about the 
Raj, 19th-century imperialism and its 20th- 
century hangover are both too close for such 
lofty detachment. "Lo, all our pomp of yes- 
terday is one with Nineveh and Tyre!" Well, 
almost. w 
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The far pavilions 


By "Michael Taylor — > Taylor 


ricket-writing has a history almost as 

revered as that of the game itself. At 

one end of the spectrum are Neville 
Cardus' prose-odes to cricketers and cricket 
matches. At the other are Peter Tinnis- 
wood's fantasies from the bigoted and gin- 
sodden "Brigadier." At different levels, both 
writers deal with and create myths about 
this “game that is more than a game." This 
temptation to mythologise seems almost 
overwhelming — speculation about the al- 
leged pagan origin and symbolism of the 
game frequently brightens Britain's Sunday 
press on otherwise dull summer news 
weeks. 

More of a metaphysician than a cricketer, 
Ashis Nandy, the author of The Tao of Cric- 
ket, has similar, but rather more urgent fish 
to fry. Why, he asks, has cricket been 
adopted with such passion by India, when it 
was originally imported as an élitist symbol 
of Empire by British colonialists? Like the In- 
dian cricket team, the question carries a large 
political burden. 

Nandy starts from the unabashedly ahis- 
torical premise that cricket is really an Indian 
game accidentally discovered by the British. 
Specifically, cricket is distinguished by the 
key role played by fate, and the spectacle of 
one man — the batsman — defying and 
sometimes commanding his own fate. 
Far from being a pure product of West- 
ern scientific/rationalist thought, it is 
well suited to Indian culture and 
preoccupations. 

Unlike most games (such as 
baseball), the interventions of des- 
tiny in a cricket match are innumer- 
able, frequently crucial, and fortun- 
ately, irreducible. All the practice in 
the world cannot make a perfect 
cricketer. An unlucky bounce, a 
well-timed shower of rain, a dropped catch, 
an umpire's short-sightedness, even an un- 
wise meal — these are the stuff of five-day 
tests. As Nandy observes, cricket teams play 
not merely against the opposition, but 
against their collective fate — which is why 
some of the most compelling test matches 
end in draws. 

Thus, India's passion for cricket can be 
explained by the way in which it represents 
"the subterranean West and the not-so-sub- 
terranean East." 

Given its open-ended structure, Nandy 
speculates that the way in which cricket 
is played can reveal much about the society 
in which it is played. The theory is that 
cricket can perform the same role for a 
nation that a Rorschach (inkblot) test 


can allegedly perform for the individual. 

Nandy applies and elaborates his theory 
through short psychological profiles of W. 
G. Grace (the epitome of "Victorian" cric- 
ket); Douglas Jardine (used and abused Eng- 
land captain on the notorious "Bodyline" 
tour of Australia), and Kumar Shri Ranjit- 
sinhji — Ranji, legendary Indian batsman 
and later colonial apologist. 

Here he is at his most impressive, provid- 
ing in each case valuable insights. In Grace's 
case, he highlights the ambivalence be- 
tween the playful pre-industrial innocence 
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Pitching in for the glory of the game. 


which enabled him to bend the rules with- 
out breaking cricket's spirit, and the statisti- 
cally successful sportsman. With Jardine, it 
is the arch-colonialist's rebellion against the 
London cricketing establishment when on 
tour in India, his half-remembered (and 
desperately repressed) childhood home. 
And with Ranji, he examines the batsman 
isolated in the crossfire between his view of 


. himself and his cricket, and those of the 


English. 
In these profiles, Nandy reveals more of 
the subtlety and ambivalence in both British 
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"Victorian" culture and in the nature of 
British imperialism than many a more 
earnest and less playful tract. The con- 
nection has been noticed before — most 
keenly by Kipling, with his usual uncom- 
fortable accuracy. So perhaps it is not 
altogether surprising to learn that Kipling 
had markedly similar “formative years” to 
Jardine. 

The essential point being made is that in 
cricket the Victorians playfully undermined 
the rational and commercial laws with 
which they were building an empire. De- 
spite their deep commitment to these laws, 
Nandy observes, “the Victorian English élite 
had . . . the saving grace of a non-contrac- 
tual, self-transcending passion with which 
to ‘playfully’ fight that commitment. Cricket 
at its best in England . . . is a Victorian nega- 
tion of Victorianism." (This "saving grace" 
was probably at the same time a manift 
tion of inperial self-confidence, and 
acknowledgement of the folly of accepting 
"the white man's burden." This is a kind, 
but unusually perceptive angle on the wob- 
bly psychological foundations of the British 


Empire.) 


ifferent cricketing times and cultures 
D have had to find ways to deal with 

the game's central contradiction. 
The Victorian élite, for example, in typical 
fashion opted for a class solution, whereby 
"gentlemen" amateurs would guard the 
spirit and moral conventions of the game, 
whilst paid "players" would do most of the 
cricketing. 

Douglas Jardine, on the other hand, 
chose denial of the conventions and substi- 
tuted instead ruthless professionalism, play- 
ing to the letter of the rules, and a valueless 
work ethic. The diplomatic crisis of Empire, 
the perfidious abandonment of Jardine by 
the Establishment which put him there, 
Jardine's personal tragedy were the ine. .... 
ble consequence. 

Nandy extends his metaphysics to an 
analysis of various aspects of contemporary 
Indian culture. He has some serious points 
to make, and his speculations on the post- 
colonial insecurities of those who would try 
and reduce Indian cricket to a scientifically 
selected and trained winning machine are 
revealing. 

In this connection, we have one of the 
minor joys of the book — the casual libels 
Nandy feels free to scatter. At first, his de- 
scription of the Pakistani team of 1987, 
"some members of which are notorious 
louts and the manager of which believes that 
cheating is 'absolutely necessary' in profes- 
sional cricket today" may be suspected of a 
certain cultural bias. 

But not a bit of it. Selectors and boards of 
control are no strangers to criticism the 
world over, but Nandy's assessment of the 
Board of Control for Cricket in India is un- 
usually savage, and his account of the haute 
politique behind Bishen Bedi's players 
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revolt is entertaining. The players hir- 
ed a "slimy businessman-Parliamentarian" 
who was "known for neither his probity 
nor for his vision" to put their case. They 
won. 

Like all metaphysics it is open to the 
charge of being pretentious tosh. For exam- 
ple, can any game really sustain such sen- 
tences as: "But to understand cricket as a 
mode of self-expression and a way of life, to 
understand it as a source as well as a means 
of handling anxiety, one cannot avoid set- 
ting the game against the political psycho- 
logy of contemporary astrology"? It is some- 
thing of a tribute to Nandy that a third re- 
reading of the sentence reveals it not only to 
make sense, but also to be saying something 
of substance — that Indian cricketers’ reg- 
ular placatory visits to astrologers and 
Hindu shrines are not completely irrational 

onses to the game. 

Jut all of the book's theories are driven 
along by the momentum of the enthusiast 
— and the embarrassment engendered 
in his audience by the enthusiast is à 
small price to pay for listening to someone 
sounding, off about something dear to his 
heart. 

Nandy is concerned not only with this 
"game of destiny," but also with the destiny 
of the game. His analysis gives him a lofty 
intellectual position from which to attack 
those who would try to control, package 
and sell cricket — from those who would 
alter it from being a game which is played, to 
a sport which is contested. He can convinc- 


ingly present the politicised, profes- 
sionalised and marketed international cric- 
ket circus as being a fundamental negation 
of the game. 

Nevertheless, Nandy's concern at the 
destiny of the game — can it survive the 
rigours and inflexibilities of the modern 
age? — would certainly receive a sym- 
pathetic hearing in the Long Room at Lords. 
The world is always going to pot, and cric- 
keters were always more talented, polite, 
and with a better understanding of the spirit 
of the game than those of our own day. 
One must question whether Nandy is 
not romanticising cricket’s past, and ignor- 
ing its surprisingly robust health in the pre- 
sent. 


he record of the past is hardly unspot- 
| ted. Jardine is history's fall-guy for 
the Bodyline débâcle, but Nandy ad- 
mits that the unprecedented  profes- 
sionalism which the Australians, and par- 
ticularly Bradman, brought to the game was 
midwife to Jardine's unacceptable response. 
Similarly, India's first cricketers — the 
princes — dealt with the schizophrenic as- 
pects of the game by the simplest possible 
method. They cheated. All well and good, 
but it's not the cricket Nandy celebrates. 
And actually, cricket is holding up quite 
well despite all the predations of the modern 
age. True, the p faces new challenges, 
but some would-be tamers of it (or exploiters 


of it, as Australian tycoon Kerry Packer was 
perceived when he launched the so-called 





Letting. nature live 









ike countless thousands of children, 1 
was introduced to Indian wildlife at 
bedtime, via Rudyard Kipling's Jungle 
Book. Listening, entranced, as my father read 
the Mowgli stories, or having nightmares 
after the tale of Rikki-Tikki-Tavi, my imagin- 
ation transformed familiar English wood- 
lands into places of riotous vegetation, deep 
shadows, and mysterious creatures slinking 
silently through the undergrowth. Tigers 
lurked in hazel thickets; harmless grass 
snakes became deadly cobras. 

Years later I discovered the real thing, and 
learned that the very word “jungle” was not 
originally English at all, but an 18th-century 
corruption of the Hindi jangal. Moreover, 
Kipling gave many of his characters — in- 
cluding Baloo the bear, and Hathi the 
elephant — their proper Hindi names. 

But long before Kipling’s stories started 
delighting generations of children, India's 
jungles and wildlife had been exercising their 
powerful fascination on hunters and 
naturalists, many of whom shared their ex- 
periences through the written word. For 
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those of us limited to reading English, some 
of the earliest records are the memoirs of the 
Moghul emperors, most of which are availa- 
ble in translation. 





From hand to mouth. 
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— circus") have already been beaten 
So he is probably wrong to be pessimistic 
about the future of the game. For one thing, 
it has a built-in empirical safeguard: "If you 
want to win at any cost, by playing the hard 
way and with the killer instinct in your 
heart, cricket is a wrong game to choose. 
There are many other games available in 
which investments pay much better di- 
vidends in terms of assured results, encash- 
able returns and national glory. It is point- 
less to waste time, energy and money on à 
five-day, thirty-hour game which refuses to 
be fully responsive to human effort and 
There is another safeguard which Nandy 
surprisingly overlooks — hack cricket. All 
test (and amateur) cricketers started off in 
childhood in much the same way — playing 
against a wall, with borrowed or improvised 
equipment, and with friends. With such a 
start, it is unlikely that the innocence which 
W. G. Grace embodied can entirely die. 
Finally, it warms the heart to hear of the 
cricket of the island of Kiriwana, the main is- 
land of the Trobriand group. Cricket is used 
there as a ritual substitute for other, more 
violent ways of settling inter-tribal disputes. 
For Nandy, this is a blessed hint that “there 
can be societies which would rather fight a 
war as a sport, than organise a sport as a 
war." G 


From the start of the British occupation of 
India the public at “home” was treated to the 
memoirs of sportsmen from governor-gen- 
erals to subalterns. Today antiquarian book- 
shops, particularly in Britain, groan with 
dusty tomes detailing dubious records. A 
selection of some of the best shikar stories has 
recently been published by Penguin. Editor 
Stephen Alter has chosen well, and Great In- 
dian Hunting Stories is a first-class read, de- 
spite second-class proof-reading. 

One of the stories Alter includes is by Jim 
Corbett, who usually gets the credit for put- 
ting Indian wildlife on the world map. His 
books describing the hunting of man-eating 
tigers and leopards are enthralling, and re- 
ceived popular acclaim when they were first 
published in the 1940s and 1950s. 

Corbett, as Martin Booth makes clear in 
his biography Carpet Sahib, was a shy and 
gentle man as well as a courageous one. Lat- 
terly he shot with a camera more readily than 
a rifle, and he was among the first to preach 
the concept of conservation. He realised that 
people and wildlife must co-exist in har- 
mony if either were to survive, and that 
therefore the preservation of wilderness 
areas was of paramount im ce. His ar- 
ticle Wildlife in the Village, first published 
in 1932, was way ahead of its time. It is en- 
tirely fitting that India's first national park 
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should have been renamed in his memory. 

Perhaps unfairly, his contemporary Col 
R. W. Burton has received less credit, for in 
many ways his ideas were equally advanced. 
Burton's voice in the lobby for conservation 
was described by ornithologist Salim Ali as 
one of the strongest in the influential Bom- 
bay Natural History Society (BNHS). 

Unlike Corbett, Burton did not write po- 
pular books, but kept detailed diaries and 
contributed articles to the BNHS Journal. A 
selection from these was published recently 
under the title Tigers of the Raj. It makes in- 
teresting, though not always easy reading. 
The curt, almost telegraphic diary entries mix 
awkwardly with the more polished prose he 
wrote for the Journal. 

While Corbett’s hunting activities were 
confined to a fairly small and familiar geog- 
raphical area, Burton ranged all over the Sub- 
continent as well as Burma and Ceylon. 
Many of his victims were taken not as 
trophies, but as specimens for the BNHS. He 
claimed his last man-eater at the age of 79, 
and died at the ripe old age of 95. 

Although their ideas often coincided, 
Burton was not a fan of Corbett's writing. 
The notes he made for a review of The Man- 
eaters of Kumaon for the BNHS Journal reveal 
that “he considered Corbett either extremely 
foolish, or inaccurate, or not well informed 
about wildlife in general." Oddly enough, 
though this reader has never caught Corbett 
out in his observations of animal behaviour, 
she did notice that Burton jumped to one 
wrong conclusion. After describing a 
swamp deer stag carrying a small haystack 
on its antlers, he remarked this was ^a not 
infrequent sight as the dry grass is brittle and 
gets broken off by the rushing animal." In 
fact, stags of this and other deer species de- 
liberately crown themselves with tangles of 
grass as part of their dominance displays 
during the rutting season. 


haviour in India have become much 

easier since the passing of the Wildlife 
Protection Act in 1972. With hunting totally 
prohibited, and a growing number of na- 
tional parks and sanctuaries established and 
protected, animals are able to move about 
more openly and behave naturally without 
fear of man. This is largely due to the estab- 
lishment of "Project Tiger," which, while 
designed to save these beautiful big cats 
from extinction, has also provided com- 
plete protection for their prey species and 
habitat. 

The status of the tiger in India first elicited 
concern in 1969, when the general assembly 
of the International Union for the Conserva- 
tion of Nature and Natural Resources (IUCN) 
met in Delhi. It was then thought that the 
tiger population in the Subcontinent was 
around 2,500, low enough for Panthera tigris 


T: be fair, observations of animal be- 





tigris to be included on iUCN's list of en- 
dangered species for the first time. A na- 
tional census in 1972 revealed there were 
only 1,827 tigers left. Project Tiger came into 
being later that same year, at the suggestion 
of Guy Mountfortof the World Wildlife Fund 
and with the enthusiastic support of the late 
Indira Gandhi. 

The tigers of Rajasthan's Ranthambhore 
National Park, one of the original nine Pro- 
ject Tiger reserves — others have been added 
subsequently — have already been well 
documented by naturalist Valmik Thapar. In 
his book Tiger: Portrait of a Predator, Thapar 
described the changes the park has under- 
gone, the behaviour of the prey species and 
the newly diurnal hunting habits of Ran- 
thambhore's tigers. 

No sooner was that book published than 
unique opportunities for studying whole 


Great Indian Hunting Stories by 
Stephen Alter. Penguin, India. £3.99 
(LIS$6.40). 

Carpet Sahib by Martin Booth. 
Constable. London. £12.95. 

Tigers of the Raj: Pages from the 
Shikar Diaries of Colonel Burton 
edited by Jacqueline Toovey. Alan Sutton. 
No price given. 

Tiger: Portrait of a nen, 
Valmik Thapar. With photograp 

Gunter Ziesler and Fateh Singh Rathore. 
Collins, London. £15. 

Tigers: The Visio wi M d 
Thapar. With photographs by Fateh Sin 
Rathore. Elm Tree Books, London. £20. 
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tiger families presented 
themselves. The result, Ti- 
gers: The Secret Life, is due out 
in October. A sneak preview 
revealed magnificent colour 
photographs of three differ- 
ent tigresses and their cubs, 
charting the cubs’ progress 
from the age of two-and-a- 
half months to around two 
years, at which time they be- 
come independent. They are 
shown suckling, playing, 
sparring with each other, 
making their first clumsy at- 
tempts to hunt and, in de- 
fiance of all previous observa- 
tions, keeping affectionate 
company with their probable 
fathers, and even being al- 
lowed to share kills ^ ` 
them. Incidentally, A. 
Milne was wrong too — “Tig- 
gers," when young, do climb 
trees! 


Thapar's text does more 
than describe these and other activities; it 
vividly conveys the excitement and sense of 
privilege we mere humans feel at being 
able to observe such majestic predators at 
their most vulnerable. Moreover, he is 
deeply concerned for the future of Ran- 
thambhore, and has started a charitable 
foundation aimed at helping the villagers 
on the periphery, so they no longer need 
to "poach" firewood and fodder from the 

k 


Not all observations of Indian wildlife, or 
efforts to conserve it, are as likely to appeal to 
a large audience though, and, possibly 
thanks to Kipling, reptiles are low on the 
totem-pole. Zai Whitaker has made a gallant 
attempt to redress the balance in Snakeman, 
tracing the life and work of her hust 
Romulus, founder of the Madras Sr...... 
Park. Despite the title this is not really a bio- 
graphy — atleast not after the first rather self- 
conscious chapter or two — for once Zai 
Whitaker gets into her stride the conserva- 
tion message takes over. 

The Whitakers’ efforts have not been con- 
centrated solely on preserving snakes for 
their own sake. They also worked with the 
snake-catching Irula tribe, helping them or- 
ganise a cooperative to collect snakes, milk 
them of their venom to make anti-venom 
serum, then release them. They are heavily 
involved in education programmes and in 
turtle and crocodile conservation as well. 

It would be foolishly optimistic to say that 
wildlife conservation in India is out of the 
wood — sorry, jungle — butitis beginning to 
catch up with the ideas of Corbett and Bur- 
ton. Let us hope it succeeds, otherwise the 
next generation will be left with the desert 
that India will become without its forests, or 
stuck in dusty antiquarian bookshops read- 
ing about animals that, as naturalist E. P. Gee 
forecast in 1964, exist only in zoos. " 


10 AUGUST 1989 


,.. and on the 
shorter side 


An Illustrated Guide to Delhi, Agra _ 
and Jaipur by Louise Nicholson. The 
Guidebook Company, Hongkong. No price 
given 


* "T 
* 








et us hie to India's spicy shores, as the 

poet Cowper would have it, leaving 

behind no forwarding address. But is 
the coral strand of Ind quite the place for the 
gently nurtured traveller? One hears of 
flood and famine and terrorists, not to men- 
tion people sleeping on beds of nails. 

India can indeed be an intense experi- 
«€ for the visitor. But not if one has the 
toresight to arm oneself with Louise Nichol- 
son's vade-mecum. Nicholson is an English 
travel writer with impeccable credentials, 
one who specialises in catering to the needs 
and tastes of the discerning explorer for 
whom expense is no object. Her latest book 
on the so-called "golden triangle" of Delhi, 
Agra and Jaipur briefly encapsulates the his- 
tory of northern India from 1450 BC to the 
present day, describes historical monu- 
ments and religious festivals, and contains 
helpful tips on where to stay and shop and 
what to eat, always of course employing the 
right hand, and never the left, for reasons of 
traditional cultural hygiene. 

Nicholson knows her onions. And her do 
piaza, a curry involving the addition of on- 
ions twice during its preparation. Also that it 
was probably the emperor Akbar who intro- 
duced pile carpet weaving into India; that 
four men and a soldier-guard daily brought 
f a special well the water drunk by 
!  arajah Man Singh II of Jaipur; that an 
elephant needs 330 pounds of green fodder 
a day; and that a grandstand view of New 
Delhi's Rashtrapati Bhavan illuminated for 
the Republic Day parade can be had from 
the rooftop restaurant of the Taj Mahal 
hotel, a reputable hostelry warmly recom- 
mended by Nichol-  .. 
son, who firmly be- > - 
lieves in India with- — 
out tears. 

Her book is em- 
bellished with excel- 
lent photographs by 
Steve Vidler and ori- 
ginal illustrations by 
Mohan Lal Soni. 
However, this re- 
viewer has found some minor points to cavil 
about. For instance, Chopsticks in the Asian 
Games Village in South Delhi is not listed 
among the city’s Chinese restaurants; and 
the Continental restaurant in Delhi’s Oberoi 
Intercontinental, particularly noted for its 
cheese platter, is not The Taj but La 
Rochelle. m Jagdish Bhatia 
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India by S. Anderson & Walter 
Seattle and London. No price given. 


There is something romantic about tales 
of forest peoples, those last remnants of 
the Golden Age when men roamed and 
hunted, battling loggers or the best-laid de- 
velopment plans of the World Bank. The 
Hour of the Fox, the story of how the World 
Bank planned, supported but eventually 
abandoned the Bastar forestry project in 
central India, plays on that romantic fancy. It 
is meant to be a chronicle of a victory and a 
parable of how the World Bank can redeem 
its flawed development schemes. Neither is 
accomplished. 

Robert Anderson, a communications 
professor at Simon Fraser University in 
Canada, and Walter Huber, a consulting an- 
thropologist, tell how the Gonds of Bastar's 
tropical moist forest, led by a man who 
claimed to be the avatar of a dead ma- 
harajah, rebelled against a US$8 million plan 
to plant pine trees and develop a forest in- 
dustry envisioned by the Indian Govern- 
ment and the World Bank. 

This is a victory, they tell us, but it is dif- 
ficult to know for whom. As for the parable, 
the authors conclude that the whole prob- 


Dimensions and Policy Issues 
edited by Frank J. Costa, Ashok K. Dutt, 
Lawrence J.C. Ma and Allan G. Noble. 
University of Hawaii Press, Honolulu. 
US$44.00. | 


A worthy but uneven examination of 
regional and metropolitan development, 
population growth, housing, environmen- 
tal pollution, the drift from rural to urban 
life, and public policies relating to these mat- 
ters, this is not a book for the layman. The 
case studies are chiefly of India and China, 
though Indonesia, Hongkong, South Korea 
and Japan get a look in. 

The subject is clearly important: while as 
recently as the 1950s there were only two 
Asian cities containing 5 million or more 
people (Shanghai and Tokyo), by the year 
2000 Asia will have eight of the world's 15 
largest cities. 

A useful overview summarises the in- 
sights gained and the lacunae still to be filled 
in the knowledge and literature accreted. 
An introductory chapter on trends and pros- 
pects arrives at the unsurprising conclusion 
that a national policy would have to make it 
its first business to control fertility. 
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Grassroots Asia by Peter C. Stuart, 
Far Horizon Books. Alton, Illinois. 
US$9.95. 


Years in journalism led Peter Stuart to the 
disturbing conclusion that what passes for 
news coverage of the world in the US is 
often coverage of the State Department. His 
book is meant to shed light on those parts of 
Asia that the Western media leaves largely 
in shadow. 

That everything is written in paragraphs 
one sentence long suggests that a certain 
type of American readership is envisaged. 
And the “glimpses” in the title is aptly cho- 
sen: fleeting views are all we are likely to get 
from a book that covers, bar India and 
China, every corner of Asia from 
Bangladesh to Papua New Guinea. 

At times the succinctness conceals skilful 
use of statistics and comparative data. Some 
readers will be irritated, others impressed, 
by Peter Stuart’s determined and sustained 
attempt to give it all to them in a nut- 
shell. 

Missionaries of Revolution: Soviet _ 
Advisers and Nationalist China, 
1920-27 edited by C. Martin Wilbur and 
Julie Lien-ying How. Harvard University 
Press, Cambridge, Mass. US$65.00. 


This is a magisterial addition to the 
scholarship on the communist-Kuomin- 
tang-Soviet triangle in 1920s China. The 
story of how Stalin sent money, arms, and 
political advisers (notably Borodin, "Mar- 
ing,” and "Galin") to stimulate revolution in 
China, and how, by working within the 
Kuomintang, the Chinese Communist 
Party (CCP) tried to change and control it, is 
well known. But this book adds detail to the 
familiar picture by drawing from the cache 
of secret documents seized by a police raid 
on the Soviet military headquarters on 6 
April 1927, shortly before the Kuomintang- 
communist united front fell apart. 

Besides documents, the police found Li 
Dazhao, the famous co-founder of the CCP, 
and some 36 other revolutionaries in hiding 
in the Soviet Embassy compound. Twenty 
of these were executed, Li Dazhao by 
strangling and not, as is today customary, 
by a bullet at the base of the skull. | 

Less than two weeks before, Chiang Kai- 
shek had co-opted his gangster friends in 
the Shanghai underworld to decimate the 
CCP-led labour movement. Stalin's purpose 
seemingly in tatters, Borodin took off for 
Moscow — but not before he and his fellow 
“missionaries” had impressed the Leninist 
pattern of party organisation on both the 
CCP and the Kuomintang. = 
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Jakarta sees big gains from quota system breakdown 


Indonesia’s coffee rush 


By Adam Schwarz in Jakarta 
hile most coffee producers are 
wringing their hands over the 
suspension of the export quota 
scheme of the International 
Coffee Organisation (ICO), Indonesian offi- 
cials have welcomed the impending free- 
for-all in world coffee markets in the belief 
that over the long run Indonesia will win a 
much bigger slice of the world trade. 

Since the ICO's most recent export quota 
agreement went into effect in 1983, In- 
donesia, the world's third-largest coffee pro- 
ducer, has become increasingly frustrated in 
its attempts to increase its allocation. It 
claims the organisation, dominated by Latin 
American producers Brazil and Colombia, is 
biased against Asian producers. 

But some non-government trade sources 
say a free-trade system is more of a gamble 
than Indonesian officials recognise. They are 
less optimistic about the country's chances 
of boosting significantly its market share 
within the two-year suspension of ICO 
quotas because of persistent complaints 
about the quality of Indonesia's coffee. In a 
quality-driven market like coffee, they say, 
two years is not enough time to overcome a 
poor reputation. 

Attempts to modify the quota system 
failed at an ICO meeting in June and on 4 July 
a two-year suspension of coffee quotas went 
into effect. The ICO, an association of coffee 
producing and consuming nations, plans to 
meet again in September 1991 to hammer 
out new quotas based on prevailing export 
capacities. Not surprisingly, after the quota 
suspension was announced coffee prices 
plummeted, threatening this year's foreign- 
exchange earnings of coffee-dependent na- 
tions. 

Whether Indonesia's hopes for greater 
market share come true or not, one thing is 
certain: export revenue is set to decline in 
the near term. Indonesia exported more 
than US$500 million worth of coffee in 1988 
but “I expect foreign-exchange earnings 
from coffee to drop at least US$100 million in 
1989, for a total of slightly more than US$400 
million," said Daryono Kertosastro, chair- 
man of the Association of Indonesian Coffee 
Exporters. 

Daryono and other officials feel this is a 
price Indonesia can pay. "We will give up 
this amount now and hopefully we'll get a 
better agreement out of the ICO next time 
around," he said. "Indonesia can survive 
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lower prices because coffee production from 
our farmers is quite cost efficient." 

Under the old quota system, ICO pro- 
ducer countries exported set amounts to ICO 
consumer countries; excess production was 
shipped to non-ICO member nations or con- 
sumed locally. Non-member countries such 
as North and South Korea, China and Hun- 
gary were able to buy coffee on the cheap 
since small-quota, large producer countries 
like Indonesia had nowhere else to turn. 
Some of this coffee was believed to be re-ex- 
ported to third countries. 

In 1988, Indonesia exported 135,000 ton- 
nes of coffee to ICO member countries and a 
further 135,000 tonnes to non-members, ac- 
cording to figures supplied by the coffee ex- 
porters’ association. Production amounted 
to 385,000 tonnes. Trade Minister Arifin 
Siregar estimated in July that Indonesia's ex- 
ports would rise in 1988-89 to 310,000 tonnes 
with total output topping 400,000 tonnes. 
Only Brazil and Colombia produce more. 

In Indonesia's view, the two proposals 
put forward at the June ICO meeting did not 
fairly reflect Indonesia's export potential. 
Both proposals attempted to eliminate the 
price advantages enjoyed by non-member 
countries by setting overall country quotas 
that would apply to ICO members and non- 
members alike. 

Under the first, put forward by Colombia 


Indonesia's coffee exports 
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and supported by Brazil, several African 
producers, the Philippines and the EC, In- 
donesia would have received an export 
quota of 220-230,000 tonnes a year. Under a 
second proposal supported by the US, In- 
donesia could export 250,000 tonnes. 

The proposals, both of which received 
negative votes from Indonesia, failed to 
gather two-thirds majority support and ths 
the two-year suspension was declared. — ; 
better to get a suspension of quotas than to 
get a bad agreement," said Daryono. 

But Daryono emphasised that Indonesia 
was less concerned with the precise amount 
of the quotas than with how the quotas were 
determined. To improve its standing, In- 
donesia has offered its own proposal to the 
ICO which calls for expanding the executive 
board from 16 to 20 countries (which would 
include Indonesia), eliminating veto rights 
and distributing quotas based on "objective 
criteria." Indonesia says its proposal has al- 
ready received support from producers 
Costa Rica, Peru, Honduras, Mexico and 
from consumer countries Japan, the US, Bri- 
tain, Canada and Australia. 


n order to ensure the representation of 
Asian producers within the ICO, In- 
donesia will re-explore the possibility 
of establishing and leading an Asian- 
Pacific bloc of coffee producers. An ec " 
attempt at fashioning an Asian bloc f. 
when the Philippines pulled out at the last 
minute. 

A major constraint on the growth of In- 
donesian coffee exports, trade sources say, 
is that Indonesia grows a kind of coffee that 
most of the world does not drink. About 
95% of Indonesia's coffee is of the hearty, 
slightly bitter Robusta bean and only 5% of 
the more aromatic, higher priced Arabica 
bean which is favoured in gourmet markets 
such as the US and Europe. Takashi Ohara, 
an adviser to a Japanese-Indonesian coffee 
plantation in South Sulawesi, estimates that 
80% of world coffee consumption is brewed 
from the Arabica bean. 

Ironically, at the turn of the century In- 
donesia was the largest Arabica grower in 
the world but a fungus, known as leaf rust, 
decimated Indonesia's crop. Other coun- 
tries afflicted with the fungus, such as Sri 
Lanka, switched over to tea plantations but 
Indonesian growers converted to the more 
resistant Robusta coffee bean. 

Today, plantations of Arabica coffee are 
restricted to elevations above 1,200-1,500 m 
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where the fungus does not grow. According 
to Daryono, Indonesian farmers will be en- 
couraged to convert high altitude Robusta 
crops into Arabica. By 1993, he says, Arabica 

ill make up 30% of Indonesia's total coffee 
production. The best prospects are Arabica 
plantations in North Sumatra, Bali, East 
Timor and South Sulawesi. 

Robusta beans however hold their own 
in the growing market for instant coffee. 
When processing instant coffee, a higher 
proportion of coffee is extracted from the 
Robusta than the Arabica bean. And, in in- 
stant form, the difference in taste between 
the two beans is negligible. In addition, In- 
donesia would like to see its Robusta used in 
more coffee blends in consuming countries. 
“For most coffee drinkers,” says Ohara, 
“Robusta is too bitter to be used by itself.” 

But to convince roasters to mix in 

usta, Indonesia will have to upgrade 
supostantially the quality of the coffee it 
grows. "Coffee has no nutritional value 
whatsoever," said one trade consultant. 
"People are looking only for quality. At the 
moment buyers are afraid to buy Indonesian 
Robusta because of fears over poor quality. 
If these fears were reduced, they would defi- 
nitely use more Robusta in blends and for in- 
stant coffee because Robusta is cheaper." 

Quality concerns are one reason why In- 
donesia has lost market share in the coun- 
tries where prices are high and demand is 
growing. Figures supplied by the coffee ex- 
porters' association show exports to the US 
falling to 26,450 tonnes in 1987-88 from 
85,478 tonnes in 1985-86 and exports to 
the Netherlands dropping to 8,553 tonnes 
from 47,805 tonnes over the same period. 

Part of the problem is that more than 90% 
of Indonesian coffee is grown on small- 
holder plots using only rudimentary pro- 
receing facilities. Beans are often picked too 
‘ ^ A common complaint by consuming 
countries is that Indonesian coffee arrives in 
unusable condition, having fermented and 
become mouldy in transport. A recent re- 
port by the US Food and Drug Administra- 
tion noted the high number of containers 
carrying Indonesian coffee which arrived in 
US ports already damaged by water and 
other fluids in transit. 

Several reasons are offered for why cof- 
fee beans are picked early: lack of know- 
ledge by farmers, a rush to pick beans before 
leaf rust sets in and a desire to sell crops and 
raise money as soon as possible. Daryono 
says coffee growers also are afraid villagers 
will steal their plants. 

A foreign agricultural expert familiar 
with Indonesia's coffee industry said In- 
donesia's difficulties in getting a higher ICO 
quota are at least partially a result of its repu- 
tation for selling poor quality coffee. If In- 
donesia wants a higher quota, it cannot just 
increase production. It will also have to con- 
vince the ICO that there is a significant im- 
provement in the quality of its coffee," he 
said. * 
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Malaysia boosts cocoa output as prices fall 


More for less 


By Carl Goldstein in Kuala Lumpur 
he world cocoa market may be in the 
* doldrums but Malaysian officials and 
growers are nevertheless enthusias- 
tic about their country's cocoa-producing 
prospects. Rapid increases in cultivated area 
during the past few years and improved 
planting methods have enabled Malaysia to 
become the world's third-largest cocoa pro- 
ducer, behind the Ivory Coast and Brazil. 

Despite two years of falling world prices 
and the prospect of even further declines, 
the Malaysian Government and private 
growers are gearing up to expand produc- 
tion. The formal launch of the Malaysian 
Cocoa Board on 18 July in Sabah, the centre 
of the country's cocoa industry, was the 
latest sign that cocoa was taking its place be- 
hind longer-established export earners, like 
natural rubber and palm oil, in Malaysia's 
cornucopia of commodities. 

Since 1985, the value of cocoa exports has 
almost doubled, rising from M$545 million 
(US$204.7 million) for 98,000 tonnes to M$960 
million for 225,000 tonnes last year. 

Weak international prices this year are 
likely to halt the rise in export value, how- 
ever. If, as expected, average 1989 prices fall 
to M$3,000 a tonne — compared to M$3,700 
last year and M$4,350 the year before — 
then projected exports of 250,000 tonnes will 
only bring in some M$750 million. 

The world cocoa market has been 
plagued by oversupply problems in recent 
years as production increases in most major 
growing regions have outpaced the rise in 
consumption in the major markets — North 
America, Western Europe and Japan. De- 
spite price falls, however, consumption of 
cocoa, used chiefly to make chocolate and 
cocoa based beverages, appears likely to 
grow only slowly, if at all. 

The London-based Gill and Duffus 
Cocoa Market Report predicts that world 
stocks for the season ending in September 
will rise to almost 1.1 million tonnes, from 
880,000 tonnes a year earlier, This would put 
the stocks-to-consumption ratio at its high- 
est level for more than 20 years. The over- 
production problems come in the wake of 
price falls which have dogged the market 
ever since it crashed in 1987, sending cocoa 
prices to their lowest levels for 13 years. 

Like other commodities, cocoa is a cycli- 
cal business. High prices in one period lead 
producers to increase output until supply in- 
evitably outpaces demand, leading to falling 
prices and, eventually, reduced production. 
Because cocoa trees take some seven to 10 
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years to reach maximum yields, however, 
there are long time lags between price 
stimulus and production adjustments. 

Although Malaysian cocoa production 
began rising slowly in the early 1970s, the 
real spur to the industry was the historically 
high prices that marked the latter part of the 
decade. Another factor was the availability 
of large areas of land left vacant by timber ex- 
traction, especially in Sabah. 

Thus, Malaysia's cocoa-cultivated area 
shot up from 30,000 ha in 1975 to almost 
124,000 ha in 1980, and then to 297,000 ha in 
1985. By the end of last year, this had risen to 
380,000 ha. Sabah showed the fastest in- 
crease. Dominated by large estates, in con- 
trast to the predominantly smallholder pro- 
duction in Peninsular Malaysia, Sabah now 
accounts for 61% of the country's total out- 
put. Peninsular Malaysia, produces 31% of 
the national crop, while the remaining 8% is 
in Sarawak. 

Increasingly sophisticated production 





techniques have also helped the rapid ex- 
pansion of Malaysia's cocoa industry. Dur- 
ing the 1970s, the switch to hybrid varieties, 
which reach maximum yields in six or seven 
years rather than 10, boosted output. More 
recently, the Malaysian Agricultural Re- 
search and Development Institute and 
specialists with leading estate companies 
have develo cocoa clones. Using the 
latest high-density planting techniques, 
these can raise annual productivity to 3,000 
kg per ha, an improvement of 50% over the 
yield from hybrid varieties. 

As clonal plantings increase, there 
should be another benefit as well. At pre- 
sent, Malaysian cocoa sells at a discount of 
up to 10% on world markets, compared to 
the benchmark West African product. Part 
of the reason is that Malaysian cocoa beans 
are smaller and vary in size, resulting in a 
higher shell content and a reduced cocoa fat 
yield. Clones should help Malaysian estates 
grow bigger, more uniform beans. 

That will go some way to closing the gap 
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between Malaysian and West African cocoa. 
Malaysian cocoa, however, also tends to be 
more acidic, according to chocolate connois- 
seurs. This, they say, obscures the bean's 
natural flavour. 

Malaysia's rise to prominence in the 
world cocoa trade has been helped by 
uncertainties in the world market result- 
ing from efforts by the Ivory Coast, the 
world's leading producer, to drive prices 
up. Early last year, the country's auto- 
cratic President Felix Houphouet-Boigny 
ordered that the bulk of the Ivory Coast's 
cocoa crop be withheld from the market. But 
other producers supplied more than 


enough to meet demand, so prices scarcely 
budged. 

But Houphouet-Boigny has adopted a 
different tack in his campaign to lift prices. 
This year's crop has been sold through block 
deals negotiated secretly with major traders, 
rather than the more usual practice of 
openly acknowledged prices. One effect has 
been to enhance the attractions of Malaysian 
cocoa. Although still regarded as inferior 
in quality, the supply is reliable and cheap. 

Stability in world markets has also not 
been helped by the unsettled state of the In- 
ternational Cocoa Council Agreement 
(ICCA), which came into force provisionally 





BUDGETS 


New Zealand pays off debts through asset sales 


Foreigners can wait 


By Colin. James ies in Wellington 


ew Zealand Finance Minister David 

Cagyil got one immediate result 

from his 27 July budget — a sharp 
fall in interest rates. His decision to raise 
no new debt domestically caught the mar- 
kets by surprise, since they came just 
weeks after Caygill had publicly resigned 
himself to a long haul in getting rates down 
and stimulating investment (REVIEW, 19 
July). 

Caygill is to use the money generated by 
asset sales and reimbursements by state- 
owned enterprises — put at NZ$2. 48 billion 
(US$1.44 billion) and NZ51.34 billion re- 
spectively — to settle domestic debts, rather 
than retire overseas debt, as has been 
the recent practice. No new net debt 





sector investment the economy needs. 
The Treasury's forecasts, published with 
the budget, are for 1.5% growth in the year 
to March 1990 and 2.8% in the succeeding 
year, resulting in rises in real disposable 
household income of 0.9% and 1.9% respec- 
tively. That is hardly enough to recover the 
government's popularity — they are 20% 
behind in the opinion polls, and elections 
must be held by October 1990. In any case, 
analysts consider the forecasts optimistic. 
The budget was solid but uninspiring. 
The forecast deficit is 1.06% of projected 
GDP, only slightly outside Caygill's self-im- 
posed target of 1%. The reduction from last 
year's 1.5% has been achieved mostly by 
increasing revenues — overall revenue is 
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in January 1987 as the successor to the 1980 
International Cocoa Agreement. A cartel of 
consumers and producers, it has been hob- 
bled by the same sort of dissension that has 
brought other commodity agreements to the 
point of collapse. 

Malaysia is under increasing pressure 
from other leading producers to join the 
ICCA as its importance in the world trade 
grows. But it appears unlikely that Malaysia 
will wish to join. "We'll continue to monitor 
its progress, but for now there are too many 
problems there for us to want in," said an of- 
ficial in the Ministry of Primary Indus- 
tries. LI 


forecast to rise by 10.8%, tax revenue by 
13.975. 

Of the NZ$3.07 billion extra tax collected 
half should come from higher incomes 
consumption. The rest will come from a 
range of rises in the company tax (from 28% 
to 33?5) and and services tax rate 
(from 10% to 12.5%) announced in March, 
changes in land tax and excise duties, and 
non-repeatable gains, notably NZ$310 mil- 
lion by making more frequent employers’ 
payment of tax withheld on wages. 

There is also NZ$380.5 million in other 
one-off revenue gains, including NZ$100 
million diverted from a tavern levy originally 
destined to pay for tourism training. 

Net of asset sales and reimbursement by 
state-owned enterprises, expenditure is pro- 
jected to rise 9.6% — 3.6% more than the 
forecast rate of inflation. This rise is partly 
due to higher unemployment benefit 
spending, projected to rise 29.1% on 1988- 
89 because of the sharp rise in unemploy- 
ment. 

The result is that state spending will rise 
from 41.9% of GDP in 1988-89 to 42.37 = 
1989-90, before falling to 41.15 
1990-91 and 40.395 in 1991-92, mainly 


will be needed to fund the budget 1988-89 1988-89 — 1989-99  & asa result of falling debt servicing 
deficit, projected at NZ$729.2 mil- NZ$ million forecast actual forecast payments. 
lion. Spending More austerity lies ahead. Caygill 
Financial markets, which had ex- NA don per m reiterated his determination to elimi- 
pected a funding programme of any- ped ree ANS. nate the deficit in the 1990-91, which 
thing up to NZ$1.3 billion, reacted ren Mv cm a ets i2 on current policy settings will require 
quickly to the prospect of a scarcity of Social services 9.0614 91233 102921 spending cuts or revenue gains total. 
new paper. Rates on benchmark five- Health — 3,622.7 36393 = 37911 ling NZ$1 billion. Few one-off rev. 
year stock, which had at last eased Debt servicing a AR 4,720.0 enue opportunities remain, whick 


below 13% after averaging 13.2% in 
the six months to June, closed at 
12.71% on 28 July. Rates for 90-day 





_ 530.8 


suggests that ministers will have tc 
face up to some nasty spending 
choices next year. 


bills also fell sharply, to 13.17%, after Company income tax 2300.0 1902 ^ 22050 This also has implications for so 
averaging 13.45% in the month be- Asia cs pis oe, see cial policy — already restricted by the 


fore the budget. 

Apparently, the decision to avoid 
domestic funding was taken on 
the advice of the Reserve Bank, ig- 





729.2 


austerity package announced ir 
March. The earnings-related acciden 
compensation scheme is to be widen 
ed in 1991 — but only a sketchy out 


. P Financial deficit -953.9 : 
noring the Treasury’s concern over desit de eue alien ond line of the change was given 
the continuing high level of overseas repayment of SOE debt 22605 1,732.5 3,098.8 suggesting that arguments over the 
debt — still 26% of GDP. There levels of the benefits are not yet set 
are doubts over whether the cut in in- Nol: Fendi Wer end Chenin rem March to ke io ha Sane caer to 90 done tled. The current jumble of benefit: 


terest rates can be maintained, and 
whether it will stimulate the private- 
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are to be rationalised into a flat rate 
also in 1991. E] 
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ECONOMIES 


China's squeeze drives funds into unofficial market 


An uneasy calm 


By Louise do Rosario 


hina's monetary system, under siege 
C in 1988 from capital-hungry Chinese 

enterprises competing for funds to fi- 
nance high growth, has regained stability 
after nearly a year of vigorous tight manage- 
ment. Growth of credit has slowed, while 
bank savings have steadied. 

But accompanying this return of calm is a 
new financial boom outside the control of 
| A tate banking system, widespread loan 
aeraults and an acute shortage of working 
capital, especially among state enterprises. 
Chinese say that, just as ships disappear 
without trace in the Bermuda Triangle, so 
credit extended to state firms is never seen 
again. 

Compared with last year's bank runs and 
uncontrolled credit expansion, these prob- 
lems are more manageable and allow bank 
managers time to tackle other long-standing 
issues, such as the big volume of accumu- 
lated bad debts. The focus of China's eco- 
nomic crisis has shifted to the central gov- 
emment deficit. This deficit is being used to 
pay for increased subsidies which create the 
illusion of a rise in urban living standards, 
despite economic stagnation. 

In tackling new problems, banks are 
reverting to administrative methods — 
toughly worded directives and punishment 
— instead of confronting their debtors with 

market discipline of bankruptcy and 
stic interest rates. 

Banks continue to lag behind China’s 
newly evolved financial situation, two 
academics wrote in an article published in 
the Peking-based Financial News on 20 July. 
Making unusually bold criticisms ata time of 
appeals to orthodox ideological discipline, 
the writers said the banking system is react- 
ing passively in simply using more credit 
controls, which is keeping large amounts of 
money outside the system. 

There is also not enough research into 
the growing importance of cash in the over- 
all money supply, they said, and into how to 
better manage the existing banking struc- 
ture in which, at its head, the policymaking 
People's Bank of China (the central bank, 
PBOC) supervises subordinate specialised 
banks. If no satisfactory answers are found, 
they argued, there will be more boom-and- 
bust financial cycles, with wider swings 
each time. 

The cycle this time has yet to hit the bot- 
tom. The quarter-to-quarter growth rate of 
bank credit dropped slightly from 21-2376 
for each of the first three quarters of 1988 to 
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17% for the fourth quarter. For January to 
March this year, the rate was 1676. 

Bank loans for industrial production, 
commerce and fixed-asset investment en- 
joyed a 18-20% growth in the first three 
months of this year. Since lending for these 
three categories account for three quarters 
of total state lending, clearly the squeeze is 
still not serious. Lending to urban collec- 
tives, private traders, rural units, construc- 
tion firms and distribution units, however, 
has slowed. 

Cash in circulation, meanwhile, grew by 
45.5% in the first quarter of 1989, nearly the 
same as the 46.7% and 45.7% growth for the 
preceeding two quarters. While economists 
say such growth is a natural consequence of 
the rapid monetarisation of China’s econ- 
omy, conservative planners are concerned 
at the excess liquidity. It appears that indi- 
viduals and enterprises alike are hoarding 
large sums of cash — the main form of 
money in a society where other financial in- 
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struments are rare — so that banks are com- 
pelled to put more in circulation all the time. 
The share of cash in the total money supply 
has been rising, from 20% of total bank sav- 
ings at end-1987 to 28% in the first quarter of 
1989. 

(With the scarcity of capital, the four- 
year-old interbank market has become a len- 
ders’ market. The monthly interest rate for 
most short-term loans has risen from 7.66% 
— an annualised compound rate of 242% a 
year — in January to 9.46% in March. Busi- 
ness volume has also shrunk from Rmb 
48.51 billion [US$13 billion] to Rmb 41.9 bil- 
lion over the same period because there 
were fewer lenders.) 

. Urban bank savings are a bright spot, 
with the decline of its growth rate checked, 
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thanks to the index-linked interest rates. The 
rate is currently 13.64% for three-to-eight 
year fixed deposits. There was panic last 
year when bank officials saw the urban sav- 
ings’ growth rate drop from the usual 40%, 
to 28% in the third quarter of 1988. In the 
first three months this year, such savings — 
the main source of funds for banks — grew 
to 29% on a quarter-to-quarter basis. 

Compared with the previous two short- 
lived financial squeezes in early 1986 and 
late 1987, the current squeeze is long-lasting. 
Implemented last September, there are no 
signs of the major credit relaxation that 
Chinese enterprises have long been hoping 
for. The last two squeezes were relaxed re- 
portedly on the intervention of disgraced 
party boss Zhao Ziyang, now accused of ad- 
vocating an expansionary monetary policy 
to achieve high industrial growth. 

To ensure that the disruptions caused by 
previous crude, sudden squeezes would not 
be repeated, bank managers this time round 
have made exceptions to certain priority 
areas at different times. In the fourth quarter 
of 1988, more funds were made available to 
state commercial units to procure farm pro- 
duce. As production of state industries fell to 
5.2% in the first quarter this year, banks also 
provided them with more money, which 
raised growth slightly to 6.1% for the first 
half of this year. 

The squeeze, however, has led to the 
growth of a big financial market outside the 
banking system. Private lending has 
boomed, with interest rates many times 
higher than the official rates. In rural areas, 
according to a bank official writing in the Fi- 
nancial News on 31 May, such loans 
amounted to Rmb 40 billion. 

Despite a ban by the PBOC, enterprises 
are still raising capital by selling shares to 
employees. Chinese industry sources esti- 
mate that in 1988, this form of capital raising 
totalled Rmb 10 billion, equal to about 10% 
of total state loans. 

Another side-effect of the squeeze is loan 
defaults and delayed payments which are 
bringing many factories to a standstill. 
The Financial News reported that the prob- 
lem is especially serious with heavy-machin- 
ery enterprises because their clients, mainly 
subcontractors of big projects and factories 
upgrading technology, have defaulted. By 
the end of March, 20 leading heavy-machin- 
ery enterprises, for example, owed others 
units Rmb 260 million, while they were 
owed Rmb 560 million. Total outstanding 
debts of state industrial and commercial en- 
terprises to other units was Rmb 32.64 bil- 
lion, while other enterprises owed them 
Rmb 49.74 billion. 

The Industrial and Commercial Bank, 
the biggest state bank in terms of assets, has 
sent special task forces to five northwest pro- 
vinces to clear up Rmb 100 billion worth of 
such chained loans. Banks trying to unravel 

this tangle often find themselves providing 
more loans instead of recovering them. — & 
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Bush, the man of steel 


ust how much of a “liberalisation” is 

President Bush's recent “steel trade 

liberalisation programme," under 

which volun restraint arrange- 
ments (VRAs) will be extended for two and a 
half years, while some way to remove “un- 
fair trade practices" is sought? Is Bush really 
a free trader, or is he turning out to be a 
closet protectionist? Washington pundits 
believe the decision puts him in the free- 
trader camp — on balance. Asia can cele- 
brate cautiously. 

The US steel industry has done very well 
by the five-year steel VRAs which former pre- 
sident Reagan negotiated in 1984. With 
global oversupply and a strong US dollar, 
US steelmakers had deluged Washington 
with complaints that cheap steel was being 
dumped in the US by supposedly heavily 
subsidised foreign competitors. 

In fact, so many complaints were filed 
that investigating them all would have over- 
loaded the system — and probably offended 
a goodly number of allies and friends. So 
Reagan — the great free trader in principle 
and the most prolific author of trade-restrict- 
ing measures in memory — went for bila- 
teral deals with steel-exporting countries, 
winning “voluntary” restraints. 

Under the deal 29 countries, including 
Japan, South Korea and Australia, were 
threatened or cajoled into limiting their total 
steel exports to just under 20% of the US 
market. In return, domestic steelmakers 
were persuaded to drop their anti-dumping 
petitions. 

Today, US steelmakers acknowledge 
that, thanks to import quotas and a cheaper 
US dollar, they are competitive once again. 
And back in the black — last year the indus- 
try chalked up US$2 billion in profits. 
Nevertheless, steelmakers argued that more 
time — five more years is the current esti- 
mate — was needed for them to modernise 
their operations further. 

Critics argued that protection was no 
longer necessary (if it ever was), and should 
end when the current VRAs expire in Sep- 
tember. Bush — nothing if not pragmatic — 
has come down right in the middle, and 
slapped on another two and a half years of 
protection. 

This is only the second major trade deci- 
sion Bush has had to make — and Washing- 
ton pundits are still reading the entrails in 
the hope of uncovering a consistent trading 
philosophy. (Bush's first major trade deci- 
sion was to designate "unfair traders" under 
the "Super 301" provision of the trade law. 
Here, too, Bush came out in the middle, 
doing just enough to satisfy a truculent Con- 


gress while trying also to minimise the of- 
fence given to the named culprits.) 

"Protection is protection, not liberalisa- 
tion," says an Australian diplomat, who 
feels Bush ought to have abandoned steel 
VRAs altogether. The decision also upset 
ideological free traders such as the Cato In- 
stitute and the Heritage Foundation. 

But by and large, both pro-VRA forces 
(steelmakers, steel labour unions and their 
friends in and around the Congress) and 
anti-VRA forces (steel users, foreign steel- 
makers and their congressional friends) 
tend to feel that Bush has inched towards 
freer trade. The pro-VRA forces think the de- 
cision was misguided while the anti-VRA 
forces feel Bush was correct, and maybe 
even courageous. 

Sen. John Heinz complains that by fixing 
a date when the quotas will end, US 
negotiators are deprived of leverage over 
foreign governments in eliminating sub- 
sidies and dumping. Anti-VRA groups say 
the Bush decision is “the light at the end of 
the tunnel,” at least for steel users. They add 
that the VRAs never constituted a leverage — 
most steel exporters have come to cherish 
the VRAs, which give them a guaranteed 
market at a high price, and are terrified of 
dealing with the newly strengthened US 
system of dealing with dumping and sub- 
sidy allegations. 

One lesson — heartening for Asian trad- 
ers — is that not only outright protec- 
tionism, but also “protectionism in disguise” 
— epitomised by calls for “fair” trade and 
“reciprocity or retaliation” — faces consider- 
able opposition in Washington. 

That opposition is not least within Bush's 
cabinet. In this argument, Labour Secretary 
Elizabeth Dole emerged as probably the 
most protectionist member, arguing for a 
five-year extension of the steel pacts. 
Ranked against her were Treasury Secretary 
Nicholas Brady, budget director Richard 
Darman and Council of Economic Advisers 
chief Michael Boskin, who wanted only a 
two-year extension. 

In the middle, Commerce Secretary 
Robert Mosbacher and US Trade Represen- 
tative Carla Hills played with “four minus 
two” and “two plus two” formulas, either 
exempting well-behaved countries from a 
four-year protection scheme or penalising 
the uncooperative ones for two further years 
beyond a two-year scheme. 

The outcome also was also a demonstra- 
tion of the new lobbying power of the steel 
users. Disguised protectionists have argued, 
often successfully, that Americans should 
pay a little extra to help US industry combat 
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unfair foreign competitors. But in this case 
the consumers (steel-using companies) are 
also an important part of US industry. The 
deepened interdependence at all levels of 
world production has made arguing for pro- 
tection a considerably more complex task 
than previously. 

The lobbying was organised by the 300- 
plus member Coalition of American Steel- 
Using Manufacturers (CASUM). Led by 
Caterpillar, the biggest user of plate steel in 
the US, CASUM emerged as one of the heet 
organised and most effective anti-prote 
lobbies in US industrial history. 

CASUM ran a clever campaign, deploying 
reports by the neutral International Trade 
Commission and the General Accounting 
Office and tailoring its message for the pro- 
tection-prone US legislators. It stressed that 
steel VRAs exempted foreign unfair traders 
from US trade laws, and pushed up the 
price of US products, thus costing US steel- 
using manufacturers billions of dollars in 
lost sales and resulting in a significant in- 





Bush: in free-trader camp. 


crease in imports containing steel. The VRAs 
may have saved jobs in the steel industry, 
but they cost many more jobs in the steel- 
using industries, CASUM argued. 


CASUM could not get the participation of — 


General Motors, the biggest steel user, but 
did prompt it to present its own moderate 
case — including a call for a speedier and 
less onerous "short supply" procedure, 
under which a domestic consumer who is 
unable to obtain domestic steel can import it 
regardless of quotas. 
Perhaps there is a moral in all this for 
Asia's textile and garment exporters. 
m Susumu Awanohara 
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INVESTMENT 


The Philippine army’s pension fund is on a spree 





By Rigoberto Tiglao in Manila RA 
n unlikely Philippine financial institu- 





tion, the Armed Forces of the Philip- 
pines (AFP) retirement fund, has been 
on an investment spree. Over the past 
month, the fund has spent about P450 mil- 
lion (US$20.6 million), much to the delight 
doa of Manila's larger cash-strapped 

The Retirement and Separation Benefits 

m (RSBS) was set up in 1976 partly to 
vuna up officer support for the martial law 
regime of former president Ferdinand 
Marcos. Under a Marcos decree, it was 
capitalised with a P200 million endowment 
and classified as a pension fund. 

The fund receives 5% of the monthly 
salaries of the country’s 150,000 military per- 
sonnel. But unlike a proper pension fund it 
merely returns to the soldier his contribu- 
tions, without interest, when he retires. 

However, by the year 2000, the RSBS 
is expected to take over the burden of sold- 
iers’ actual pensions, which is presently 
paid from the AFP’s budget and the social 
security system for government employees. 

In just 13 years RSBS has 
grown to become one of the 
country’s largest financial in- 
stitutions. It now has an equity 
base of P2.4 billion — which 
would rank it among the coun- 
t=- 100 largest firms. 

ve non-profit, tax-exempt 
organisation is run mostly by 
officers with graduate degrees 
in business administration. In 
fact the fund’s expansion’ has 
been one of the happier, and 
more unexpected, conse- 
quences of the military's strategy of sending 
officers to management schools so that they 
could run key companies if forced to do so 
under martial rule. 

A select group of 22 prime companies 
has every right to feel delighted with the mi- 
litary’s foresight. The RSBS has provided the 
cheapest source of long-term loans in the 
country and in Manila, where nearly all 
bank lending is on a short-term, rollover 
basis, its funds have proved especially bene- 
ficial. Since 1986, it has been practically the 
only financial institution extending three to 
seven year funds at fixed interest rates. 

Its lending portfolio to these 22 com- 
panies is now P'1.8 billion, and RSBS officials 
say this is likely to rise to P2.5 billion by the 
end of the year. Among its clients are Mani- 
la's top companies, including: Andres 
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soldiers 





Soriano Corp., San Miguel Corp. subsidiary 
Monterey Farms, another Soriano sub- 
sidiary Phelps Dodge, Enrique Zobel's Solid 
Cement Corp., multinationals Eveready 
Battery Co. and Philips Industrial Develop- 
ment, Philippine Long Distance Telephone 
Co., and Manila Electric Co. Another of the 
fund's borrowers is the Swedish-controlled 
Phimco Industries, the match-making firm 
associated with Juan Ponce Enrile, former 
Marcos and Aquino defence secretary and 
now a member of the senate. 

Over the past month, however, RSBS has 
shifted heavily into equity investments, 
wrapping up agreements for three major 
ventures — a stake in a bank, a soft drink 
venture and a real-estate development pro- 
ject. 
The fund teamed up with Banque In- 
dosuez to buy into Producers Bank of the 
Philippines, an ailing medium-sized com- 
mercial bank which has been the subject of a 
central bank recovery p e. The RSBS 
investment of 2220 million for 20% of the 
bank's equity appears to be a bargain. Fund 
president Jacinto Galang — a former chief of 
staff of the Philippine Constabulary — em- 
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phasised that the purchase would be on a 
clean-book basis. 

The RSBS has made the investment 
through the government's debt-to-equity 
scheme. This means it has used its own for- 
eign exchange to settle a Philippine foreign 
debt — probably government debt paper — 
at a market discount. It will then have been 
repaid in pesos which, under the scheme, 
had to be invested — in this case in the Pro- 
ducers Bank of the Philippines. With dis- 
counts for Philippine debt papers ranging 
from 20-30%, RSBS is likely to have spent 
only about P176 million for its P220 million 
stake in the bank. 

Jose Robert Javier, a special assistant to 
the RSBS president, is apparently the man be- 
hind the fund's dealings. Javier was until 
1986 a close aide of Marcos' former finance 
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minister Cesar Virata, who was in charge of 
foreign debt negotiations. RSBS' debt-to- 
equity conversion has been among, the very 
few approved recently by the central bank. 

In a second deal, RSBS joined a major in- 
dustrial venture led by Luis Lorenzo, a 
member of the central bank's board of direc- 
tors and considered to be one of President 
Corazon Aquino's trusted advisers. A 
Lorenzo company is a major recipient of 
RSBS' long-term loans, according to officials. 

The venture involves the takeover of 
Pepsi-Cola Bottling Co. of the Philippines, 
which has shared the soft-drink market with 
the Coca-Cola franchise run by San Miguel. 
RSBS will invest P150 million in a new firm 
named Premiere Beverage (capitalised at 
P740 million) that will take over both the 
Pepsi-Cola International franchise and the 
bottling operations. 

The third RSBS venture was finalised in 
June and involves a P510 million con- 
dominium project in Manila's Chinatown. 
The fund will have a P40 million equity 
stake in Chinatown Steel Towers, Inc. 
(capitalised at P100 million) and will be ex- 
tending to the firm a long-term P40 million 
loan. RSBS' ers in the venture are the 
Atlantic Gulf and Pacific Co. of Manila and a 
group of Chinatown landowners led by 
Peter Sy. 

These new acquisitions will triple the 
fund's equity investments which had stood 
at P157.8 million. Its biggest single holding 
had been in Philippine Commercial Interna- 
tional Bank (P76 million), an investment it 
made when the Gokongwei and 
Lopez group, which beat RSBS in 
bidding for the bank, im- 
mediately sold part of its hold- 
ings in a buy-back agreement to 
RSBS in order raise the funds for 
the purchase. 

For a military institution set 
up under Marcos' aegis, RSBS 
has uncharacteristically evaded 
the fate of other such organisa- 
tions. The Philippine Veterans 
Bank collapsed in 1980 as a re- 
sult of what central bank officials 
had claimed was a systematic looting of the 
banks’ funds through so-called “behest 
loans” to military officials linked to Marcos’ 
former AFP commander general Fabian 
Ver. Behest loan is the popular Manila term 
for a loan taken from an institution “at the 
behest” (read directive) of a powerful offi- 
cial. 

RSBS president Galang says the fund was 
not milked because it “was too small to be 
noticed.” However, in his first annual report 
as president, Galang referred to the fund 
suffering from an “income drag [due to] 
poor performing accounts inherited from 
the past administration.” In 1986, the fund 
had past due loans and loans under litiga- 
tion amounting to 2306 million, a level 
which had been reduced to P225.8 million 
by the end of last year. * 
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COMPANIES 


Manufacturers have record profits, but falling margins 


Diminishing returns 


By Nigel Holloway in Tokyo 


he profits of Japanese manufacturers 

are booming thanks to a strong 

domestic economy and stable ex- 
change rates. But the full picture is not as 
rosy as the headlines suggest. Manufactur- 
ing earnings as a return on sales and on as- 
sets have been falling since the high-growth 
era of the 1960s. Although profit margins are 
now improving, analysts do not expect 
them to regain the sort of levels that were 
seen before the first oil shock in 1973. 

The ratio of operating profit to sales for 
1,000 manufacturing firms tracked by the 
Japan Development Bank (JDB) peaked at 
9.3% in 1969, sagged to 4.5% in 1975, rose 
again in the late 1970s before dropping to a 
low of 3.5% in the year to March 1987. 
Operating margins climbed by a percentage 
point in fiscal 1987 and possibly by another 
point the following year, analysts say. But 
profit growth is slowing now that com- 
panies have recovered from the effects of the 
high yen. Operating profits as a percentage 
of assets provide a similar picture, peaking 
at 10% in 1969 and falling to 5% by fiscal 
1987. 

If depreciation were included in the pic- 
ture, the decline in profitability would be 
more dramatic. As a ratio of sales, the rate of 
depreciation has fallen from 4.4% in 1965 to 
2.7% in fiscal 1987. And manufacturers are 
having to eke those narrower margins from 
a more mature market. Sales grew at a com- 
pound annual rate of 15.5% in 1965-74 and 
by 7.4% a year in 1975-84. From peak to 
trough, turnover growth in 1969 was 26% 
and only 3.8% in 1987 for 322 manufacturers 
watched by Wako Research Institute. Sales 
rebounded this year and last (when turn- 
over rose by 8.6%), but again by nothing like 
the degree needed to return to the halcyon 
days of the 1960s. 

Why has there been a long-term decline 
in profitability? The short answer is that life 
has become a lot more competitive for Ja- 
panese manufacturers both at 
home and abroad over the past 
25 years. It is easier to make a 
fat profit margin when sales are 
growing at a double-digit rate, 
particularly when the domestic 
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market is heavily protected as 
Japan's was until the mid- — 
1970s. But since then, tarifs 
and quotas (that is, the visible —  . 
barriers to free trade) have tum- — 


bled to among the lowest in the 
developed world. Local mar- 
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kets are still highly regulated by restrictive 
practices and red tape, but these may not 
have benefited Japanese manufacturers as 
much as middlemen. 

Raw material costs have moved up and 
down from year to year, and over the long 
term, processors and assemblers have 
learned to use them more efficiently. Wage 
costs have not risen as fast as productivity 
growth. What has shown a consistent in- 
crease, though, is the ratio of marketing 
costs to sales. This has grown from 9.2% of 
turnover in 1969 to 16% in 1987. As markets 
mature, manufacturers have to try harder to 
increase their share of demand. More 
brands are introduced and these have to be 
supported more expensively. 

If this is true for the Japanese market, the 
forces of competition are even stronger over- 
seas. As manufacturers have become more 
dependent on exports over the years, their 
margins have been squeezed. Even during 
1979-85, when the yen was weak against the 
US dollar, profit margins were declining. 

Akio Mikuni, who runs a credit-rating 
agency, argues that those industries most 
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heavily exposed to the US market have seen 
a sharper decline in profit margins than 
other types of manufacturers. The Japanese 


have tended to charge what they think their 
U 


S customers could afford, thus raising 
prices by less than the exchange-rate shift 
would dictate. 

Electrical equipment makers saw their 
sales margins fall from 6.2% in 1985 to 2.7% 
in 1987 as the yen rose sharply against the 
US dollar. But car makers’ profitability did 
not decline nearly as much. Over a 25-year 
period, manufacturers’ profits as a whole 
have followed those firms at the leading 
edge of exports — downwards. 

These long-term trends might be less of a 
worry if Japan's competitors were moving in 
the same direction. They are, but the decline 
in operating profit margins does not appear 
to be as steep as in Japan. A survey of US 
manufacturers (admittedly a smallerba — f 
185 companies) shows that margins aver- 
aged 10% in the late 1960s and 8.5% in 1980- 
85. Direct comparisons are difficult because 
of the different accounting principles in the 
two countries. More to the point, both infla- 
tion and interest rates have been higher in 
the US than in Japan for most of the period. 

If international comparisons are treacher- 
ous, what about the historical trend within 
Japan? Kazunori Amari of Wako Research 
Institute argues that the 1965-89 period 
should be divided into two parts; a sellers' 
market before the first oil shock, followed by 
a much more competitive environment. 
Seen in this light, profit margins are now re- 
turning to their post-1975 level of 5-6% of 
sales, a respectable rate when it is remem- 
bered that interest rates and inflation are 
now much lower than they were in 1975-80. 

The rock-bottom cost of money has 
helped manufacturers in two ways. lt 
means that firms do not have to earn a ^*^ 
return on the capital they invest to mé — 
profit. And second, the plentiful supplies of 
liquidity have enabled them to borrow less 
and to raise more equity than before. Until 
fiscal 1986, manufacturers paid out more in 
interest charges, dividends and foreign-ex- 
change fees than they took in from their sav- 
ings. Since then, falling interest rates and 
more active zaiteku (the financial manage- 
ment of surplus cash) have let manufactur- 
ers turn a small non-operating profit. 

Recurring (operating plus non-operat- 
ing) profit is the yardstick by which Japanese 
investors measure perform- 
- ance. As a percentage of sales, 
— & recurring profit was 4.7% in fis- 
$ cal 1987 for the 1,000 manufac- 
turers surveyed by JDB. That is 
still lower than the 6.5% re- 
corded in 1969, but a big im- 
provement on 1.6% in 1975. 
Wako predicts that recurring 
profits for the 322 manufactur- 
ers it watches will rise to 5.9% 
of sales in the current year 
against 5.5% in fiscal 1988. m 
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egetables, with the possible excep- 

tion of Korea's beloved kimchi, are 

not staples. As a result, they have 

been overlooked as scientists 
working on the nutritional problems of the 
developing world focused their research on 
rice and other cereals. 

Yet vegetables are vital, both for their 
contribution to diet and the extra cash they 
can bring in to supplement the income of 
poor farmers. Many vegetables are rich in 
vitamin A, for example, deficiency of which 
c 25 malnutrition and related diseases 
t — ighout much of India, Bangladesh and 
Sri Lanka. 

(Among other things, deficiency of vita- 
min A causes nyctalopia, an inability to see 
normally in dim light. For this reason, 
World War II night fighter crews were en- 
couraged to eat carrots which is particularly 
rich in vitamin A.) 

Most of what we know about vegetables 
concerns varieties grown in temperate re- 
gions. Although vegetables are the major 
source of vitamins and minerals in Asian 
diets (especially in largely vegetarian India) 
information on tropical crops has been 
sketchy by comparison. Since its foundation 
in 1971, the Asian Vegetable Research & De- 
velopment Centre has been attempting to 
plug the gaps in our knowledge. 

The centre is located 40 minutes' drive 
outside the old Taiwanese capital city of 
Tainan, among lush green fields belonging 
to some of the best vegetable farmers in the 
v 1. Here, the institute's scientists choose 
vegscibles which are particularly rich in vita- 
mins, minerals and protein. From their col- 
lection of 30,000-plus varieties, plant breed- 
ers select the most promising candidates, 
adapt them for tropical conditions, then 
teach agricultural workers the best methods 
of growing the improved varieties. 

Work has concentrated on six vegetables. 
Mung and soy beans were selected for their 
protein content; sweet potatoes and to- 
matoes for their vitamin A; Chinese cabbage 
and peppers, the most recent addition to the 
list, for their high all-round nutritional 
value. 

With soy beans, the centre's scientists 
have been successful in doubling yields, to 
3.5 tonnes per ha. But there are cultural bar- 
riers to the application of this work in some 
parts of the region: soy beans are widely 
eaten in East Asia, but not elsewhere. 

Mung beans, by comparison, are a very 
common legume throughout Asia, though 
how they are consumed varies considerably 
from place to place. Mung is the most com- 
mon form of bean sprout used in Chinese 
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cooking, whereas in India the beans are ap- 
parently prepared in the same way as split 
peas and lentils. 

But, whereas soy beans had been sys- 
tematically studied in the West, mung beans 
had never been completely domesticated 
and their yield was low. A semi-wild crop is 
a nuisance for the farmer, because it matures 
erratically, and thus cannot be harvested all 
in one go. The Taiwan-based institute has 
managed to tame the mung, and as with the 
soy, double its yield, to about 2 tonnes per 
ha. 

Tomatoes (though technically a fruit) 
classify as the most widely grown and con- 
sumed vegetable in the world. They are a 
particularly attractive crop for a developing 
country, because in addition to their im- 
mediate food value, tomatoes can also be 
processed and sold. They are thus poten- 
tially a good source of additional income and 
employment. 

The snag has been that tomatoes are es- 
sentially a — cool, dry-climate crop — plant 


> 


Tending tropical tomatoes: vitamins. 


them in the tropics and they grow, but do 
not fruit. Through careful genetic manipula- 
tion, however, the centre’s breeders have 
managed to overcome the plant's instinctive 
dislike of heat. Thus far, 65 of their varieties 
have been released to 26 countries all over 
the world. 

Sweet potatoes are familiar to US families 
as a bright orange delicacy which accom- 
panies their Thanksgiving turkey. In Asia, 
however, the sweet potato has historically 
played a very different role. An unappetis- 
ing dry, white, fibrous tuber, the sweet 
potato has been used as animal feed — and, 
in times of crisis, as a supplemental staple, 
when for some reason the normal staple is 
scarce or unavailable. 
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The green-fingered science 


The challenge was thus to cross the 
American variety with its Asian cousin to 
make the Asian sweet potato more attractive 
as food. But there was also a second prob- 
lem to be overcome by the improved vari- 
eties of sweet potato weevils. 

Since screening failed to throw up a 
weevil-resistant strain and since weevils 
have no natural predators, the institute’s en- 
tomologists were forced to devise another 
strategy of dealing with the pest. Instead of 
recommending that farmers spray with 
costly, environment-damaging insecticides, 
they developed a four-pronged approach 
based on the techniques of integrated pest 
management. 

Farmers are encouraged to rotate crops, 
to uproot morning glory plants — which 
provide a home from home for weevils — to 
dip cuttings in an insecticide solution and, fi- 
nally, to set traps containing as bait a sex 
pheromone, minute quantities of which are 
enough to attract male weevils in droves. 

In addition to research on its six core 
vegetables, the centre also serves as source 
of seeds and information, to help national 
agricultural programmes function more ef- 
fectively. Vegetable production is very loca- 
tion specific: by building up a database on 
the performance under a variety of different 
soil and other environmental conditions of 
some 70 different vegetables, the centre is 
able to recommend species that suit local 
conditions best. 

Another potentially important area of ac- 
tivity is the institute’s work on gardens. It 
has demonstrated that even a small, 16-m2 
plot can provide enough vitamins and min- 
erals for a family of five. Even town-dwellers 
could grow some of their own vegetables, 
using simple and inexpensive polystyrene 
boxes filled with liquid nutrients. 

But despite this history of worthy work, 
at a time when the centre should be expand- 
ing, shortage of cash is forcing it to make 
cuts. Since the institute’s funding is based 
on the US dollar, the appreciation of the NT 
dollar has hurt badly. It can afford to employ 
only 10 senior scientific staff, below critical 
level. 

The institute would dearly love to take 
on an economist to assist in evaluating the 
cost-benefit relationships to farmers of its 
new varieties and production methods, but 
expansion is currently out of the question. 
Its future will depend heavily on the fund- 
raising abilities of the centre’s new director- 
general, Emil Javier, a former Philippine 
minister of science and technology who ar- 
rives to take up his post in August. 

m Bob Johnstone 
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US jet engine makers in Thai contract battle 









Buving po 


By Michael Westlake in Hongkong 


hai Airways International's last-mi- 
T nute change of mind over which 

company's engines are to power at 
least some of its new aircraft has raised 
speculation that there may be no winners in 
the new deal. 

The rupture of a long-established 
relationship between Thai and General 
Electric (GE) was confirmed on 22 July 
when a contract for eight engines was 
signed in Singapore between Thai and 
United Technologies' Pratt and Whitney (PW) 
— GE's major rivals. The contract, worth 
US$65 million, comprises two engines for 
each of three European Airbus Industrie 
A300-600s, two spares, plus spare parts. 

But it is still not known whether Thai will 
be buying more of Pw's PW4000 engines to 
power the four McDonnell Douglas (MD) 
MD11 trijets which it has on order, the four 
on which it has options, and the single four- 
engined Boeing 747-400 ultra-long-range jet 
itis waiting for. 

If these jets turn out not to be powered by 
pw, the 22 July deal makes no 
sense in the long term — or 
even in the short term. The 
new A300-600s, due for deliv- 
ery in 1991-92, will join a fleet of 
eight others which are already 
powered by GE's CF6-80C2 en- 
gines. The 747-400 is due to be 
delivered next year, joining two 
more due for delivery by the 
end of this year. If Thai decides 
now to change engines, from 
the previously ordered GE en- 
gines, it would cost several mil- 
lion dollars per aircraft and 
cause further delays in de- 
liveries which are already late. 

A delay of nine months for 
the MD11s was announced on 
26 July because of technical 
problems, which may absorb 
the 120-day delay MD said the 
engine-switch would cause. But there will 
still be extra expense involved in changing 
various parts, such as wiring and the engine 
mountings, because of costs already incur- 
red by various MD suppliers. 

Industry estimates of the total costs in- 
volved for the 747 and A300 changes are 
around US$9 million, which will have to be 
paid in cash by Pw. Also involved are con- 
cessions in the form of credits offered by Pw 
to Thai, which for the A300-600s alone are 
reported to total US$25.5 million, against a 





PW4000 engine: long-running global battle. 
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total of US$3.75 million offered by GE. Set 
against that is the thinking that the PW deal 
might involve a package of up to US$500 
million in engines for future aircraft. 

The affair is a small skirmish in a long- 
running battle between GE and pw, which 
have roughly even shares of the worldwide 
airline engine market. Of the two types of 
big engine in contention, each supplier has 
more than 1,200 delivered or on order, each 
priced at US$6-7 million. 

But because an engine supplier reckons 
to earn about three to four times the initial 
cost of an engine through after-sales service 
over an aircraft's 20-year life, huge discounts 
on first sales are standard procedure to buy 
into a long-term relationship. 

Until the advent of wide-bodied aircraft 
in the late 1960s, an airline's engine choice 
was severely constrained — PW had about 
90% of the market, Britain's Rolls-Royce 
about 7-8% and GE the rest — though GE 
was a major supplier of military jet en- 
gines. 

Even with the arrival of the 747, DC10 
and Lockheed TriStar in the early 1970s, a 
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mixture of corporate and international poli- 
tics, plus production commitments, brought 
each aircraft to market sporting only one 
type of engine on each. 

The 747 was first offered with Pw engines 
because GE was too busy powering the mili- 
tary Lockheed C5 Galaxy transport to com- 
pete, and PW's problems with its first big en- 
gine added to the 747's early woes (which 
nearly killed Boeing). The TriStar was of- 
fered exclusively with the Rolls-Royce 
RB211, and that engine's early problems 
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were a major factor in driving Lockheed out 
of the airliner business. 

Because the Tristar competed head-on 
with the DC10, the MD aircraft was supplied 
almost exclusively with GE engines — Gt 
had by then used its experience with big mi: 
litary engines on the C5 to develop the CF 
civilian engine, and went on through ¿ 
technology-transfer deal in France to grab al 
the early business with Airbus fleets. 

But, in time, all three major engine 
suppliers offered derivatives or new engine: 
for all types of wide-bodied airliners, giving 
airlines the chance to play one off against the 
other for the best deal. 

Although most airlines prefer to stick 
with one engine supplier because of the 
economies of scale in workshop tooling anc 
training, these economies can be out 
weighed by sacrificial pricing and attractive 
financing if a supplier feels it is worthy _ 
buying into a particular market. There i: 

a potential safety problem involved in air 
crew having to handle two different types o! 
engine. 

Buying an engine means buying a 15-20- 
year relationship with the supplier, if an air 
craft is retained for its full life. Such long re 
lationships have been maintained, for in 
stance, between PW and Japan Air Line: 
(JAL), Singapore Airlines and the US North 
west Airlines — and, for the past 14 years 
between GE and Thai, among many others. 

But two years ago, GE managed to ge 
aboard JAL’s order for 20 747-400s, and ear 
lier this year it outmanoeuvre 
PW in Indonesia for Garuda' 
orders for six MD11s. 

GE must have felt its re 
lationship with Thai was se 
cure. Thai already had abou 
100 GE engines; Thai was a 
ready using GE engines on ind 
vidual fleets due for expar 
and anyway GE as the bea. ic 
cord for in-flight reliability of a 
three suppliers and an exceller 
reputation for product suppor! 

The fact that the normall 
conservative, even staid C 
reacted to PW's intrusion int 
Thai with a press releas 
couched in terms little sho 
of vitriolic indicates ho 
staggered GE was by Thai's d 
cision. 

The release said Thai 
stated motive — that it wanted more tha 
one engine supplier — defied economi 
logic. It claimed that sticking with GE rathe 
than introducing a new engine would sav 
Thai more than US$145 million over 2 
years. GE also said it was baffled that th 
same management which ordered GE er 
gines for the three new A300-600s in Apr 
would move over to PW in July. 

But in at least one respect, it was not th 
same management. The airline's enginee 
ing chief, Capt. Chusak Bhachaiyud, was 
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GE supporter. He had already had to cope 
with workshop problems when the carrier 
absorbed the domestic Thai Airways fleet, 
including some narrow-bodied aircraft with 
smaller pw engines. With skilled labour in 
short supply and more work to cope with, 
the last thing he wanted was further compli- 
cations — so he made a strong economic 
and infrastructural case for sticking with GE. 

But Chusak was part of the "Gang of 
Five" Thai executives who had fallen foul of 
the Royal Thai Air Force chiefs who now run 
the airline (REVIEW, 18 May). The air force 
men, who have no civil aviation back- 
ground, responded to Chusak's arguments 
in favour of sticking with GE by demoting 
him — Capt. Chusak is back flying airliners. 


Some observers feel that Thailand's na- 
tional aspirations may have played a more 
important role in the decision than any per- 
ceived benefit to the airline. For instance, the 
air force is buying US-supplied F16 fighters 
with PW engines. These observers feel that a 
sense of patriotism may have persuaded 
Thai's chiefs that putting a PW service centre 
in Thailand would draw business from 
other Southeast Asian F16 operators, from 
Singapore and Indonesia for example. 

They also feel that government pressure 
— since denied — might have played a part, 
because government officials may have 
thought that going with PW might help solve 
Thailand's US-trade problems through im- 
proving top-level personal contacts. If this 
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South Korean distillers fear foreign competition 


Whisky gal 


By Lee Ho Jin in Seoul 
T he South Korean whisky industry 


is bracing to withstand a blast of com- 

petition when import restrictions on 
whisky are lifted next January. The worry is 
that the competition will catch the industry 
unprepared, since South Koreans do not 
have a well-established premium whisky, 
like Japan's Suntory, to sustain their pride. 

Whisky accounts for only a small portion 
of the South Korean alcohol market — about 
Won 230 billion (US$1.65 billion) of a total 
market worth about Won 2.3 trillion a year. 
However, the market is rapidly expanding, 

uth Koreans acquire the taste. 

she authorities have kept a tight lid on 
whisky imports, on the grounds that it is a 
luxury item. Under an import quota im- 
posed between July and December this 
year, whisky imports are expected to total 
Won 26 billion, about 15?6 of last year's total 
market. 

Next year's market opening is only the 
first of a series of changes distillers have to 
worry about. The government is expected to 
bow to foreign pressure and follow liberali- 
sation of imports by opening up the distri- 
bution networks, starting from 1991, That 
would mean full foreign participation in the 
marketing sector, and even possibly its di- 
rect control by foreign exporters. "It's going 
to be a mighty challenge for all of us [in the 
industry],” said an analyst from a major 
domestic distillery. 

Two distillers currently dominate the 
local whisky industry. OB Seagram, a joint 
venture between Joseph E. Seagram Co. of 
Canada and Oriental Brewery Co. (0B), 
South Korea's largest brewery; and Jinro 
Whisky, a subsidiary of the Jinro Group, 
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South Korea's biggest distiller of soju, the 
country's traditional tipple. 

With 65% of the beer market and 70% of 
the premium whisky sector, the OB group 
far outstrips its rival. Jinro sells no beer, but 
dominates the market for soju and other 
traditional spirits. It is trying to break OB's 
stranglehold over the new wine market, 
where OB's Majuang brands take about 80% 
of the market. 

The battle between the two takes place 
against a background of rising living stand- 
ards and changing tastes which mean that 
South Koreans are drinking more wine and 
more whisky. (They are also drinking more 
foreign beers, such as Budweiser, Carlsberg 
and Lowenbrau produced under licence. 
Although foreign beers command a market 
share of only 5.5%, they have grown at an 
astonishing rate over the past two or three 
years — from 99% for Carlsberg licensed to 
Chosun Brewery [brewer of Crown Beer] to 
more than 150% growth for Budweiser pro- 
duced by OB under licence.) 

But the real battle is in the premium- 
brand whisky market, which is expanding 
at about 50% a year. OB's current dominance 
is built mainly on two brands, called Pass- 
port and Something Special. Passport is 
blended by OB Seagram while Something 
Special is a Scotch bottled from malt and 
grain from Britain's Hill Thomson & 
Co. 

Jinro is counter-attacking with VIP, a bot- 
tled Scotch. In addition, it has a new 50:50 
venture with Britain's United Distillers 
Group, which produces the famous Johnny 
Walker brand, and launched Jinro United 
Distillers to offer VAT 69. 

Jinro's marketing of Johnny Walker — a 
formidable brandname among many South 
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was indeed perceived as true in Thailand, it 
was incorrect — as US officials are adamant 
in saying. 

High-level talk in GE of suing PW in the 
US for inducing a customer to breach a con- 
tract seems to have died down. Leaks from 
Thai officials indicate that there were no firm 
contracts, merely "agreements." 

But PW's victory may be more apparent 
than real. If the economics involved in the 
engine battle are perceived to be less than 
advantageous over the next few years, Thai 
might shift back to GE — in which case PW 
will have virtually given away a few engines 
for practically no long-term benefit. Ulti- 
mately, this is one battle Pw might prefer to 
have lost. x 


Korean whisky drinkers — threatens OB's 
dominance. OB's chief weapon against 
Johnny Walker Black Label is expected 
to be Chivas Regal, also widely known 
among local consumers. In the slightly 
lower price range represented by Johnny 
Walker Red Label, O8 is reportedly trying to 
compete by pursuing a new tie-up with In- 
ternational Distillers & Vintners to offer J&B 
Scotch. 

Many local distilleries are appalled by the 
prospect of the market being dominated by 
foreign brands. They complain that the mar- 
ket is being opened too abruptly, pointing 
out that Japan’s markets were not fully 
opened until 1971 — almost half a century 
after whisky distilling began. Furthermore, 
though the beer trade was opened up in 
1984 and wine in 1987, in both cases the 
domestic market had been strongly de- 
veloped. 

Meanwhile, competition between im- 
porters is also hotting up, with at least 25 
licensed importers battling for a beachhead 
position. Although whisky importers stand 
to gain by the market opening, they are 
nevertheless worried by the speed with 
which liberalisation of imports is likely to be 
followed by the opening up of distribution 
channels. Foreign imports may come to 
dominate the premium whisky market fairly 
quickly, but how quickly they can build up 
independent distribution networks is un- 
known. 

One problem importers face is high, 
some would say discriminatory, liquor taxes 
— 200% for whisky and 150% for cognac. 
They would prefer a uniform rate of perhaps 
150% covering all premium-class spirits, but 
the government is unlikely to find this pro- 
posal attractive. 

Attracted by the prospects of foreign par- 
ticipation in the distribution system, few for- 
eign suppliers are currently rushing to sign 
long-term contracts with local importers. 
But equally, few local importers are in- 
terested in spending a lot of money promot- 
ing imported whiskies when their control 
over distribution networks is threatened by 
the 1991 liberalisation. a 
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MALAYSIA 


Gaining momentum 


alaysias economic planners 

could be forgiven a feeling of 

satisfaction at the overall direc- 

tion of the national economy 
this year, even if it is bringing the country 
ever closer to that fabled newly indus- 
trialised country (NIC) status Prime Minister 
Datuk Seri Mahathir Mohamad has recently 
taken to warning against. Becoming a NIC, 
said Mahathir, will just make Malaysia a 
target for economic and political pressure 
from industrialised countries. 

Last year's strong performance, when 
GDP registered an 8?5 gain, marked 
Malaysia's recovery from the 1985-86 
recession. This year's performance is 
looking just as good. Bank Negara, 
the central bank, recently revised its 
earlier growth projection for 1989 


from 7.3% to 8%. Although the  - Seed caramel 
Malaysian Institute of Economic Re- eem and wood products — 635 41311 199 
search (MIER) is taking a slightly Eo iie p me Ñi d s 


more conservative stance, having 
recently raised its forecast from 7.195 





showed that business expected third-quar- 
ter production to rise about 6% over the sec- 
ond quarter, with domestic sales increasing 
by 5% and exports by 8-10%. 

Investment in new plant and machinery 
rose about 10% during the second quarter. 
Although this was a bit slower than the first- 
quarter pace, it should be enough to provide 
a foundation for continued growth the rest 
of the year. One notable change this year 
has been the strong levels of capital invest- 
ment by domestic interests in contrast to the 
period since the 1985-86 recession when for- 








- Rubber products 298 +94 663 





crease over the same period of last year. Pro- 
jects worth M$4.88 billion were approved 
for 1988 as a whole, a rise of 137% over 1987. 

Japan remains the largest single source of 
foreign investment. Taiwan investors are in 
second place and their contribution is in- 
creasing as many have been frightened 
away from China in the wake of the Peking 
massacre. Singapore, Britain, and the US are 
the other major players. 

One factor boosting exports has been the 
ringgit's 8.1% fall against the US dollar and 
6.2% decline against the central bank's 
rency basket during 1988. But  ; 
year, the trend seems to have re- 
versed. The ringgit, which is now 
hovering around the M$2.68:US$1 
level, has actually risen by about 
6.6% against the currency basket. 

| The turnaround is partly a reflec- 
= tion of the central bank's desire to 
stabilise the currency. The fear is that 
inflationary pressures may build up 
because of an exchange rate-fuelled 


rise in production costs. A weaker 
ringgit translates into more expen- 
sive imported materials. 

Inflation fears are not without 


to 7.5%, some private analysts are s DS 
saying GDP growth for the year will X un 
reach 8.5%. Fett ^ / 
In any case, the trend is clear, ^ < 








j i Ma iy t 1 f d: 
M 
ION Dro tig n8. em LIN IE R3 Ok SR ae: op d S 
"OS SS US utt lel Rn Destin Ado 
- - i PINO tic . 


Se) en gee ae Ü 
= 
eo evita) 










4 
M 


"3 à - -' ' 
LAS LA DEL A kèr” >a? SSVR 


Both MIER and the central bank cited 
higher than expected world prices for tin, 
timber, and petroleum, as well as a stronger 
performance by the manufacturing sector, 
as the major factors behind the economy's 
good showing. 

MIER's recently released survey of busi- 
ness confidence for the second quarter 
showed the highest reading in three years. 
The quarterly survey of 500 key firms 


eign investors provided the main impetus 
for growth. 

This is not to say that foreign investors 
are losing interest in Malaysia. In fact, quite 
the opposite is the case. The M$3.79 billion 
worth of foreign investment projects ap- 
proved by the Malaysian Industrial Deve- 
lopment Authority during the first five 
months of the year represented a 12995 in- 


foundation. Annualised increases in 
the consumer price index (CPI) averaged 
about 2% during the first half of 1988, in- 
creasing to 3.3% in the second half. This 
year it has continued to rise. The CPI aver- 
aged a 3.6% annualised gain during the first 
four months of this year. MIER is predicting a 
4.1% rate for the whole of 1989, th 
Bank Negara claims it will be held to 3.2‘... 
u Carl Goldstein 
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Wharf-led group wins Hongkong cable TV contract 





By Michael Westlake in Hongkong 


T he decision by Hongkong's Execu- 





tive Council on 1 August to award 

the territory's 15-year cable TV fran- 
chises to Hongkong Cable Communications 
(HCC), led by Sir Yue-kong Pao's Wharf 
Holdings, is only a beginning as far as 
liberalising Hongkong's telecommunica- 
tions market is concerned. 

So far, the Hongkong Government has 
|  lled matters badly. Its policy gyrations 
|  erning cable TV have taken three years 
to resolve. They have also pushed up the 
costs of installing a second network capable 
of handling telecommunications from the 
HK$2-3 billion (US$256-385 million) esti- 
mated in 1986, to HK$4.2-5.3 billion today. 

With the new telecommunications net- 
work to be paid for by cable TV subscribers 
and advertisers, the next stage involves 
liberalising the communications market 
when exclusive franchises held by Hong- 
kong Telecommunications (HKT) expire. The 
franchise for voice communications — the 
standard telephone service — expires in 
1995, and that for all overseas links in 2006. 

Both HCC and the losing contender, 
Hutchison CableVision, have been adamant 
that cable TV must stand as a business in its 
own right, and not depend for its profitabil- 
ity on whatever future telecommunications 
might be able to use the same network. 

The total potential market in 1991, when 
|  ystem is expected to start running on a 
limited. basis, is 1.6 million homes, and the 
government requires that at least 1.2 million 
homes must be able to take the service after 
five years. 

Assuming that 60-70% actually take up 
the option, and using the monthly fee of 
HK$143 after the third year, the revenue po- 
tential annually after the fifth year is 
HK$1.24-1.44 billion from subscriptions 
alone, of which about 8% will go to the gov- 
emment. 

The problem facing the consortium — 
comprising Wharf Holdings (28%), US West 
(25%), Sun Hung Kai (27%), Belgium's 
Coditel (10%), and Shaw Brothers (10%) — 
is getting there. Assuming the network 
costs, sav, HK$4.3 billion, and the initial 
subscription is HK$120 a month, rising to 
HK$143 a month in the third year, HCC 
needs to capture an average of about 30% of 
the total market over the first eight years — 
the time over which it is generally agreed 
that HCC needs to earn a return. 

It should be easy to beat this penetration 
target in the early stages because of public 
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curiosity about the new service. But inten- 
sive marketing with heavy discounts in the 
early stages can be expected to cut into rev- 
enue, and no one knows what kind of re- 
newal rates will be achieved. 

So far as Hongkong's telecommunica- 
tions are concerned, if HCC decides to com- 
pete with HKT in non-franchised services, 
such as data and facsimile, it faces hefty mar- 
ket-entry costs, since HKT has such a head 
start that it could start a price war. 

And with HKT’s domestic voice service 
free except for line rentals, there seems no 
potential in telephone services until the lu- 
crative overseas market perhaps becomes 
available for competition in 2006. 


Christopher Marchand writes from Hong- 
kong: Hutchison CableVision's retreat from 
bidding more aggressively for Hongkong's 
cable TV licence is an indication of control- 
ling shareholder Li Ka-shing’s more cautious 
stance after the 4 June mas- 
sacre in Peking. Indeed, the 4 
June events appear to have 
prompted a re-evaluation by 
all Hongkong’s hongs of their 
exposure to the territory. 

Of course, parent Hutchi- 
son Whampoa has its hands 
full with its involvement in 
major long-term residential 
projects in Ap Lei Chai and 
Kwun Tong, and the deve- 
lopment of Terminal Seven 
at Kwai Chung container 
port. But Li appears to have 
decided that plans to expand 
in telecommunications were 
expendable in the interests of 
limiting Hutchison’s activity 
in Hongkong in the light of heightened poli- 
tical uncertainty. 

The other hongs show a similar strategy 
of containment. Swire Pacific would have 
been a logical bidder in the July tender for 
the Garden Road site, which formed a 
natural extension to its massive Pacific Place 
development on the fringe of Hongkong's 
Central Business District. But Swire finance 
director Peter Johansen told the REVIEW 
that Swire “had its hands full” with Pacific 
Place and its land holdings in Quarry 
Bay. 

Jardine Matheson has for some time con- 
fined new initiatives in Hongkong to mod- 
est outlays in cash-generating retail busi- 
nesses such as optical outlets. That left only 
the World/Wharf group, which had been 
seeking new investments in Hongkong for 
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vears. World/Wharf has expanded offshore, 
paying HK$1 billion (US$128 million) last 
vear for the US-based Omni hotel chain, 
later merged with its Asian-based Marco 
Polo hotel chain, and has been bidding ag- 
gressively for Singapore property. 

Cable TV will bring more of the group's 
growth focus back to Hongkong, where its 
main project on the boil is the HKS2 billion 
Times Square office development in Happy 
Valley. On the positive side, Wharf's move 
shows a continued, albeit cautious, willing- 
ness by the hongs to invest in Hongkong. 

Hutchison's reasons for withdrawing 
look unpersuasive in the light of its previous 
trumpeting of plans to expand in telecom- 
munications. The governments request 
that Hutchison promise to spend up to 
HK$5.5 billion, if needed, to build a second 
network hardly seemed an insuperable 
stumbling block. Hutchison had planned to 
spend HK$4.2 billion, which it firmly be- 
lieved was enough to set up the cable net- 
work. Would it seriously have jeopardised 
this investment by not spending an addi- 
tional amount if there were cost over- 
runs? The government would hardly 
have forced Hutchison to invest more, 
if the second network could adequately 
be built on lesser capital. 

Hutchison appears not even to have 
tried negotiating with the 
government over the 
HKS5.5 billion guarantee. 
Yet cable TV was to form 
the anchor for the group's 
ambitious drive into tele- 
communications. Indeed, 
HK$100-200 million went 
into studies and planning for 
its tender. The US Govern- 
ment's post-4 June embargo 
on launching a planned 
satellite from China had 
earlier upset Hutchison's 
timetable. Presumably, the 
politicised nature of tele- 
communications, and Li's 
long-standing caution on 
Hongkong, combined to 
prompt Hutchison's withdrawal. 

Of course, Hutchison had earlier insisted 
it was a long-term player in telecommunica- 
tions. The group campaigned fiercely to 
open the Hongkong market to competition. 
It converted the government to the cause of 
a second network. Hutchison's summary 
withdrawal will do nothing to reassure its 
investors about consistent or stable 
policymaking within the group. 

Hutchison is left with a dominant market 
share in paging and mobile telephones in 
Hongkong, which could come under attack 
from new entrants. Hutchison has bought 
Australia's third-largest mobile phone com- 
pany and plans to expand this holding 
through acquisition. But plans to turn tele- 
communications into a major profit con- 
tributor are wrecked. * 
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okyo and the neighbouring Izu 

peninsula were rocked by 

thousands of small earth tremors 

in early July, while offshore the sea 
boiled from an underwater eruption. These 
subterranean rumblings were appropriate 
harbingers of two small earthquakes in Ja- 
panese society, one political, the other finan- 
cial. Cracks have appeared in edifices like 
the ruling Liberal Democratic Party (LDP) 
and even in that grander design called Japan 
Inc. The underground furnace stoked up by 
the economic miracle really does at last seem 
to be having an effect on the plate tectonics 
of Japan’s institutional crust. 

Before Shroff gets carried away with the 
metaphor, consider what has happened in 
the past fortnight. The Liberal Democrats 
lost their upper house majority for the first 
time since the party was created 34 years 
ago. This was followed soon after by a simi- 
larly unprecedented event, a district court 
ruling that a share swap between two super- 
market chains, designed to thwart a hostile 
takeover bid, was found to be unfair to 
stockholders. Events seem to be moving so 
quickly that practically anything seems pos- 
sible. Perhaps the next step will be a female 
socialist as prime minister of Japan and an 
all-out takeover war among the country’s re- 
tailers. 

Things have not quite reached that stage. 
Not yet, anyway. But Japan is preparing it- 
self for some important changes in the way it 
runs its affairs and, like every other institu- 
tion, the Tokyo stockmarket will not escape 
the turmoil. The upper house election is a 
case in point. Many argued that the reason 
for the rise in the share index immediately 
after the 23 July vote was the removal of 
some lingering uncertainty about the result. 
It was generally expected that the LDP would 
do badly and the market had already dis- 
counted this possibility by marking share 
prices lower in the weeks preceding the 

ll. 

3 There is some merit in this view, because 
the same thing occurred immediately after 
the death of Emperor Hirohito on 7 January 
and the resignation of prime minister Nob- 
oru Takeshita on 25 April. This time around, 
though, the scale of the upturn has taken 
people by surprise, with a 2.4% rise in the 
Nikkei 225-share index to a new all-time 
high in the week following the Lpr's drub- 
bing. The evaporation of uncertainty does 
not seem a full enough explanation. 

Could it be that the prospect of a socialist- 
dominated government, so remote even a 
month ago, is not as blood-curdling as was 
first thought? Bob Uchida of CS First Boston 


SHROFF 


believes the series of defeats for the ruling 
party in local and national elections signifies 
a delicate change in the perception of the 
LDP's role by the public. "Many people seri- 
ously think that it is not such a bad idea to 
give the Japan Socialist Party a chance to 
take office," he suggested. 

Shroff would like to add that the 
Socialists are still regarded as a bit of a joke in 
Japan. They have failed to come up with 
convincing policies and are riding a wave of 
anti-government feeling. But Japanese have 
a high respect for their bureaucracy and for 
its power to co-opt "errant" politicians into 
the mainstream of establishment think- 
ing. Underlying it all is a massive confidence 
in Japan's economic system and its ability 
to withstand a change of the party in 
power. 

Investors could be in for some rude 
shocks over the next few months, though. 
The nastiest one may emerge from the de- 
bate on the despised consumption tax and 
what might replace it. 

During the upper house election cam- 
paign, the Socialists were heard to mutter 
dire warnings about the need for a nice, big 
capital gains tax to help "cleanse" Japan of 
the money game. 

Any such talk in the coming weeks, says 
Nikko's Lawrence Prager, will be taken 
badly by the stockmarket, which has already 
digested the "good" news of the election. 


The relief factor 
Tokyo's Nikkei index - 
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Who's quaking? 


Housebuilders, consumption-related stocks 
and even environmental equipment makers 
have all seen their share prices jump on ex- 
pectations that politicians of whatever stripe 
will have to pander more to the voters. De- 
fence-related stocks, by the same reason- 
ing, are therefore desperately unfashion- 
able. 


The other earthquake could have equally 
far-reaching results for the stockmarket as a 
change in government. The Tokyo district 
court said that share swaps of the type t 
were to take place between two super  - 
ket firms, Chujitsuya and Inageya, at an arti- 
ficially low price were "unfair" unless ap- 
proved by at least two-thirds of the stock- 
holders. 

This was the first time a court has over- 
thrown a board decision of this kind and up- 
held the interests of shareholders, who in 
this case included Shigeru Kobayashi, of 
Shuwa real estate. The property magnate 
says he wants to merge the two firms with at 
least one other retailer, Life Stores, though 
Kobayashi has stakes in at least a couple of 
other chains. 

The court ruling will make it more dif- 
ficult for firms to protect themselves from a 
corporate raider by issuing shares cheaply to 
friendly third parties. Defence strategies are 
going to have to become a lot more sophisti- 
cated and this will make the shareholding 
role of financial institutions — banks in par- 
ticular — even more important than it is 
now. 

About two-thirds of outstanding equity 
remains locked up in the hands of com- 
panies which have a long-term relationship 
with each other. The smaller companies 
with a sizeable number of floating share- 
holders (or, paradoxically, with a large fam- 
ily holding) seem most exposed to possible 
predators. This was why watch distributor 
Hattori Seiko jumped 10% on 31 July. 

So far, Japan's corporate raiders have in- 
tended merely to screw a capital gain out of 
their prey and have not wanted to become 
involved in the management of their quarry. 
We only have Kobayashi's word for it that 
he wants to behave differently. Texan oil 
sheik T. Boone Pickens says he is not a 
greenmailer, either, after buying 20.2% of a 
Japanese maker of auto parts. 

In the past, the restructuring of weak 
companies has been done by long-estab- 
lished shareholders, like banks and senior 
members of industrial groupings. A single 
court decision will not change that, but it 
does signify a shift in the business climate. 

u Nigel Holloway 
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laiwan’s top paper maker to tap foreign investors 


Paper gate to Taipei 


y Jonathan Moore in Taipei 


wo thousand years ago, it was 

enough for Chinese just to invent 

paper to stay ahead, now they have 
» float corporate paper as well. 

Yuen Foong Yu Paper Mfg Co. (YFY), 
aiwan's industry leader, is preparing to 
iunch Taiwan's first convertible Eurobond 
» help it finance the final stages of a nearly 
1$$400 million expansion plan. 

The company will use the proceeds of 

JS$100 million bond issue to complete 
»e acquisition of a large pulp plant in the US 
r Canada. YFY hopes to launch the bond 
1 late September, pending approval by 
re Securities and Exchange Commission 
SEC). 

With the acquisition, YFY will integrate its 

perations with an upstream pulp supplier 
or the first time. The company is believed to 
e talking with several companies but will 
ive no details. Other elements of the com- 
'any's "Hong Tu" expansion plan, which 
egan in 1986, have doubled production of 
rinting and writing paper and increased 
utput of carton, paperboard and tissue 
aper. 
YFY was founded 60 vears ago as a trad- 
1g company and switched to paper manu- 
acturing in the 1950s. It is considered one of 
ve stronger and better run of Taiwan's 
lue chips. 

It is far larger than its nearest competitor 

‘ paper field, with a production volume 
1 Ore than 400,000 tonnes in 1988 and 
vith revenue of NTS9.44 billion (US$366 
nillion) and after-tax earnings of NT$959.4 
nillion. The company expects production 
apacity to increase to 1 million tonnes this 
ear following the company's merger last 
ear with its sister company, Yuen Foong 
‘uan, and as new mills come on line. 

YFY's Eurobond will be the first signi- 
icant tapping of an offshore market by a 
‘aiwan company. It will also present foreign 
westors with their first chance to invest di- 
ectly in a single Taiwan listed stock. 

The US$100 million issue will carry a 
oupon of 2% and a conversion price cur- 
ently targeted at 50% above the company's 
tock price prior to launching. (YFY's stock 
vas at NT$141.50 on 1 August.) The bond is 
onvertible into shares after two years and 
ias a maturity of 10 vears. Holders have an 
iption to redeem the issue after five years 
or about a 6% annual vield. 

With YFY's stock currently trading on a 
'rospective price-earnings ratio of 80-100, 
lepending on earnings estimates for this 
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vear, the bond appears to analysts to have 
been keenly priced by the lead underwrit- 
ers, Bankers Trust International and 
Nomura International. 

The underwriters are gambling that the 
comparatively small amount of Taiwan 
paper available to international investors 
will keep demand high. The total outstand- 
ing value of South Korean convertible bonds 
and unit trusts is several times the total value 
of the four Taiwan unit trusts open to for- 
eigners. Indirect investment through the 
investment trusts is currently the only 
way foreigners can invest in the Taiwan 
market. 

The underwriters may also be taking ad- 
vantage of the appeal that a more stable, 
debt issue may have for foreign investors, 
many of whom have been deterred by the 
volatility of Taiwan equities. 

The SEC's resolution of two regulatory is- 
sues which have inhibited financing ar- 
rangements such as convertible Eurobonds 
for Taiwan companies — the holding of 


Yuen Foong Yu's profit history $ 
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Taiwan stocks by foreign investors and 
whether Taiwan companies can hold their 
own securities for conversion purposes — 
considered a matter of time. Industry 
sources say SEC approval of YFY's bond issue 
is imminent. 

YFY officials say they are confident the 
bond will sell. “We have had a good re- 
sponse from the underwriters,” said YFY 
executive vice-president T. J. Huang. “The 
Taiwan market is in an uptrend and our pre- 
mium is much lower than some [South] Ko- 
rean convertible issues. Provided we get ap- 
proval, we think the bond will definitely be 
oversubscribed.” 

YFY's efforts to finance its expansion have 
included several other innovative financial 
moves, such as the launching last year of 
Taiwan's first exchangeable bond, and 
Taiwan's first two issues of convertible pre- 
ferred stock. 

By launching a Eurobond, vrv will get 
the proceeds in US dollars, which it plans to 
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use overseas. The cost of the financing is 
likely to be less than it would be were the 
money raised locally. The bond will also 
raise the company's international profile at 
the outset of its timely globalisation pro- 
gramme. 

High international pulp prices hurt YFY in 
1988 as operating income fell from NT$958 
million to NT$298 million. The company 
bolstered its bottom line, however, through 
the sale of NT$672 million of long-term sec- 
urities — which yielded about two-thirds 
of total profits for the year. Total non- 
operating income rose by 131% to NT$578 
million. 

The expansion plan is aimed at counter- 

ing what the company sees as its two main 
weaknesses — lack of adequate pulp supply 
and foreign competition. YFY imports 50% of 
its pulp from North America. The rest it gets 
from one of Taiwan's two pulp producers, 
Chung Hwa Pulp, in which it has a 10% 
stake. 

In both cases, the company's supply is 
subject to price fluctuations which YFY is 
hoping to minimise with the North Ameri- 
can acquisition. 

YFY has benefited from being Taiwan's 
only paper company specialising in writ- 
ing and printing paper. During paper indus- 
try downcycles, it has shaved costs through 
aggressive rationalisation programmes. In 
recent years, YFY's research and develop- 
ment division has enabled the company to 
broaden its line to include carbonless 
paper and heat-sensitive paper for fax 
machines. 


The company has a reputation for con- - 


servative financial management, and main- 
tains low gearing compared to the rest of the 
industry. 

Management responsibility is spread 
widely among professional managers, a fea- 
ture which is rare among Chinese-run com- 
panies and which will be a key to its over- 
seas expansion. Its existing overseas Op- 
erations include two joint-venture paper 
plants in Thailand and one in Indone- 
sia. 

Besides stiff competition from domestic 
companies, YFY is steeling itself against a 
growing threat from foreign competitors. 
After years of heavy government protection 
of the paper industry, tariff rates are coming 
down. 

The stronger local currency is helping 
strengthen the competitive position of for- 
eign firms in the local market. vrv is also 
planning to diversify its market by increas- 
ing exports from 15% of its total revenue to 
around 20%. 

Its position is unlike that of the typical 
Taiwan export company as most of its rev- 
enue comes from domestic sales. And be- 
cause of the traditional link between the 
domestic paper market and overall GNP per- 
formance, the company’s future is more 
linked to the strength of Taiwan's domestic 
economy. x 
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Burma distributes cheap grain to defuse tension 


Rancour over rice 








By Bertil Lintner and Paul Handley in 
Bangkok 


he Burmese Government has started 

distributing cheap rice to urban resi- 

dents after political tension in Ran- 
goon mounted in the wake of soaring 
domestic rice prices. Since 24 July, the gov- 
ernment has been selling rice at one-third of 
the free-market price, which was some 30- 
50% higher than a year earlier. 

Analysts say the government was 
worried that the civil unrest of last August, 
which was prompted by rice shortages, 
might be repeated this year. Unrest could 
still erupt, however, if the government's 
back-up stocks are not sufficient to bring 
free-market prices down to affordable levels. 

In the crop year to mid-1989, Burma pro- 
duced 13.34 million tonnes of unmilled rice, 
slightly less than usual, according to David 
Abel, minister of trade. Until 1987, such a 
crop would have enabled Burma to export 
500-600,000 tonnes without restricting local 
availability. 

But late 1987 saw a revision of the gov- 
ernment's rice collection system, which basi- 
cally put it into the hands of ill-prepared 
cooperatives and allowed private exports. 
This had disastrous results. Official rice ex- 
ports, the country's major foreign-exchange 
earner, fell to just 50,000 tonnes in 1988. 


Probably much more than that was smug- 
gled out of the country privately. 

Urban rice supplies dwindled, prices roc- 
keted in July and August last year, and poli- 
tical tension mounted. The resulting civil 
unrest was exacerbated by reports that even 
the army was short of rice. 

At the end of last year, the government 
reinstituted central collection and set an offi- 
cial target of 1.2 million tonnes of milled rice 
(REVIEW, 26 Jan.). Some sources said Ran- 
goon was actually aiming to collect 1.7 mil- 
lion tonnes. Of the target amount, half was 
to be set aside for subsidised distribution to 
the civil service and the military, the rest for 
stocks and export. 


n July, Abel said the government had 

collected 13% of the crop, about 1.27 

million tonnes of milled rice. But Bur- 
mese and diplomatic sources said this was 
only achieved through unpopular, heavy- 
handed collection efforts, which at times 
meant farmers were deprived of 30% of their 
crop. 

So far the government has only exported 
110-120,000 tonnes of rice though it has con- 
tracts for another 50,000 tonnes. Of the 
120,000 tonnes, 40,000 tonnes were shipped 
to China in repayment of an outstanding 
rice debt; 15,000 tonnes went to the World 
Food Aid Programmes; 20,000 to Mauri- 
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Hongkong fugitive seeks return of some assets 


Forwarding address 








By Emily Lau in Hongkong 

he former chief executive of Hong- 
T kong's Ka Wah Bank, Low Chung- 

song, and C. S. Low Investment Ltd, 
are trying to recover HK$44 million (US$5.7 
million) in deposits plus interest from the 
bank which Low and his younger brother, 
Chang-hian, have been charged with plun- 
dering. The two Lows are wanted in the ter- 
ritory to answer for Ka Wah's dramatic De- 
cember 1985 insolvency. 

The brothers fled Hongkong in January 
1988 after posting bail of HK$11 million. 
C. S. Low is living in Taiwan, and the gov- 
ernment there has refused to deport him 
because he is a Taiwan citizen. The un- 
answered charges against him involve more 


than HK$500 million relating to the bank's 
near collapse. Ka Wah was bought by Pe- 
king-owned China International Trust and 
Investment Corp. (Citic) in early 1986 after 
the Hongkong Government agreed to 
guarantee bad loans totalling more than 
HK$3 billion. 

In January this year, Low Chang-hian was 
deported from Taiwan to Singapore where 
he is now awaiting trial on five counts of 
criminal breach of trust relating to the former 
local unit of Ka Wah, Great Pacific Finance. 

In a writ filed in the Hongkong High 
Court on 26 July, Low and C. S. Low Invest- 
ment claimed they had deposited HK$24 
million and HK$20 million respectively with 
Ka Wah in the 1970s and 1980. According to 
two deeds of indemnity cited in the writ, 
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tius; and 30,000 to some African buyers. 

Sources say that unofficial exports are 
high, which would go some way towards 
accounting for the domestic shortages. Until 
the beginning of July, rice was moving into 
China over newly re-opened border trad- 
ing posts. More importantly, substantial 
amounts of rice had been flowing across the 
border to Bangladesh. 

Abel has blamed the high domestic 
prices on "speculating, hoarding and mani- 
pulating." He is correct on at least two 
counts. Fear of more political strife and lack 
of faith in the local currency, the kyat, has 
encouraged barter trade with rice. Farmers 
are also retaining bigger stocks of rice. 

But a major problems is that despite in- 
creases in the government price paid to 
farmers, the gap between the state and pri- 
vate market prices has remained wide. On 
top of that the vastly overvalued kyat 1 
soaring prices on world markets have  - 
tinued to encourage unofficial exports. 

Low-quality ngasein rice rose to Kyat 22 
(US$3.3) per pyi (2.13 kg) in early July, 
against Kyat 10 in January and Kyat 18 last 
August. In a bid to stall the rise, the govern- 
ment on 3 July announced price cuts of Kyat 
8.50-9. However, no new rice supplies were 
made available. 

On 24 July, Rangoon cut prices to Kyat 6 
and made available in military-run “welfare 
shops" one pyi of rice per person per week 
at that price. Diplomats say this has helped 
soften free-market ngasein prices to Kyat 17- 
18 a pyi. The government's target is to re- 
duce prices to Kyat 12-14. This is unlikely to 
be achieved, however. Prices in provincial 
areas, like Mandalay and Mergui, are still 
higher and could draw rice away from Ran- 
goon. 5 


Low was obliged to pay the bank ag t 
losses arising from certain overdue accc.. us 
up to a maximum of HK$44 million if they 
were not paid before the end of 1984. Low 
and the company's deposits were used as 
security. 

In the writ, Low's lawver argued the in- 
ference from the deeds was that if the bank 
received any payment relating to the over- 
due accounts, Low’s obligation would have 
been discharged. The writ claimed this con- 
dition was satisfied when HK$5.397 million 
was paid to the overdue account of Michael 
Lim and argued that Low should be able to 
get back his deposit of HKS24 million or at 
least be allowed to withdraw HK$5.397 mil- 
lion. 

Low’s claim also argues that Ka Wah had 
entered into an agreement with Citic in 
April 1986 under which Citic would pay for 
certain "non-performing loans," which Low 
said included all overdue accounts. Since 
Citic had made the payments, the writ said 
Low and the company should be entitled to 
withdraw their deposits of HK$44 million 
with interest. * 
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UOB plans joint-venture 

bank in Indonesia 

> Singapore's United Overseas Bank (UOB) 
will be the first bank from the island state to 
set up shop in Indonesia, according to 
reports from Singapore. Under last 
October's banking deregulation package, 
foreign firms are entitled to open joint- 
venture banks in Jakarta and six other 
Indonesian cities with an initial capital 
requirement of US$30 million. UOB is 
expected to take an 85% share in the 
banking venture, the maximum allowable, 
with the remaining 15% to be held by an as 
yet unspecified Indonesian partner. 


* ul to sell off 
engineering group 


> State-run Korea Heavy Industries and 
Construction (KHIC), South Korea's biggest 
manufacturer of power generators and 
heavy machinery, will be sold to the private 
sector soon, Deputy Premier and Economic 
Planning Minister Cho Soon said on 29 July. 
KHIC has estimated assets of about Won 1 
trillion (US$1.506 billion). Originally part of 
the Hyundai group, it was taken over by the 
government in 1981 under an industrial 
rationalisation programme after it incurred 
heavy losses. Hyundai wants it back. But 
the government has stressed it will offer no 
financial or tax incentives to prospective 
buyers. 


Bangkok shakes up 
rail management 


> The governor and board of the State 

[ ray of Thailand (SRT) have resigned 
following the fourth rail accident in as many 
months. Somchai Chulacharitta, former SRT 
deputy general manager and son of a 
former SRT governor, was appointed to 
replace outgoing rail chief Cherd 
Bunyaratavet. The head of the board, police 
Maj.-Gen. Chartchai Uppapong, was 
reappointed but all other board members 
were replaced. The new board is still 
dominated by police and army officials. The 
shake-up follows a 27 July accident in which 
13 people were killed. It was attributed to 
negligence on the part of drunken rail traffic 
officials. 


Repair work to start 

on Bougainville mine 

> The Papua New Guinea (PNG) 
2overnment announced that Bougainville 
-opper Ltd (BCL) had agreed to start repair 
work on facilities at its giant copper mine, 
‘losed as a result of rebel sabotage since 15 
May. The announcement came after CRA 
*xecutive and BCL chairman Don Carruthers 


0 AUGUST 1989 


held talks with PNG Prime Minister Rabbie 
Namaliu on 1 July. The company has been 
assured that a strong military presence will 
be maintained during repairs to the 
electricity supply and other facilities, and for 
as long as necessary after production 
resumes, which the government said it 
hoped could be within as little as four 
weeks. It also said it was preparing a new 
package of benefits for local landowners 
and reviewing its agreement with BCL. 


Moscow offers space 
technology to Tokyo 


> The Soviet Union has proposed to 
Japanese space industry officials that the 
two countnes pursue a joint project to 
develop spacecraft. Officials from the Soviet 
space agency, Glavkomos, and the space 
corporation, Energia, said on a visit to 
Tokyo that they were offering technology 
for Japan to manufacture the Energia 
rocket, capable of launching an 18-tonne 
payload into space, or to sell to Japan a 
rocket which can take a 2-tonne load into 
orbit. 


Business indicators 


Quek family to buy 
Hang Lung Bank 


> Dao Heng Holdings, parent of 
Hongkong’s Dao Heng Bank, has reached 
agreement with the Hongkong 
Government to buy Hang Lung Bank, 
which was taken over by the government in 
1983 to avoid its collapse. No price for the 
deal has yet been set. Dao Heng is controlled 
by the Malaysian-based family of Quek 
Leng Chan and by the Kuwait Investment 
Office. In September 1983 the Hongkong 
Government pumped HK$300 million 
(US$38.5 million) into Hang Lung Bank to 
to keep it afloat. Since then it has lost a 
cumulative HK$354.7 million, though it has 
traded profitably in its past two years. The 
combined Hang Lung-Dao Heng 
operation would have a network of 48 
branches, the fifth-largest in Hongkong. 


FAR EASTERN ECONOMIC REVIEW 








Malaysia and Thailand 

in joint oil search 

»> Malaysia and Thailand have reached 
agreement on the joint exploration and 
development of a long-disputed offshore 
tract. A joint authority will be established 

to supervise a benefit-sharing operation 

in the 7,300 km: tract in the South 

China Sea, east of the Thai-Malaysian 
border. Malaysia state oil firm Petronas, and 
Triton Energy, which was granted the 
disputed concession by Bangkok in 1972, 
will cooperate in exploring for oil and gas in 
the block. 


Charge against former 
stockmarket head dropped 


> Hongkong authorities on 1 August 
dropped charges against Ronald Li, former 
Hongkong stock exchange chairman, of 
accepting a preferential allocation of 1.1 
million shares in the 1987 flotation of 
Japanese construction company Kumagai 
Gumi. Other charges alleging that Li took 
bribes in the flotations of Cathay Pacific 
Airways and Novel Enterprises were 
transferred direct to the Hongkong High 
Court. Li's bail of HK$7 million (US$897,435) 


' was continued until the case comes to trial, 


though no date has yet been set. 


Taiwan money supply 

growth slows 

> Taiwan's money supply growth in June 
slowed for the third consecutive month to 
7.6%, the central bank reported. It was the 
lowest growth rate since August 1985. The 
central bank tightened monetary policy 
amid fears that two years of rapid money 
supply growth would trigger a sharp rise in 
inflation. Four months of tight money 
policies has driven prime lending rates up 
from 7% in March to a current rate of 
around 10%. The central bank has now 
exceeded its original objective of lowering 
money supply growth from March's 30% 
rate to below 20%. 


Manila sells off 

Nonoc nickel group 

> The Philippine Government's Asset 
Privatisation Trust on 1 August signed an 
agreement for the purchase of Nonoc 
Mining and Industrial Corp., the country's 
largest nickel producer, by a group 
composed of the Cabarrus family, Non- 
Ferrous Corp. of the People's Republic of 
China, James Go of the Equitable Banking 
Corp., and Romeo Roxas. The purchase 
price was set at US$325 million, with the 
buyers assuming all of Nonoc's debts, 
amounting to US$70 million. 
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BUSINESS AFFAIRS 


PRICES TRENDS 


AND 





Bond yields (%) 


Last sale to 31 July Latest Previous week — 3months ago Year ago Average of representative high-grade issues 
Gold London (2) 368.65 372.05 376.95 433.65 31 July Latest imonthago 6months ago 
Copper New York (3) US$ 
Current delivery (Sept) 109.40 108.90 138.70 93.00 Domestic 3-5 yearst 7.62 8.09 9.13 
Dec delivery 106 00 ft E de 906 
international 3-5 years] | 9.24 
Aluminium London (7) 7-10 yearst 7 88 832 919 
Current delivery (Aug ) 1,745.00 1,660.00 2.22500 2.487 30 
Tin Kuala Lumpur (1) 25.06 25.11 28.46 19.10 a uM Ex = m 
years 
mee Oct ws 7473 7357 6400 56 47 TO yearst 302 538 304 
api very (Oct) d international 3-5 years t 507 524 4 06 
deivery 7-10 years? 5.03 534 481 
Rubber Kuala Lumpur (8) 
Current delivery (Aug.) 254.00 251.50 293.50 349.50 Dm 
Oct delivery 255.00 Domestic 3-5 years" 6 88 na na 
10 years" 6.95 na. nâ 
Jute Dhaka (11) 370.00 370.00 370.00 310.00 international 3-5 yearst 674 em 6 45 
Palm Oil Kuala Lumpur (4) 7-10 yearst 6.71 6.85 6.62 
Current delivery (Aug.) 654.00 699.00 928.00 995.00 
—— = sa 3 years? 1438 1455 
C years ha 
Sugar New York (3) 10 yearst 1344 1343 na 
Current delivery (Oct ) M67 14:26 HS HS mieimalional ^ 3-5yearsi 14.69 1477 14 19 
Jan. delivery 1306 7- YO yrarst 14.02 1412 1345 
Pepper Singapore (9) 
Sarawak Asta bik 100% 395 00 395.00 closed 597 50 C$ s - 2 bas 
Domestic years” 
Wheat — Chicago (5) 10 years” 940 941 10.16 
Current delivery (Sept ) 387 60 395.60 417.40 368 20 inemalional —— 3-5 yearst 9.59 977 10.39 
Dec. delivery 401.40 7-10 yearst 951 361 10.30 
Maize Chicago (6) 
Current delivery (Sept) 229.00 239.40 269.20 275,00 £ 
Dec delivery 226 20 Domestic ment na na na 
10 yearst na na. n.a. 
Rice Bangkok (7) ' - 1 
5% white lob 370.00 370.00 31000 31000 Viam Be ial br Ms eH 
Soyabeans Cricago (5) 
Current delivery (Aug ) 649.00 67360 722 40 77600 NZ$ 
Sept delivery 604.20 Domestic 3-5 years? 13.38 13.14 13.13 
7-10 yearst 1270 1301 12.95 
RE sono 129000 129900 124300 03350 International 3 years" 13.11 13.18 1322 
Dec delivery | 1:309 00 | i à; 7-10 yearst 12 76 1313 1301 
Cottee New York (3) SFr 
Current delivery (Sept) 82.02 86.34 134.70 101100 3-5 yeast 5.55 581 5.00 
Dec. delivery 84.00 7-10 yearst 550 562 505 
Petroleum Toxyo (10) ECU 
Sumatran light 1750 18.25 na 15.45 4 7 
Brent London (10) 17.20 17.40 1830 na T ue ue X 
(M$akg (2)US$anoz (3)USealb (4)M$alonne (5)USe a 60 Ib bushe- (6) USt a 56 ib bushel "AAA corporale  tGovernmeni Source: Telerale 


(7}US$alonne (B)PSS1,Meakg (9)S$a100kg (10) USSabarrel (11) BWD, Chittagong/Mongla, USS a lonne 
Source: Telerate, international Jute Organ'sahion 


Australia 
Economic Growth % (real) (1) 
1988 
1989 24-35 
International Reserves (5) 
Latest US$12.19b (May) 
Year earlier US$12.09b 
Trade Balance (iota! merchandise) 
Latest 3 months —USS$1.04b (Jan. -Mar.) 
Previous 3 months —US$1 01b 
Year earlier *US$031b 
Exports (7) 
Latest 3 months US$8 52^ 
3e change previous 3 months —33 
% change year earlier —31 
Imports (8) 
Latest 3 months US$9 56b 
% change previous 3 months —22 
*6 change year earlier #133 
Consumer Prices 
Base Juty 80-June 81 =100 
Latest 3 months index average 192 6 (Ape -June) 
% change previous 3 months +24 
% change year ealier +77 
Money Supply (3) 
Latest A$158 43b (10)(May) 
% change previous month +10 
% change year earlier 4250 





Economic indicators, selected Asian countries 


China 


122 
5-6 


US$19. 10b (Apr ) 
US$18.57b 


= US$3 89b (Apr -June) 
—iUS$1.89b 


—US$0.57b 


US$12 59h 
4302 
+490 


US$16 48b 
+426 
+30.1 


Jan. 1988 = 100 
127 4(12) (Jan ) 
n 


à 
+274 


Hongkong 


15 
45 


na. 
n.d. 


=US$1.36b (Mar.-May) 


—US$0 33b 
—US$1.13b 


US$17 23b 
+40 
+243 


US$18.590 
+100 
+240 


Oct.84-Sept 85 = 1002) 
127 0 (Mar -May) 

+28 

+99 


Rib 965.960 (Oct -Dec.) HK$373.93b (May) 


na. 
4-20 14 


+0,7 
+148 


india indonesia 
3 38 
%13) 3-5 
US$4 020 (May) US$A 71b (Jan ) 
US$5.56b US$5.09b 
—US$139b(Nov.-Jan) +US$2,870 (9) (Nov.-Jan.) 
—US$1 62b +US$2 68b 
—US$1.37b +US$2.67b 
US$3.46b US$5.240 (9) 
+42 +77 

+174 +65 
US$4 85b US$2.37b (9) 
—19 +84 

+125 +53 

1960 — 100 Apr.77-Mar.7B — 100 
819.67 (Nov -Jan ) 328.0 (Mar -May) 
+15 +25 

+88 +83 
Rs 1.95110) (Apr.) Ros 42.001 (Dec ) 
+28 +17 

+188 +240 


Japan 


5.75 
45 


US$94 80b (May) 
US$86.54b 


4-US$16.38p (6) (Apt. -June) 


+US$17 20b 
+US$17.73b 


US$67.52b (6) 
—10 

+40 
US$51.14b(6) 
+03 

+83 
1985=100 

103 3 (Mar -May) 


+16 
+21 


423,121 (May) 
+0.6 


+94 


Malaysia 


B.7 
65-75 


UuS$6. 160 (Apr ) 
US$6.22b 


4 US$0.485(4) (July-SepL.) 
--US$0 61b 
4 US$0.57b 


USS4.730(4) 
-11 


+30.6 


US$4.25b(4) 
+157 
+379 


1980=100 

130 9 (July-Sept.) 
+14 

+32 


M$58 18b (Sept ) 
+03 
+51 


(1) Official and other estimates of GDP (GNP in Japan) (2) Consumer Price Index A (3) M2 or currency plus bank deposits. (4) Peninsular Malaysia only (5) IMF definition of reserves minus gold except for Singapore (6) Customs bé 
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31 July —  US$1Worth Banknoterate* Officialrate © Spotratet Previous weekt 3months agot Year agot Five Year Currency 

Australia gollar 1.317 1333 1328 1334 1261 1.245 

Bangladesh taka 28.95 32.25 n.à. n.a na ha 

Britain pound 0.6006 0.605 0.6029 0616 0594 0.584 

Brune dollar 1.9507 1.957 na na na na 

Burma kyat 20.50 6.70 na ha fa ha 

Canada dollar 1 1798 1 182 1.182 1.1887 1.18525 1211 

France franc 6.3165 6.36 6.3365 6.4655 6.3615 6.3235 

Hongkong dollar 7 8058 ? 80 7 806 7 8065 778 7 807 

india rupee 18.55 16.45 16.43 16.56 15.936 14202 

Indonesia rupiah 1.690 00 1.750 00 1.77300 1.77500 1.76000 1,693 00 
Japan yen 136.80 139.20 138.00 142.45 13390 133.00 

Macau pataca 8045 805 na na na na 
Malaysia dollar 2.6623 2 662 2.6645 26815 2.6955 2.041 

Nepal rupee 25.00 24.00 ha nā na na 

New Zealand dollar 170 1715 1717 173 1 6228 1512 

Pakislan rupeg 21.05 21.10 21.0289 21.0289 20125 17.83 ' 
Papua N: G kina 0.8045 087 0 862 0.872 na na 1985 = 1986 1987 1988 à 1989 
Philippines peso 21.825 21.90 21.25 21. 2158 2105 (end year) 
Singapore goitar 1.9507 1957 - 952 1.9587 1 9485 D 
South Korea won 655.00 665.00 1.30 667.60 666.40 AO 
Sri Lanka rupee 31.00 35.00 34 8926 34 7928 34 025 31 979 Monthly/Weekly Summary 

vitzerland franc 1.6085 1.616 1.608 1.6433 15825 1.564 

liwan NT dollar 25.80 25.75 2567 25 80 2681 28.63 200- 

Aland beht 25.72 2570 25 66 25 83 2557 2552 
Communist countries: China US$—Rmb 3.722. HK$- Rmb 0.476 Soviet Union US$=Rouble 0.637 Laos US$=Kip 571.00 160- 

Vietnam US$ - Dong 3,800.00 Cambodia US$ — Rie! 150.00 140 


Other: 


SDR1--US$1.26936 ECU1-US$11009 S$i=M$1.361. $1=HK$12.994 


3 months forward: Japan * 136.6855 Hongkong HK$7.8066° Singapore S$1 9083 


tMiddle rate "Selling rate Source: Telerale for spot and forward rates from Asian money markets, Republic National Bank of New York and 
Hongkong Bank for banknote selling rates on the Hongkong market and Deak international Lid for official rates 


1-year treasury Interbank Interbank interbank Eurocurrency and Asian currency 


Prime 
lending  bills/bondst 


31 July 1montht 3monthst 6 monthst 
Australia 19.75 18.00 17.875 17.59375 
Britain 14.00 — 138125 138125 135625 
Hongkong 10.50 9.0625 8.6875 8.50 
Indonesia — 22.50 16.75 1775 19.00 
Japan *600 ~ 525 5375 5375 
**4875 
Malaysia 6.75 5 693 5 20 5 45 560 
New Zealand 15.75 1329 1330 1327 13:30 
Philippines 15.50 20.08 155625 1525 14.5625 
Singpoe — 5.50 5.0625 5.0625 5.0625 
South Korea 1150 15.60 . 
Taiwan 10.50 9.50 - 
Thailand 12.50 740 1125 1150 
uS 11.00 7 622 86875 8.5625 8.375 
“Long term — ''Shoritermm — tOffered rate 


US$0 56b (May) 
US$0.67b 


- USSQ.45b (Jan. -Mar.) 
=US$0 15b 
US$0.23b 


1978 — 100 
432 3 (Apr -June) 
+19 

+88 


R 207 9b (June) 
+18 
+199 


(7) fob. (8) cif (9) Excluding petroleum (10) M3 (11)'% change over past 3 months (12) One month (13) To March Source: Official statistics 


id 
6-8 


US$17 41b (Mar.) 
US$15.70b 


- US$1.44b (Apr. -June) 
- US$! 42b 
-US$1.18b 


US$11.09b 
+117 
*15.1 


US$12.53b 
+104 
+158 


June 82-May 83 = 100 
106 0 (Mar -May) 
*09 

+19 


S$44 37b (Apt ) 
+1.0 
+247 


1989 


South Korea 


11.0 
6-8 


uS$15 70b (May) 
USS8.23b 


- US$0.05b(6) (Aor. Jung) 
* USS0 09b 
*US$1.73b 


US$15.11b(6) 
+74 
+46 


US$15 16b(6) 
+85 
+192 


1985 = 100 
118.6 (Mar -May) 
+17 

+54 


Won 49 381 (June) 
+05 
+174 
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unit deposit rates 
1 


US$ 8.525 


3 6 12 
month months months months 


850 83125 8125 


€Sterling 138125 138125 134375 1325 


Yen 51875 525 5.25 525 

Swiss Fr. 7.00 7.00 6.75 6.625 
Dm 6.8125 68125 68125 6.75 

A$ 16375 1650 1650 165625 
C$ 123125 121875 1175 11625 
Source: Telerate 


US$76.16b (Feb: } 
US$76.71b 


+ USS3.41b (Apr -Jufi) 
+US$2 76b 
+US$3.21b 


US$17.18b 
4150 
+108 


US$13.760 
+131 
+11.9 


1986 — 100 
106 0 (Apr -June} 
+18 

+5? 


NT$5 20! (May) 
—05 
+166 


Thailand 


10.3-11.0 
8-10 


US$7 64b (May) 
US$4.75b 


USS$1.160 (Feb.-Apr.) 
—US$0 58b 


1976 - 100 
217 5 (Mar -May) 
+13 

+40 


Baht 1.021 1b (Apr ) 
+17 
+214 
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120~m ANAN 





(weekly values) 1989 


Five Year Currency 


120- Bp a aE EOE E 
Singapore 


110- Malaysia 
~< 
gr S 





e aaua sre T 
^ 1985 1986 1987 1988 1989 


(end year) 
Monthly/Weekly Summary 
120- ————— 
110- Singapore 
90- 
80- Thailand 
70- —— m = 
60- Malaysia 
40- Philippines 
30- 
20- Indonesia 
B.M UA Me uA d A 
(weekly values) 1989 


Weighted tor 1987 trade with the countries shown plus the US 
and Canada and 14 Eutopean countries 
Figures are for the week ended 28 July 


Source: UBS— Phillips & Drew 
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STOCKMARKETS 


eae Tokyo storms ahead a a a Hongkong's property stocks bounce 
back a a a Taipei shrugs off the jitters a a a not so in Seoul a a a bulls arrive in 
Manda a a a New York ts optimistic in period ending 1 August = ww 










Tokyo Shares broke out of the narrow range they The market remained flat, with individua 
Nikkei Stock Average, 34,898.46 had occupied for eight weeks, to find new Composite index, 890.98 investors selling because of the unsettled 
uo . ,  highground following the upper house political situation and continuing 


IE i 


election. Housing and domestic-demand- 
related stocks did best, with Daiwa 
House gaining Y 110 to ¥2,650. Sumitomo 


economic worries. Daily volume rose 
to an average 10.1m shares, worth Won 
24].2b (US$362.7m). Securities shares 











ous Corp. jumped ¥80 to ¥1,540. Daily E dropped 2.1% and trading companies 
ES turnover increased to average 930m "4 eased 1.19%. Woods and non-metallic 
AM aT shares worth ¥1.5t (US$10.77b). ^ 98037ftfw44131545 minerals shares made gains. 

A recovery of confidence in the property The bulls returned for the first time si 

... Mang Seng Inder, 2,578.96 market — particularly the residential "Weighted Index, 9,472.95 the Peking carnage. Technical streng; 
sector — heralded a substantial rally. "- . . .. andthe perception that the government 


would not hound illegal investment 
houses fuelled the surge. Turnover 


Volumes rose to pre-4 June levels, 
averaging 921.7m shares a day worth 
HK$1.037b (US$132.9m). Properties | averaged NT$93.84b (Us$3.64b) a day. 
benefited most, while utilities suffered. SE Kuochan Development & Construction 
Sun Hung Kai Property rose 85 HK cents, EMQUE dimbed NT$33 to NT$133. Food company 











but Hongkong Telecom fell 15 HK cents. W07tM&Miji^4s Ve Wong rose NT$20 to NT$106.50. 
Malaysian-based lower-liners were GCE ading was dominated by the expiry of 
~All Shares Index, 361.89 heavily traded to higher levels, but hotel All-Ordinaries, 1,638.30 July series option contracts. The rally, 
w — c stocks lost ground, with Shangri-La "- which defied expectations of a technical 


correction, was supported by strong 
overseas markets. Daily turnover reached 
a 18-month high, totalling 651.99m shares 


closing 10 5 cents lower at s$8. However, 
blue-chips came in for some attention, 
with SIA Foreign managing a90Scents — | 
3 jump to 5$17.90. Average daily volume worth A$1.668b (Us$1.25b). News Corp., 
o was 104.1m shares, valued at $$178.1m a up A$17.30, reached a post-crash high, 
WOJFMAMJIA (Us$91m). M YTTWIWITEY and BHP gained 22 A cents to A$9.80. 








Lower-liners continued to attract The market hit a three-month peak on the 
attention in heavy trading as investors Barclays Index, 1,983.79 back of pre-budget optimism and 


overseas rises. A sharp fall in bonds and 
continued buying from institutions 
underpinned the rise. Fletcher Chall ic 
fell 5 NZ cents to NZ$4.55, Brierley 


sought cheaper stocks. Blue-chips 
remained on the sidelines. Profit-taking — | 
mid-period drove the index down. Time 
Engineering rose 55 M cents to M$3.46, 
while Samanda rose 29 M cents to M$2.62. Investments rose 6 NZ cents to N2$1.95. 
Volume averaged 47.9m shares a day, Volume totalled 62.9m shares worth 


v «m | à - | zT 
TAE ENTEK] worth M$75.7m (US$28.4m). EE EMA CER) NZ$75.76m (US$44.2m). 


Investors took profits as company interim The fall-out from last week’s political 
"SEY Index, 616.67 results began to flow in. The index “Stock Exchange index, 730.50 turmoil continued to depress prices. 
ww. peaked mid-period. Top performers were | —— —— — — Small investors refused to buy, and 
Samrong Hospital, up Baht 140 at Baht | 7 speculators were content to take short 
576, and Far East Advertising, up Baht A VE positions in the market despite a cut in 
570 at Baht 3,178. Losers included New | : finance charges to 12%. Things are 


Plus Knitting, off Baht 15 to Baht 97. expected to get worse before they get 
: | E as 1 ò 
Turnover was steady, averaging Baht better. Tisco fell Rs 38 (US$2.31) to Rs 








1.4b (Us$54.47m) daily. Mariri 1,307. Reliance fell Rs 8.50 to Rs 108. 


The market is on a bull run, supported by In a computer-dominated market, the 
foreign investment in prime commercial- Capital Int. World Index, 549.3 release of data showing healthy economic 


industrial issues. A postponement of fuel growth, coupled with a slide in bond 
price rises, and optimism over a yields, tripped the "buy" switches. The 
Philippines debt-reduction package | ensuing program trades pushed volume 
raised confidence. Ayala Property gained up to average 194.89m shares a day, and 
P0.38 to P2.8 and PLDT rose P10 to P385. the Dow Jones Industrial Average 
finished 9.23% higher. Late in the period, 


7 x ss Daily volume rose sharply to average 1.9b MT. 
errata shares worth P328 (Us$14.9m). TFMAMIJAS however, the market lost direction. 
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The lion is the symbol both of Zürich and Bank Leu. 
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When the pressure becomes fierce, bank on strength. 


Bank Leu respects and protects the traditions and values of others. 


The future appears increas- 
ingly uncertain. Events beyond 
control now threaten the 
security of private assets. 
Bank Leu of Zürich, however, 
the lion bank, represents 
strength, stability and tradition. 
With banking secrecy assured, 
our Representative Office in 
Hong Kong will assist you to 
place your fiduciary time 


deposits, in US$ or other cur- 
rencies, in the safe environ- 
ment of Switzerland. Funds 
are tax-free and can be colla- 
teralized, so easy access is 
guaranteed. 

For more information on how 


our strength can become 
yours, please contact our 
Hong Kong office. Ask for our 
Senior Representative for the 
Far East, Hans H. Spórri, or 
our Assistant Representative, 
Benedikt Maissen. 


Bank Leu E Im t He #2 $8 77 


Bank Leu Ltd 

1705 Two Exchange Square 
8 Connaught Place 

Hong Kong 

Telephone 5-810 7313 


Head office: 
Bahnhofstrasse 32 
P O. Box 

CH-8022 Zürich 
Telephone 2191111 





GGK Zürich 





CLASSIFIED ADVERTISEMENTS 


Property 





COMPLETION NOVEMBER 1989 


Only 17 Exclusive 
Two and Three Bedroom Apartments 


7 ABSOLUTE BEACHFRONT 
presents MOTO C ETE GTA 


All amenities including beachfront 

pool and entertainment area 

Priced from A$300,250 

10% Deposit/Balance on Completion 
Q Corp Realty Project Division, P.O. Box 1193, Surfers Paradise Qld. 4217 


Telephone: (075)920 280 Facsimile: (075) 387 085 
Personal Contact: Mr. H. Magill, Director A/H: (075) 365 896 


PROFESSIONAL 
ASSOCIATION 
WELCOME 


Business Opportunities 


LAS AMERICAS AIRWAYS 


We seek partners to develop 
airline company to service 
routes between Caribbean/ 
Europe and North America. 
P. O. Box 1637 
6501 Bellinzona— Switzerland 
Telephone: 092/25.38.28 
Telex: 846 285 


TIMBERLAKE RANCH OZARKS, USA 
Rr 


FOR SALE: Beautiful 712-acre ranch in Marshfield (SW) 
Missouri. Lovely pastures, woods, ponds and farmstead. 
Access from state highway; within 25 miles of airport. 


Two bedroom, 1-1/2 bath main house with great room, di- 
ning room, kitchen, office and enclosed porch overlook- 
ing heated pool. 





Separate two-car garage and storage tower. 





CANADA, NOVA SCOTIA 
Candle Mnfg. Co. seeks 3 million 
CDN Dollars Investment to expand 
across Can. & U.S.A. Will facilitate 
immigration. Bluguermann Invest- 
ments Inc. Bear River, Nova Scotia 
Canada - BOS 1BO 

Phone: 902-467-3396, or 
902-638-8219 






Three bedroom, two bath guest house, over-looking lake. 







Three bedroom, two bath manager's house. 







Many other features including boat house with sundeck, 
cabin/office barn, horse barn, two-story rental dwelling 
and dairy building. 






Contact: Marshall Eisenberg, Esq. 
208 South LaSalle Street 
Chicago, Illinois 60604 


USA 


Personal 





U. K. 
IMMIGRATION 


Specialist consultancy, with qual- 
ified professional staff, provides 
complete service for corporate 
clients or individuals wishing to be 
established in the U. K. Further de- 
tails from: 


JUDSON SCHOOL 


in beautifu Scottsdale, Arizona 


Fall Term Begins Sept. 18 
Est. 1928 * College Preparatory *« Boarding Gr. 3-12 * Co.-Ed 
Motivational Support + ESL * Sports * Activities + Travel 
Outdoor Adventures « Summer School in Alpine, AZ 


602-948-7731 * Fax 602-483-6425 





GARRICK & CO. 


1 de Walden Court 


B5 New Cavendish St 
London W1M 7RA 
Tel: (01) - 323 3001 


Telex: 8954102 
Fax: 436 4311 




















Buy in Contra Costa County 
For High Appreciation in Residen- 
tial investment 
m Close to San Francisco 
m High Return on Investment 
m Executive Area 
Call: Ann Schiebert, Jill Causing 
Wallace Realty : (415) 254-4322 


UNIVERSITY OF BRISTOL 


MSc courses available 
1989-90: Development Ad- 
ministration and Planning, 
Comparative Social Policy 
and Planning, Economic 
and Social Development, 
Islamization of Social Po- 
licy. 


For further information write 
to Professor Peter Town- 
send/Pervaiz Nazir, De- 
partment of Social Policy 
and Social Planning. 


The Alfred Marshall Build- 
ing, 40 Berkeley Square, 
Bristol, BSB 1HY, U.K. 


COPYRIGHT 
REPRINTS 


The combined efforts of the Far 
Eastern Economic Review's large 
and highly skilled editorial team 
have made it the premier source of 
information for those who do busi- 
ness, or have an interest, in or with 
Asia. 

As a testimony to the publication's 
editorial quality, many Review arti- 
cles have, over the years, been re- 
printed in newspapers, magazines, 
educational textbooks, newsletters 
etc throughout the world. 


Should you as an editor, publisher or 
on behalf of an organisation, educa- 
tional establishment etc wish to en- 
quire about our reprint and 
copyright charges, please address 
your correspondence to: 


Managing Director 
Review Publishing Company Limited 
GPO Box 160, Hong Kong 
Tel: 5-8328300 — Fax: 5-8345987 
Telex: 62497 REVAD HX 


We welcome enquiries from all in- 
terested parties and assure you of 
our prompt, individual attention. 


Appointmen 
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- with a Chinese corporation to build: a d pani me ana! 








Reporting to the Managing I irecto 
- the Finance Director will assume | te 
|- and management accounting, ensiy o p 

- lopment and maintenance of comput teri je d accounting systems. 


|. Candidates aged around 35, willbe fully qualified. accountants with $ 


-. several years’ relevant manufacturing experience. Knowledge of 
; computerised systems is essential, as well as total fluency in Manda- | 
rin and English. Initially, there will als muliar j tion pe | 


© bethin China and the United Kingdom. - 
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M | Management Consultants - 


investment Opportunities 


2 An ixcuaive and probably user offer... 


Phuket 


THAILAND C $ s 
. Few remaining beach front houses ang: apartments i ina sec- : 
j managed property at Kamala Beach. Prices. from US$ 
: 00. Completion August 1989. 
| Call Mr. William Pinsent of Phuket Land now. on 66-76-3 21. 

















U. S. REALESTATE 
$30 MILLION 
Affiliate of New. York Stock | 

Exchange Listed Company 
| with $135 million in R. E. as- 
| sets; 50% ownership available 
| for $30 million. An ultra-se- 
cure joint investment with an 
experienced U. S. developer & 
property manager; large up- | 
side from diversified proper- | 
ties in California, Arizona, 
Texas; | 
Palms & Company, Inc. 
Fax: US 206-881-6125 


recommended 


to make appropriate en- 

| quies and take appro- 
| priate advice before send- 
ing any money, incurring 

| any expense or entering 
into a binding commitment 

in relation to an advertise- 

ment. The Far Eastern Eco- 

| nomic Review shall not be 
| liable to any person for loss 
-| or damage incurred or suf- 





‘forog: as a result of his/her | 
Ifyou have something :cepting or offering to ac- 
tosay...sayit. pt an invitation contained 
in the Classifieds! | in any advertisement pub- 


her Review. 


Our client is a manufacturer of M industial ploquipment based in. E m E 
into anew jomt _ ee ee 


Ope is, and the aes a ae 


Now in its 24th year, the CHINA TRADE REPORT is - : 


nsn Kalim, Patong, Phuket, Jralang: Fax 66-76-21 3e = Tele lex «6951 3 aspe sev. || | 





















8 The CHINA TRADE REPORT has its finger on the | — 
country's business pulse. 


E It provides answers to the basic question: Is there still 
money to be made from doing] business with China? 


li What new opportunities are there for direct invest- 
ment, joint ventures and trade? The rewards are 
ample for those who are patient and for the risk- 
taker. 





Authoritative 


published monthly by the Review Publishing Com- _ 
pany Limited. It has been long acknowledged by lead- 
ing business executives throughout the world as the - 
best informed, best statistically up-to-date newsletter of 
its kind. i 

Wide-ranging E 
The CHINA TRADE REPORT covers every issue affect- 
ing those doing business with China, whether trading, 
investing or involved in any enterprise: grain; textiles; 
electronics; transport; banking; exhibitions; contract | 
law — and dozens more. 


The CHINA TRADE REPORT also publishes key statis- 
tics on all per of the Chinese oe Itis crucial M 


Post this coupon today! 


Circulation Manager, Review Publishing Company Limited, 
G. P. O. Box 160, Hong Kong 


| 

i 

i 

| 

| 

Please enter my one year subscription (12 issues) for the | 

CHINA TRADE REPORT. | enclose a cheque/money order — 

se | a eee .. made out to the Review Publishing Company | 
Limited. Or, please charge my credit card (tick one): | a 
American Express a Diners Club (2 posse 

MasterCard [C] Visa [] {Please print in block letters) | 

i 
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Cleared for a political takeoff 


Former Wing On Bank chairman Philip 
Kwok Chi-kuen, 51, is likely to raise his poli- 
tical profile in Hongkong after being acquit- 
ted on 24 July of charges of dishonestly 
pledging shares from a family holding com- 
pany to gain HK$35 million (US$4.46 mil- 
lion) in loans from the family bank. An ap- 
.. Ace wu poin member of 
the Urban Council 
and vice-chairman of 
the Peking-appointed 
Basic Law Consulta- 
tive Committee, Kwok 
aborted his bid for a 
seat in the Legislative 
Council shortly before 
being charged in Sep- 
tember 1988. 

A member of the 
conservative New Hongkong Alliance poli- 
tical party, Kwok has long made a habit of 
civic duty, serving as a member of the Hong- 
kong Housing Authority and as chairman or 
president of everything from the World 
Wildlife Fund (HK) to the Rotary Club. 
These associations may have held him in 
good stead during his trial. 

The district court judge who acquitted 
Kwok and two of his relatives said there was 
no hard evidence that he had sought to de- 
fraud the bank, which was propped up from 
insolvency by the Hongkong Government 
and Hang Seng Bank in 1986. The blame for 
Wing On Bank’s near-fatal wholesale lend- 
ing to Kwok family companies was instead 
laid on Kwok's brother Albert who died later 
that year. 

While Kwok's political career may re- 
vive, his role at the Wing On Group of com- 
panies is likely to remain marginal. Another 
branch of the family is now in charge and re- 
cently successfully faced down a hostile bid 
for Wing On by New World Development. 





A rare profile 

The twice-yearly Muslim pilgrimage from 
Indonesia to the holy city of Mecca is always 
led by a string of Jakarta notables who act as 
unofficial leaders of the haj. Among them 
this year on her first haj is President Su- 
harto's eldest daughter, Hardiyanti Indra 
Rukmana, 40. But Hardiyanti — widely 
known by the affectionate dimunitive Mbak 
Tutut and married to businessman Indra 
Rukmana Kowara — is growing accus- 
tomed to the kind of publicity seldom given 
to other members of the Suharto family. 

As well as running a successful diver- 
sified business and helping to manage social 
foundations, she is active in a number of 
high-profile social-welfare organisations, 
among them a blood donors' association. 
Her involvement in the latter has resulted in 
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her featuring frequently in news reports and 
interviews, and in her participation in semi- 
nars and workshops. 

Her recent tour of remote Irian Jaya and 
promotion of the handicrafts industry in In- 
donesia have been given almost as much 
press coverage as ministerial visits and pro- 
nouncements. But while there are those 
who speculate that her father is grooming 
his energetic and able daughter for a state 
position, this does not square with the presi- 
dent's long-established practice of not en- 
couraging his children to enter politics. 


Sportsman’s winning ways 

A newcomer to Japan’s parliament, which is 
famous for its occasional fist fights, has 
sworn not to rough up his colleagues. An- 
tonio Inoki, 46, leader of the Sports Peace 
Party and one of the country’s two most 
famous professional wrestlers, picked up 
990,000 votes in the recent upper house elec- 
tions on a platform of improving the lot of 
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professional athletes and using international 
sporting events to promote world peace. 

His personal contribution to the cause 
has been to visit Moscow and tell a top 
Soviet official that Japan and the Soviet 
Union ought to find ways of jointly using 
the disputed northern territories instead of 
quarrelling about their ownership. The idea 
was well received: Inoki says he has a writ- 
ten invitation from Soviet President Mikhail 
Gorbachov to visit him any time. 

Although Inoki has sworn off beating up 
his colleagues, a display of his professional 
skills helped to get him elected. During a 
whistle-stop tour of Osaka he thrilled 3,000 
spectators by delivering high kicks to the 
neck of a “consumption tax doll" — a life- 
size stuffed figure representing Japan's 
hated new tax. Inoki has promised to vote 
for repeal of the consumption tax, but also 
claims to be on good terms with many 
MPs of the ruling Liberal Democratic Party 
which sponsored it, hardly surprisingly 
since the party includes many of his 
warmest fans. 


FAR EASTERN ECONOMIC REVIEW 


Korean star dazzles Moscow 
South Korea's Kang Su Yon, 23, has just be 
come a national figure by winning the bes! 
actress award at the 16th Moscow Film Festi- 
val on 18 July. In the film Aje Aje Bara Aje 
(from a Buddhist incantation denoting the 
state of mental elevation), she plays the role 
of a former Buddhist nun caught in modern 
Korean society. 

“The Moscow award is not only her per- 
sonal victory but also one for the entire Ko- 
rean movie industry,” commented The Korea 
Times n per. Kang, who has been act- 
ing since she was five, established her repu- 
tation in the rough-and-tumble South Ko- 
rean cinema industry by winning the best 
actress award at the 1987 Venice Film 
val for her role in Surrogate Mother. ....2 
played a young woman in bygone Korea 
bought by a rich man to bear him a child. 


No rest for party hardliner 


Chinese Communist Party member and vet- 
eran journalist Chen Bojian, 67, may be find- 
ing his six years' experience in Hongkong 
inadequate in the fight for credibility in the 
territory's media circles. A native of Shan- 
dong province, Chen was posted to the 
Hongkong branch of China's Xinhua news- 
agency in 1983 as deputy director. He retired 
from Xinhua in 1986 — after 37 years — and 
was re-assigned to one of many Xinhua-con- 
trolled Chinese newspapers in Hongkong, 
Wen Wei Po, as deputy director. 

As a result of the 4 June Tiananmen mas- 
sacre and Wen Wer's fierce condemnation of 
the Peking government, Chen was first sack- 
ed by the newspaper's rebellious publisher 
Li Zi-song for advocating the party lin t 
was reinstated by Xinhua — who sacked Li 
instead — a few days later. Li's dismissal 
precipitated the resignation of about 30 Wen 
Wei journalists. 

Chen kept silent until Peking's prop- 
aganda machine was RICKY 
up and running. He 
now has to deal with 
the consequences of a 
bitter staff walkout as 


well as propagate an 
unpopular and unten- | 
able line that the 
democracy movement 
was  counter-revolu- 
tionary. 

This does not 
herald a smooth end to a career which began 
in 1949 and took Chen to the Korean War 
in the early 1950s. He went on to be Xin- 
hua's chief correspondent in Eastern Europe 
and the Middle East and rose to the position 
of international editor and later deputy 
editor-in-chief, a vice-minister grade, in Pe- 
king. K 
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Our motto is more than pretty words. It's the fabric of our business. 

We make advanced construction equipment, presses, lasers and robots: intelligent machines, 
for enlightened users. Komatsu technology is designed to meet local needs and global concerns for 
the environment. And build better communities without sacrificing the quality of life. 

At the same time, we support open markets through cooperative ventures around the world. 
Wherever we go, Komatsu seeks local partners to share the benefits of technology and prosperity. 
We take part in community life as a neighbor. And we also sponsor quality 
imports in our local markets, at home in Japan. 

That's just a sample of how one company works for the world. 

Modest efforts, for mutual rewards. Consider how much we can accomplish 
if we work with care, patience and imagination. Together. 


ğa KO MAT € U Head Office: 2-3-6, Akasaka, Minato-ku, Tokyo 107, Japan 
Telex: J22812 Phone:(03) 5561-2617 Cable.KOMATSULTD 
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The magnificence of man. 


This glorious temple is one of the most 
remarkable remains of ancient Khmer architecture 
in Kampuchea. And while man once worshiped 
his gods here, today Angkor Wat stands in 
celebration of what man can accomplish when 
he follows a dream. 

At Epson we give this divine spirit in man 
full rein in our approach to product development. 
And combined with our advanced-precision 
technologies, it has earned us our reputation for 
startlingly innovative products. 

Epson was the first to envision a printer 
small and fast enough to work in a calculator. 
We then created the finest high-quality, 
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high-performance printers. 
Today Epson produces a sophisticated series 
of personal information products including laptop 
PCs with outstanding versatility, expandability 
and industry standard compatibility. | 








Throughout history man has paid 
tribute to the gods. 
We d like to pay 
tribute to what is 
godlike in man. 
Imagination, 
inspiration and 
the willingness to 
follow a dream. 


EPSON. Where anything is possib! 
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Jakarta 12920 indonesia. Te! 5782010 Telex 62766 MEDATAIA MEN 


DATA SYSTEMS TD. Karachi. Pakistan Tel 515368 Tele 23431! ABMO PK 
LTO. Colombo 5. Sri Lanka Tei 502202/3. Telex 


COMPUTERLINK DATA SYSTEMS 
Fax 977225407 THAILAND. SAHA /IRIYA 1 NTER! JAT IONAL COMPUTER CO 


 EQUATRO )N 
PHILIPPINES. U-BIX CORP! RATION Metro Manila. Philippines Tel. 218-7501/5. Telex 

2455 COLINK CE NEPAL. Mt RCANTILE OFFICE SYSTEMS. Kathmandu Nepal Tel 220773 Telex 
TD. Bar oko 10500. Thailand. Tel: 2360295, Telex 87112 SIC TH 


19840 ETRON MA PAKISTAN. A! 
23120 UBX PH SR! LANI 
2263 METRA ! 


(MALA YSIA) SDN BHO Petaling Jaya. Selangor, Malaysia Tei 7558322. Telex 





Editor-in-Chief: Derek Davies 


Editor: Philip Bowring 
Regional Editor: Hamish McDonald. V. G. Kulkami Deputy; 
Ashiey Wright, David Porter Assistants 

Business Editor: Ron Richardson: Tony Major Deputy: 
Stephen Morgan, Michael Taylor Assistants 

Focus Editor: Anthony Dyson 

Arts & Society Editor: Margaret Scott, Lynn Pan Books Editor 
News Editor. Pau! Bayfield. Steve Proctor Deputy. 


Art Department: Andy Tang, Ricky Hu, Barmy Lee 
Graphics Coordinator: Pat Elliott Shircore 


Production Editor: Pau! Lee; Henry Chiu Deputy; Chris Tsang Assistant 


Librarian: Jan Bradley 


BUREAUX 

Bangkok: Pau! Handley 2571139 
Jakarta: Michael Vatikiotis 347814 

Kuala Lumpur: Suhaini Amam 2678252, Nick Seaward 2618244 
London: 937-4910 

Manila: John McBeth, Rigoberto Tiglao 5221808595077 
New Delhi: Salamat Ali South and West Asia 616690 
Peking: Robert Dells 532-1550 

Seoul: Shim Jae Hoon, Mark Cliflord 732-7354 
Singapore: 2203720 

Sydney: Michael Malik 212-3355 

Taipei: Lincoln Kaye, Jonathan Moore 502-2359 
Tokyo: Charles Smith, Nigel Holloway 2708229 
Washington: Susumu Awanohara 862-9286 


OTHER CORRESPONDENTS AND CONTRIBUTORS © 
Rees 


Lage ren every Thursday. in Hongkong since 1946. Ail Rights Reserved ©) 
Review Company Limited. Hongkong, 1989. A wholly-owned subsidiary of 
Sapte, tao hat 


Offices: 181-185, Gloucester Road, Centre Point, 
Postal address: GPO Box 160 | 


Printing Co. (HK) Lid, Tsuan Wan industrial Centre, 2-5/F . 
aD 248 acy Feed. Tsuen Wan NT T., Hongkong 


U.K.: Registered as Od tga 
Economic Review ew (IS STE BAD pace Thursday, for 


US$103.00 per year poA en ae Uned US S Mailing = 
Datamovers, Inc. 38 W. 36th SL, New Y peur o T 
New York, N.Y. and additional mai fs POSTMASTER send address 
PM HN MINOR inc.. 38 W. 36th SL. New York, 


[ABC] Member of the Audit Bureau of Circutations, London. No 33 


17 AUGUST 1989 





There * Something about us 
we just cant hide . 


Why Should we ? 

Sari fhcfic Jakarta js a very friendly 
hofe/. Who else would send someone 7o 
wait for you at the airport ina 
green jacket with a pink. heart ? 
Thats how heartwarming we can be. 
We take care of you. Whether goa re on 
business or holiday, yous enjoy Our Warm 
friendly Service, happ 4 atmosphere anol 
food thats loo good fe be fae. 


After all, S not easy to hide a horel 
with heart. /s it 
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MOX FUEL RODS, BY MAURICE SMITH. 


DIEGO POECSO SI Oe A LS 


Our geologists have been engaged in uranium exploration 
throughout the world for over 40 years. Their most recent disco- 
very is the rich Cigar Lake ore body in Canada. 

Our miners work in both underground and Open-pit mines 
on every continent, making Cogema a leading supplier of uran- 
ium concentrate. 

The achievement of the world's largest enrichment plant 
demonstrates the quality of our teams, especially in the opera- 
tions, process development, and engineering sectors. And they 
have been working on laser enrichment from the very beginning. 

Our broad nuclear fuel experience led us to invest in large 
nuclear fuel fabrication and assembly plants. In fact, we are 
already building facilities for the fabrication of recycled fuels. 

Our La Hague plant has reprocessed its 2,000 th tonne of 
spent fuel in 1987. This achievement proves our expertisein com- 
mercial reprocessing. 

For us, professionalism is the key toa reliable and profitable 
nuclear industry, and a prerequisite for ensuring the good perfor- 
mance of our customers'reactors. 

This professionalism is present in every step of the fuel 
cycle, both in products and services we provide. We apply this 
professionalism to a fully integrated company so our customers 
benefit from economies of scale, the only way to guarantee lower 
power generating costs. Today and tomorrow. 


& 
GOGEMA 


The major nuclear fuel company. 


2, rue Paul Dautier. BP N° 4, 78141 Vélizy-Villacoublay France. 
Tel. 35 (1) 39.46.96.41 


RSCG ENTREPRISES. 


HOTELS 
MERIDIEN 








Over 50 hotels on 5 continents. 


Nina Ricci designs the uniforms. 
Hermès supplies the bathroom 
amenities. Christofle silverware and 
Limoges china are found on our 
tables. Famous French chefs create 
our superb restaurant menus. The 
concierge is a source of all 
information and the latest 
technology supports the business 
traveller. New York, Bangkok, 








the Seychelles, Phuket and over 50 
other cities and resorts worldwide 
provide some stunning locations. A 
world of hospitality beckons and 

the service is courtesy of Meridien. 


Le 
MERIDIEN 


TRAVEL COMPANION OF AIR FRANCE 











Dou 
LETTERS 


| Knowledge in the paternal state 


The two critiques [15 June] of Karel van 
Wolferen's book, The Enigma of Japanese 
Power, express an ominous view that the 
world would be better off had van Wolferen 
not written what is arguably the most 
trenchant analysis of the Japanese state to 
appear within recent memory. 

When Susumu Awanohara hopes that 
“The Japanese reader will not stoop to a 
kneejerk nationalistic reaction,” and Sir Syd- 
ney Giffard asserts that "The book is booby- 


| trapped against both the Japan-apologist 
| and the culturalist,” they seem to suggest 


that critical analysis of Japan — however ac- 


| curate the findings — risks doing more 


harm than good. 

The reviewers’ anti-intellectual deep ` 
ing, woven in between lines that damn: 
faint praise (the book is "admirable for what 
it attempts if not for what it accomplishes”), 
reflects the same insidious, paternalistic at- 
titude towards knowledge — that a free 
marketplace of ideas is dangerous — which 


| Japan's Liberal Democratic Party (LDP) has 





nurtured in politics for a generation. Fortun- 
ately for all of us, van Wolferen did write his 
book. Unfortunately for the LDP, its brand of 
politics has been thoroughly repudiated by 


Japanese voters. 
Rancho Palos Verdes, 

. California PAUL J. FRAKER 
China's inequality of *mercy' 


As the Peking leadership continues its 
nationwide purge of so-called counter-rev- 
olutionaries (though no longer advert- 
ising arrests or executions in the press for 
fear of the effect on economic ties with the 
West), we can be certain that torture is b 
widely used to obtain the names and wl 
abouts of ever more protesters. Those de- 
tained are certainly not offered the mercy 
shown to members of the ruling party ap- 
paratus. 

One remembers how Mao Zedong's 
widow, Jiang Qing, was accused of the most 
heinous crimes and evil plots at her show 
trial in 1980 and condemned to death, but 
then the death sentence was suspended for 
two years, as allowed in Chinese law. 

[t was to be carried out if Jiang did not 
show any remorse — which one police 
minister, Ruan Chongwu (still a govern- 
ment minister) explicitly said she never 
would. He also said her attitude was "ir- 
relevant." Clearly, the "attitude" of protest- 
ing youngsters also is "irrelevant" to China's 
rulers, when the higher goals of protecting 
their own privileges are challenged. 

We can only pity the people of China 





For reservations, contact any Meridien hotel or Air France office, 
your travel agent or Meridien Reservations International at Hong Kong 852.3.66.99.96; 
Singapore 65.733.28.78; Tokyo 0120.475.777 or Sydney 008.221.307. 


who have to live under a government that 
resorts to executing protesters as a way of 
proving its sovereignty. We should also 


HOTELS keep asking China's rulers how they can call 
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it justice when they dare not deny mercy for 


Jiang, but demand the execution of young 
patriots. | 


Tokyo ‘CHINA WATCHER’ 
British and ashamed of it 


In Road to nowhere [20 July], concerning 
Britain’s refusal to grant Hongkong people 
the right of abode in Britain, Philip Bowring 
was wrong to imply that the face of British 
politics is united in its dishonour. As evi- 
dence, he cited the grating opinions of 
shadow foreign affairs spokesman Gerald 
Kaufman. This was not entirely fair. .—— 
Looking beyond the predictably shoddy 
antics of Kaufman, you will find the vast 
majority of those in opposition to the British 
Government fighting hard to protect the fu- 
ture of Hongkong people. 
recall, at a demonstration in London 
wing the Tiananmen massacre, hear- 
ing a pro-democracy activist from Hong- 
kong saying that day that he was ashamed 
to be Chinese. Today, I am ashamed to be 
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Disrespect to a foreign minister 
I was disturbed by the tone of the report 
Strained relations [3 Aug.], in particular re- 
garding the views expressed about the dip- 
lomatic initiative within the South Asian As- 
sociation for Regional Cooperation taken by 
Bangladesh's distinguished foreign minis- 
ter, Anisul Islam Mahmud. 

Bangladesh is a sovereign country and 


reserves the right to navigate its own- 


policies, be they economic or political, as it 
deems fit. It does not have to consult with or 
obtain the prior approval of other countries 
to make a diplomatic move or to buy com- 

ities. This does not mean that it should 
gard the views of its neighbours. But 
neither should it yield to any outside pres- 
sure, particularly from a country such as 
Pakistan, which has failed to resolve many 
important issues: for instance, the repatria- 
tion of Biharis from Bangladesh 18 years 
after the separation of the country. 

I wish your correspondent S. Kamalud- 
din had urged more respect between South 
Asian neighbours instead of blaming the 
Bangladeshi foreign minister alone. 

Vienna 


Dubious view of a news story 
In GUEST TRAVELLER'S TALES [3 Aug.], N. 
Balakrishnan accuses The Straits Times of Sin- 
gapore of publishing “propaganda news 
stories of dubious veracity.” The example he 
cited was The Straits Times' 23 June page one 
report on a new regulation which fines users 
of public toilets for leaving them unflushed. 

.. His choice of example is curious, because 
the story merely reports the fact that this 
regulation would be implemented on 1 July. 





| Others may not carry such a report on page 


California 


S. R. KHAN 


one, but this is a question of news values, 
not of veracity. 

Singapore is a densely populated city 
state whose environment could so easily 
have been less clean than it is. The Straits 
Times feels (and is confident its readers do 


too) that a clean Singapore is a cause worth | 


supporting. It is not going to be deterred by 
others choosing to regard as "propaganda" 
what are in fact news stories of events affect- 
ing its readers. 

.In Media muddle [6 July], Balakrishnan 


tried to give the impression that The Straits 
Times’ newsroom of "about 200 editorial 


staff" produces, on average, only 12 pages 
of domestic news a day. ! 
In fact, our staff, which numbers 250, 
produces an average of 42 editorial pages 
daily, more than half the contents staff-gen- 


erated. CHEONG YIP SENG 
Editor-in-Chief 
Singapore — The Straits Times 





Army at war with its own people 


The official name of the army in Burma is - 


translated as the People’s Armed Forces, but 
it has shown itself to be violently opposed to 
the interests of the people. The military re- 
gime therefore does not represent the citi- 


zens of Burma and it has no right to repre- | 


sent the country at the UN nor in embassies 
throughout the civilised world. 

The military has no legitimate authority; 
it is led by à bunch of corrupt dictators. 
Their martial laws have no legal basis and 
they have perpetrated acts of war and ter- 
rorism against their own citizens. 

In thelatest development, Aung San Suu 


Kyi and Tin U, two opposition leaders, 


along with more than a thousand followers, 
are under indefinite arrest. Just as they are 
cut off from the outside world, Burma itself 
is isolated within the international commun- 
ity. Thus, the authorities feel free to commit 


any atrocity they want without fear of world | |. 


condemnation. 
SOE MIN 


Vietnam's iron begging bow! 
In Hunger for currency [3 Aug.], the head- 
line reflects a truer picture of life in Vietnam 
than the article. Paul Handley writes of Viet- 
nam's emergence as a major exporter of rice. 
Most other Asian countries make sure they 
can feed their own people before they 
scramble for hard currency. 
Hongkong 
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Wrong spelling of Marcos’ hometown 
Your in-depth report on the Philippine mili- 
tary [Cory's command, 27 July] was impres- 
sive, but the correct spelling should be 
“Laoag” in Ilocos Norte province, Marcos’ 
hometown, not “Loag.” 


Taipei DAVID YU 
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Australia has just 
= completed a year of 
= record economic 


= investment. In 
doing so it has paid 
a high price. The 
lucky country now 
s». hasadebtas big as 
SSS Argentina’s and is 
watching its current account deficit widen 
by the day. To cool down Australia's 
overheating economy, Prime Minister Bob 
Hawke's Labor Party government has 
stamped on the monetary brakes. Finance 
correspondent Jonathan Friedland 
assesses Australia's ability to stabilise its 
current account and looks at whether the 
borrowings, mainly by the private sector, 
will actually help Australia reduce its 
debt. Sydney bureau chief Michael Malik 
analyses the relationship between labour 
and government and looks at how that 
might change if the Liberal-National party 
coalition of Andrew Peakcock were to be 
elected. 68 Cover illustration by John Shakespeare. 
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New Zealand: Leadership 

Geoffrey Palmer becomes prime minister 
after David Lange’s surprise resignation, 
inheriting a government riven by policy 
disputes and trailing the opposition in 
opinion polls 10 

















el 
INTELLIGENCE 


Curtailing Contributions 

A bill before the US Congress is seeking to 
make US Government contributions to a 
World Bank affiliate conditional upon the 
bank not restarting loans to China without 
US agreement. World Bank sources are 
taking seriously the possibility that the bill 
will be passed once congress reconvenes 
after the summer recess. This would not be 
the first time that US contributions to the 
World Bank's concessional lending arm, 
the International Development Association 
(IDA), have been delayed for political, as 
well as economic, reasons. The bill would 
mean that US$115 million of the US$970 
million the US is due to donate to IDA this 
year could be withheld if the World Bank's 





‘ e y . i | 

Lange and Palmer (10). 
Japan : LDP election 
The ruling party votes in a compromise 


candidate as president in an effort to 
restore voter confidence 11 


Singapore : Bases 
A Singapore offer of facilities for a US 
military base, meant to ease political 

in the Philippines, draws strong 
criticism from Malaysia 12 
South Korea : Pyongyang Contacts 
The disclosure that the South Korean 
Government maintains links with the 
North has added a further dimension to 
the current debate on ties between the two 
countries 13 


Sri Lanka : Politics 

President Premadasa's government, 
facing ruthless Sinhalese extremists, 
feuding Tamil separatists and India's 
reluctance to withdraw its expeditionary 
force, appears unable or unwilling to 


other shareholders vote to lift the current 
suspension on new loans to China. If the 
US did drag its feet over contributions, this 
could delay contributions from other IDA 
donors, which are technically linked to the 
US making its contributions in full. 


The Welcome Mat 

Indonesia's policy of barring Australian 
journalists from the country, introduced 
after the Sydney Morning Herald wrote what 
was considered an offensive article about 
President Suharto and his family in 1986, 
now looks to be a thing of the past. The 
government has approved 62 visas since 
January this year involving 49 journalists. 
While most of these have been for specific 
events, 16 visas issued in the past month 
have been for short-stay working visits not 
pegged to a specific event. However, at 
least six of those who applied for visas are 
still being denied entry, and there is only 
one Australian media organisation — 
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confront the crisis which threatens to tear 
the country apart 19 


Burma : Dissent 

Some senior army officers are critical of the 
military regime's crackdown on the 
opposition 22 
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The ruling National Front's success in a 
recent by-election reveals the crucial role 
played by Chinese and Indian voters in 
supporting its Malay candidate 23 
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Factional killings further undermine th 
interim rebel government's efforts to fox,» 
unity 25 
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Prime Minister Chatichai defuses a 
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from Swiss banks 28 


Hongkong : Refugees 

Overcrowding in detention centres for 
Vietnamese boat people leads to violence 
and escape attempts. Meanwhile, US 
pressure stalls Britain's attempts to begin 
forcible repatriation of boat people 29 


Australian Associated Press — witha 
resident correspondent in Jakarta. 


Hint from the Hosts 


West German officials are threatening th: 
the visit of South Korean President Roh 
Tae Woo later this year might be marred t 
some decidedly undiplomatic questions, 
some issues involving German companit 
in Seoul are not solved. Chief among the 
is the dropping of an outstanding tax cas 
against Bayer and Cosa Lieberman in 
which the South Korean Government h: 
refused to let the Swiss head of the 
company leave the country as a way of 
backing up its demands for almost US$5 
million in back taxes. 


Avoiding Embarrassment 
India may not appoint a new ambassad 
to Burma, if the present incumbent I. P. 
Singh retires according to schedule at th 
end of August, until the promised 
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Indonesia : Politics 

President Suharto redirects the flow of 
debate on his political succession to a less 
controversialarea 31 


Indonesia: Irian Jaya 

Government forces capture a key separatist 
leader in a months-long anti-rebel 

sweep 32 
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The communist party comes to the 
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committees 34 
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Bitter parochial politics is holding up the 
Philippines’ biggest single industrial 
investment project 60 

Indonesia : Markets 

Jakarta clears up confusion over share 
purchases by foreigners 62 


Hongkong : Banking 

New York bankers fret about their 
Hongkong investments in the wake of the 
Peking massacre 62 


elections have been held, diplomatic 
sources say. India has lent strong moral 
support to Burma's pro-democracy 
movement, and New Delhi wants to avoid 
the embarrassment of having a new 
ambassador present his credentials to the 
current, highly unpopular military regime. 


The Rising Son 


A major cabinet 
reshuffle is expected 
in September in 
Singapore in which 
the Prime Minister 
Lee Kuan Yew’s son, 
Trade and Industry 
Minister Lee Hsien | | 
Loong, and Home NA / 
Minister S. Jayakumar Lee. 

are expected to gain 

major promotions. Sources say the 
elevation of Jayakumar will be used to 
mask the speed at which the prime 
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South Korea : Industry 

Strong domestic sales power the South 
Korean car industry's growth as exports 
slump 63 


Philippines : Finance 

Manila is likely to come under pressure to 
accept a Mexico-style debt-relief package in 
loan talks 64 
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Washington is making it more difficult for 
overseas groups to buy US companies 66 
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Australia pays the price for living beyond 
its means 68 
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Taipei faces mounting US pressure to open 
local markets to cheap farm imports 73 
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Changes in policy and prime minister 
push New Zealand interest ratesdown 80 


India : Raw Materials 
India faces growing coal imports despite 
big increases in domestic output 81 


Malaysia : Projects 

Time Engineering captures a plum 
contract to supply equipment for the 
country’s North-South Expressway 82 


minister's son is rising, as well as being a 
reward to Jayakumar for his ministry's role 
in the arrest of professionals supposedly 
engaged in a “Marxist Conspiracy” in 
1987-88. Jayakumar has also been 
instrumental in drafting legislation 
abolishing appeals to the Privy Council 
and restricting judicial review in cases 
under the Internal Security Act which 
allows for detention without trial. 


A Wing and a Prayer 


Passengers travelling on Burma Airways 
Corp., which has lost several of its ageing 
and badly maintained Fokker Friendship 
aircraft in crashes over the past few years, 
now have reason to be even more wary 
about the airline’s safety standards. As 
part of a government crackdown on those 
suspected of having links with the 
country’s opposition, nearly all the 
company’s pilots have been sacked and 
replaced by their former co-pilots. Foreign 
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businessmen travelling in Burma report 
that landings and take-offs are more 
alarming than ever. Their reluctance to fly 
with Burma Airways may have an adverse 
effect on the government's attempts to 
attract foreign investment into the 
economically beleaguered country. 


A Model for Nepal 


The state visit of Nepal's King Birendra to 
Finland between 11-15 September is being 
seen in Kathmandu as a significant move 
in respect of the country's current impasse 
with India over the latter's trade blockade 
of their common border. Finland's 
experience in maintaining equable trade 
and diplomatic relations with the Soviet 
Union is seen as offering a possible model 
for Nepal's strategy in dealing with India. 
The king will travel to Finland after 
participating in the non-aligned summit 
meeting in Belgrade and he is expected to 
return via Eastern Europe. 
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NEW ZEALAND 


New prime minister inherits a ruling party behind in the polls 


Lange's goodbye 








By Colin James in Wellington 


ew Zealand's new Prime Minister, 
Geoffrey Palmer, inherits a gov- 
ernment badly divided by a per- 
sonally bitter feud over policy be- 
tween the outgoing leader David Lange and 
former finance minister, Roger Douglas, 
and a ruling Labour Party trailing the oppo- 
sition National Party by upwards of 20 per- 
centage points in public opinion polls. 

Palmer, who was previously deputy 
prime minister and attorney-general, will at- 
tempt the same balancing act as Lange. 
Stressing continuity after winning the party 
leadership ballot of MPs on 8 August that 
followed Lange’s sudden resignation, 
Palmer declared economic policy would not 
change and pledged to maintain the anti-nu- 
dear policy which has effectively cut New 
Zealand's defence ties with the US. 

But it is still an open question whether 
Palmer's style will be more effective than 
that of Lange, a former court-room defence 
lawyer who was a mercurial and witty per- 
former at home on any stage. Lange's pre- 
sentational skill had been crucial to the La- 
bour Government pushing through with re- 
markably little fuss both its radical deregula- 
tory reforms — despite its socialist heritage 
— and the ban on passage of nuclear 
weapons in a nation that had long been a 
staunch member of the Western alliance. 

That Labour could introduce such 
sweeping and painful economic reforms — 
arguably the most fundamental of any de- 
veloped country in recent times, certainly 
more so than those of Prime Minister Bob 
Hawke's Australian Labor Party govern- 
ment — and remain this long in power is 
evidence of that skill. Lange's government, 
first elected in July 1984, was re-elected in 
August 1987 with an increased parliamen- 
tary majority for a second three-year term. 

But unlike Hawke, Lange could not keep 
his disparate administration together. When 
tensions surfaced over policy direction in 
late 1987, he was unable to resolve them and 
made them worse by unilateral actions. 
Palmer, at 47 the same age, is a sober figure, 
methodical to the point of obsession, a re- 
spected academic with a reputation of hav- 
ing been a martinet as a law professor in the 
1970s. In choosing him over the only other 
candidate, third-ranked Overseas Trade 
Minister Mike Moore — an ebullient, self- 
taught man of working-class origins — the 
Labour Party has opted for a predictable, re- 





10 


liable and professional administration. No 
ballot numbers were released but sources 
said the result was decisive. 

Palmer's two closest associates will un- 
derpin that practical approach. The new 
deputy is Helen Clark, 39, a tough left- 
winger and former university lecturer in 
politics, who has practised severe budgetary 
stringency in the two years since she en- 
tered the cabinet — including, remarkably 
for a Labour politician, policies which are 
prompting some area health boards to close 
hospitals. The leftist background has en- 
dured, however: she hopes budget 
stringency will lead to efficiencies and even- 
tually stronger state health, education, wel- 
fare and housing agencies. 

The third member of what will in effect 





Lange: skilful salesman. 


be a troika is Finance Minister David Caygill, 
who took the portfolio in December when 
Douglas declared he could not work with 
Lange. A pragmatist with both law and eco- 
nomics degrees, Caygill was an associate 
minister of finance with Douglas and agreed 
with his reforms. But he is unenthusiastic 
about further radical changes which Doug- 
las tried and failed to get the government to 
adopt. 

Caygill's first budget on 27 July was a 
model of fiscal responsibility — but he also 
found room for minor social spending in- 
creases and put forward plans for major 
social policy reform in illness compensation, 
superannuation and benefit rationalisation. 
Palmer and Caygill have a high mutual re- 
spect. Palmer already has departed from his 
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refusal to discuss portfolio allocations to de- 
dare that Caygill would continue as finance 
minister. 

This stability at the top will help project 
the government as unified and workman- 
like after the 18-month pitched battle be- 
tween Lange and Douglas. In the two latest 
rounds in that battle Lange narrowly fended 
off a no-confidence vote of Labour MPs on 
29 June, but also narrowly failed to dissi 
them from re-electing Douglas to the cal 
on 3 August. 

That was a serious rebuff for Lange. He 
had several times considered resigning, and 
those close to him had expected him to step 
down in October when administrative re- 
forms he had piloted as education minister 
are fully implemented. But over the 
weekend of 5-6 August, he decided to go 
immediately instead of waiting. 

He gave two principal reasons. The first 
was his health — he suffered a heart attack 
in July 1988 and the continuing stress of the 
job, particularly with Douglas back in the 
cabinet, put him at risk. The other was the 
restatement of policy in the budget which, 
early polls showed, was well received. "The 
budget sealed in the commitment of this 
government to effecting social policy 
change, as well as the economic consolida- 
tions which we have undertaken," he said. 
"That budget put an end to what had 
seemed hitherto to be some reler  ; 
juggernaut of the New Right." 


hus ended the contest with Doug- 
| | | las, with victory to himself, Lange 

claimed. The MPs in a sense con- 

curred: Douglas had planned to 
contest the prime ministership, but with- 
drew for lack of support, and then was eas- 
ily beaten by Clark for deputy. What role 
Douglas will play remains to be decided in 
the allocation of portfolios, which Palmer 
said he hoped to do on 11 August, after any 
new cabinet vacancies are filled on 10 Au- 
gust. Lange is retiring to the back benches, 
though not yet from parliament. 

Lange had made it clear he would not 
have given Douglas a substantial portfolio in 
economic or social policy. Early indications 
were that the new leadership would take a 
similar view, though perhaps not so 
hardline. Palmer said he valued Douglas's 
ability to generate ideas, provided they were 
carefully monitored. 

But in any case, Douglas’ contribution to 
policymaking will be severely constrained. 
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This prospect was instrumental in causing 
him only reluctantly to accept nomination 
to return to the cabinet. According to au- 
thoritative reports, he acceded to demands 
from his supporters only 15 minutes before 
the meeting. 

His reforms, as far as they have gone, are 
secure. The whole of the new leadership ac- 
cept them. Caygill has, if anything, proved 
tougher on the fiscal side than Douglas and 
has maintained the other deregulatory 
policies and a tough monetary stance. 

But Douglas' hopes of significant labour 
market reform, deregulation of social ser- 
vices to allow provision through private sec- 
tor agencies, and further tax and benefit re- 
form to improve incentives to work, have 
minimal chance of acceptance. The forward 
course charted in the budget offers little 
change from traditional Labour reliance on 

state sector in social services and there is 
' à cabinet majority against further la- 
vuur market reform and tax changes. 

The firmness of the anti-nuclear policy 
was reinforced by Clark’s election as deputy 
leader. Clark was one of the architects of the 
policy, which led to a breach with the US in 
1985 after New Zealand refused entry to a 
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US warship on grounds that it could be 
carrying nuclear weapons and Washington 
refused to confirm or deny whether such 
weapons were on board. 

But as chairman of the Labour defence 
committee, Clark also devised the policy 
that recognised a corollary of the withdrawal 
of US support: heavier spending on conven- 
tional arms. One of the first tests for the gov- 
ernment will be to decide whether to con- 
tinue with the planned purchase of four fri- 
gates from Australia as part of a joint naval 
re-equipment programme. 

There is strong opposition to this from 
peace groups and a majority of backbench 
Labour MPs. Until Lange's resignation 
the cabinet was expected to defy its 
backbenchers. With the changes to the 
cabinet — both Douglas and the new minis- 
ter elected on 3 August with him, Annette 
King, are opposed — even the cabinet 
majority is in doubt. In Canberra, Hawke 
was quick to express his expectation of a 
positive decision, a statement which put 
pressure on Palmer. 

The departure of Lange — and an initial 
highly favourable poll on 8 August for 
Palmer, showing an eight-point lead for La- 





JAPAN 


LDP elects a new compromise candidate as leader 


——— MÀ 


By Nigel Holloway in Tokyo 


n an attempt to revive its battered for- 
tunes, Japan's ruling Liberal Democratic 
Party (LDP), with its powerful factional 
ers asserting their influence as usual, 
voted in Toshiki Kaifu as its new "fresh" 
president. 

The choice of Kaifu, a former education 
minister, marks a sharp departure from the 
usual system of choosing a president from 
among the LDP’s faction leaders — who have 
then become prime minister by virtue of the 
party's traditional lower-house majority. 
However, it remains to be seen whether the 
vote for Kaifu represents enough of a depar- 
‘ure from traditional party practice to revive 
:onfidence among voters in the scandal-rid- 
len party and return them to the LDP fold. 

Kaifu, at 58, is two years younger than 
apan Socialist Party (jsp) leader Takako Doi, 
he woman who was instrumental in defeat- 
ng the Lop in July's parliamentary election 
or the upper house. 

On the face of it, the method of selecting 
he president departed from the practice of 
action leaders agreeing behind closed doors 
in who will take up the top post. This time 

round, the choice was made by secret bal- 
X, the first in 17 years, with all 404 LoP MPs 
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The fall guy 


— plus delegates from the 
country's 47 prefectures — 
taking part. 

The party members chose 
from three candidates who, 
in order to run, needed only 
the endorsement of 20 or 
more MPs, compared with a 
minimum of 50 supporters 
under the old system. The 
three aspirants gave policy 
speeches at a party con- 
vention the day before the 
ballot on 8 August and the 
proceedings, were televis- 
ed 


5o much for appearances. 
The reality is that Kaifu was 
chosen by the elders of the leading factions 
beforehand, which made it almost certain 
that he would get a majority of the votes. 
The other two candidates, Yoshiro Hayashi 
and Shintaro Ishihara, came forward only 
to ensure that the election was not a walk- 
Over. 

None of the three are faction leaders, but 
considerable dissatisfaction was expressed 
by many within the party that the old Sys- 
tem was reasserting itself. The strength of 
this feeling can be gauged from the ballot: 
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Kaifu: preselected. 


C. S FC 


bour — could provoke other political 
changes. There are persistent tensions 
within the National Party between MPs 
championed by eighth-ranked employment 
and Maori affairs spokesman Winston Pet- 
ers, who want a more interventionist eco- 
nomic policy, and those following finance 
spokeswoman Ruth Richardson who want 
further deregulation. 

The Nationals’ leader, Jim Bolger, has 
hovered in the middle. A colourless figure, 
his power base in the party is small and his 
popular rating half that of Peters. If polls 
show that Palmer is closing the gap, the in- 
ternal policy tensions and Bolger's low po- 
pular impact will be highlighted, perhaps 
precipitating a leadership challenge. 

Whether the government under Palmer 
can win back enough ground for re-election 
is in doubt. Past polling suggests unity will 
make up half the gap, leaving an underlying 
10 percentage point deficit due to economic 
hard times, with unemployment running at 
8% and rising. A fragile recovery is now 
under way, but most political analysts do 
not believe it will give Labour the edge. To 
win again, Labour probably needs the Na- 
tional Party to fall apart. ^ 


Kaifu won 279 votes, Hayashi 120 and Ishih- 
ara, who opposed the selection method 
most vociferously, 48. 

Kaifu was championed because he be- 
longed to the small faction of Toshio 
Komoto, which was prepared to offer a “fall 
guy” to lead the party either until the next 
party presidential election, due in October, 
or until the election for the 
lower house of parliament, 
which must be held by June 
1990 but is likely to take place 
much earlier. 

The expectation is that 
the LDP will be "cleansed" by 
another bad performance at 
the polls, Kaifu will in turn 
accept the verdict as speedily 
as his predecessor, Sosuke 
Uno, and his departure will 
open the way for Shintaro 
Abe, the ailing leader of 
his own faction, to take 
Over. 

As a result of an under- 
standing reached when 
Noboru Takeshita became 
prime minister in November 1987, the Abe 
faction was meant to take its turn this time 
around. But the plan was spoiled by the Re- 
cruit share-allocation scandal and a series of 
electoral defeats which forced the LDP hierar- 
chy to come up with one, and now another, 
politician who is not a faction leader in his 
own right. 

Komoto himself had hoped to pick the 
plum, but he was pressured by Abe and 
Shin Kanemaru, chairman of the Takeshita 
faction, into making way for Kaifu, 20 years 
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ure charged with the job of "refreshing" the 
DP, was the thinking apparently behind the 
plan. In this sense, Kaifu wasa perfect com- 
promise. Although young in appearance, 
he has been an MP for 29 years and has 
served in parliament for as many terms as 
. Abe. Therefore, Kaifu's presidency cannot 
_ set a precedent that would prevent Abe 
|. from taking over. 
___ Kaifu's "freshness" stems from the fact 
_ ‘that he is not well known to Japanese voters. 
.. A leading member of the education “tribe,” 
|. he first came to prominence in 1974-76, 
when he served as deputy chief cabinet sec- 
. retary to then prime minister Takeo Miki, 
boss of what is now the Komoto fac- 
_ tion. This gives Kaifu some useful reformist 
credentials, because it was Miki who took 
power to clean up a mess left by the scandal- 
tainted Kakuei Tanaka. Kaifu said he would 
tackle the party’s crisis with youth, passion 
and vigour. 
. A possible candidate who would have 
posed a far greater threat to the established 
order was Ryutaro Hashimoto, the LDP sec- 
retary-general. He gained popularity both 
inside and outside the party for working 
hard against the odds in the upper-house 






















SINGAPORE 


gapore's offer on 4 August to ac- 
L V M commodate some of the US Navy 
. and Air Force facilities currently in the 
- Philippines would work against Asean's ef- 
^ forts to make the region a neutral zone by 
- containing the presence of external powers. 
= Malaysia's overt opposition was later 
` echoed by a senior Indonesian official, who 
|. said in Jakarta on 9 August that President 
| Suharto told Singapore's Prime Minister Lee 
«e Kuan Yew last week in Brunei — where 
~ both were attending the coming of age cere- 
mony for the sultan's son — that any in- 
creased US presence should be limited to 
/.... maintenance work only. The opposition of 
- Singapore's two neighbours now makes 
.. anything more than a token US military pre- 
- sence extremely unlikely. 
While recording Malaysia's opposition to 
Singapore's move, Ahmad Kamil Jaffar, sec- 
retary-general of the Foreign Ministry in 
‘Kuala Lumpur, was careful to state Singa- 
pore's initiative would not affect bilateral mi- 
‘itary cooperation between the two neigh- 
bours, which have grown significantly closer 
during the past year after a long hiatus. 

















his junior. It would not do to have an old fig- 3 election. His candidacy 3 





grounds; his age, 52, and his membership in 


the Takeshita faction. If he had become 


party leader, it would have been far more 
difficult for a member of the old guard to 
have succeeded him, and it would have dis- 
rupted the smooth rotation of the top job. 
This did not stop members of the 
Miyazawa faction from trying to enlist him 
to run against Kaifu, a move that might have 
risked splitting the party, so strong is the op- 


position to Hashimoto within his own fac- 


tion. A harbinger of serious divisions to 
come? No more than the usual factional vari- 
ety, on the evidence of this one manoeuvre. 
The Miyazawa faction has reasons of its own 
not to want a Kaifu presidency; the prospect 
of Miyazawa in the top job recedes that 
much further. 

Kaifu is relatively unknown for another 
reason that appeals to LDP leaders: he lacks a 
power base of his own. This will, of course, 
make it extremely difficult for him to carry 
out a thorough political reform. Kaifu is also 
hampered by the fact that he received ¥14.4 
million (US$103,000) in 1983-87 from the Re- 
cruit company, which is at the centre of the 
scandal that brought down Takeshita and 
his predecessor, Yasuhiro Nakasone. 


Malaysian disapproval may scupper US facilities plan 


ase motives 


Since the US maintains long-standing 
military links with Singapore, and since Sin- 
gapore's size does not make the creation of 
large US bases feasible, the Malaysian an- 
nouncement is seen by diplomatic sources 
as politically rather than militarily signi- 
ficant. 

The US Navy makes extensive use of Sin- 
gapore’s repair and bunkering facilities, 
while the US Air Force has conducted joint 
exercises with Singapore's mainly US- 
equipped air force. US transport and anti- 
submarine patrol aircraft also routinely 
transit through Singapore. 

Effectively, Singapore’s announcement 
simply drew public attention to existing bila- 
teral defence ties between Singapore and 
the US, and was seen partly as an attempt to 
defuse mounting domestic criticism within 
the Philippines over its role as the only 
Asean member state to host US military 
facilities. mE 

Announcing Singapore's intentions in 
parliament George Yeo, minister of state for 
foreign affairs, said a team from the US 
Pacific headquarters in Hawaii was in Singa- 
pore in June to carry out feasibility studies. 
Yeo said the study will form the basis for fur- 
ther discussions, with nothing concrete yet 
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Kaifu was quick to point out that the con- 


tributions were all above board and that . 
none were made after the affair first cameto 


light in 1988. But the opposition parties wil . 
try to maximise the political capital to be 
gained from the link. . 
. The fact that such a man could be chosen E 
at all suggests that the Recruit affair has re- 
ceded in the public mind. It has been re- 

laced by the consumption tax issue — or at 
least that is what the politicians want to be- 
lieve, because it implies that basic political 
reform may not be necessary. 

All three candidates for the LDP job pro- 
posed revising — not abolishing — the tax 
by, for example, exempting fresh food and 
by earmarking the revenue raised for wel- 
fare purposes, thereby showing that the 
money would be spent wisely. The Finance 
Ministry has already indicated that such .. 
changes are practicable. 3 

The jsP is hoping to gain the suppor -~ 
the other opposition parties in passing à v. 
in the upper house to abolish the consump- k 
tion tax altogether. If the LDP-dominated — 
lower house blocks the passage of such . 
legislation, this could provoke a dissolu- i 
tion and a general election and at last.a - 
full debate on Japanese tax reform. B 


decided. He ruled out the possibility of . 
Singapore and the US having a bilateral de- ` 
fence treaty, reiterating Singapore's con- i 
tinued committment to the Five Power De- - 
fence Arrangement under which Singapore, - 
Malaysia, Britain, Australia and New Zea- 
land consult on defence matters. RE 

Yeo also said Singapore had kept its - 
Asean partners informed of its moves since | 
the US team's June visit, and this has been 
acknowledged by Malaysia and the other - 
member states. The reaction from other 
Asean countries, except for Malaysia and n- 
donesia, has been one of cautious — ifa! — . 
valent — acceptance. All of them are pre- 
vately said to be happy about a continued . 
US presence in the region, but are unwilling 
to say so publicly. 

On the domestic front, Singapore's par- 
liamentarians. — all members of the ruling 
Peoples’ Action Party save a single opposi- 
tion MP — confined their questions to 
whether the US forces would be equipped 
with nuclear weapons, their effect on the 
country's social fabric and the potential for 
US interference in Singapore's domestic af- 
fairs. 

Sources say Singapore's stated motive 
for offering to help lift the Philippines bur- 
den of hosting the US bases could be supple- 
mented by a desire to garner some form of 
political reward from the US. In particular, 
Singapore may be seeking to mend fences 
after the expulsion of a US diplomat in May 
1988 after being accused of meddling in the 
country's internal affairs and the subsequent 
souring of relations between the two coun- 
tries. | a 
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SOUTH KOREA 


Secret North-South links revealed 


Confidence betrayed 





By Shim Jae Hoon in Seoul lá 


espite their overt, and often seem- 
D ingly ritulistic, displays of an- 

tagonism, North and South Korean 
officials have apparently maintained high- 
level contacts for some years — including a 
face-to-face meeting in Singapore and on 
both sides of the divided peninsula. 

When an independent legislator broke 
the news of secret North-South contacts on 1 
August, closely following the furore over 

uthorised trips to Pyongyang by South 

2an dissidents, it was greeted with dis- 
belief. Rep. Park Chan Jong’s revelations 
were condemned as sensationalism de- 
signed to embarrass the government. 

Now they are treated as a fact, though 
the government is not expected to admit to 
the contacts, according to some officials. 
"Even if you submit proof, we'll still have to 
deny it,” Rep. Park Jun Kyu, chairman of 
the ruling Democratic Justice Party (DJP), 
told the press on 5 August. 

The revelations have turned the spotlight 
on Park Chul Un, new state minister for po- 
litical affairs and a distant relative of Presi- 
dent Roh Tae Woo. Park, said to have been 
involved in the secret meetings, is seen as 
the key figure promoting détente with the 
communist bloc, including North Korea. 

Press reports, acknowledged to be accu- 
rate by many government and opposition 
politicians, also said Seoul and Pyongyang 
^^v installed a “hotline” telephone system 

ise in the event of emergencies, such as 














Questionable tactics 


South Korea's main intelligence organisation has questioned op- 
position leader Kim Dae Jung in connection with a spy scandal 
centred on a former member of his Party for Peace and Demo- 
cracy (PPD). Kim and Moon Dong Hwan, who recently resigned 
as vice-president of the party, were taken in for interrogation on 
2 August by Agency for National Security Planning (NSP) officials 
on the grounds, according to leaks attributed to NsP, that it be- 
lieved Kim knew about the secret trip to Pyongyang a year ago by 
then PPD legislator So Kyong Won, who was arraigned in June 
under suspicion of spying for North Korea. 

The NSP let it be known that it thought Kim may have taken 
advantage of So's trip to secretly send a message to Pyongyang 
asking for an invitation to meet President Kim Il Sung. 

Few question the veracity of accusations regarding So, who 
has freely admitted to PPD lawyers that he had accepted money 
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armed clashes along the demilitarised zone. 
The system was believed to have been in- 
stalled for consultations on border security 
before and during the 1988 Seoul Olympic 
games, reports said. 

The secret contacts began under pre- 
vious president Chun Doo Hwan in 1985, 
leading to a clandestine exchange of visits 
between Ho Dam, chairman of Pyong- 
yang's committee on national reunification, 
and Chang Se Dong, former director of 
Seoul's Agency for National Security Plan- 
ning, a top intelligence organisation. 

Rumours of Ho's presence in Seoul circu- 
lated widely at the time, but were denied by 
Pyongyang as well as Seoul. At that time the 
North Koreans had insisted on utmost se- 
crecy over such contacts, political sources in 
Seoul said. 





Kim: questioned. 


The revelations suggest that despite 
long-standing animosities, inter-Korean re- 
lations have evolved to a stage of some sta- 
bility and maturity. Seoul officials have long 
contended that as long as both sides main- 
tain periodic, informal contacts, the risk of 
conflict could be lessened. 

The reaction of the major opposition 
party leaders suggest Roh kept them in- 
formed of his initiatives, presumably to de- 
velop a bipartisan consensus over North- 
South détente issues. If so, this challenges 
the widespread perception that Roh has 
held his North Korean cards close to his 
chest. Even Kim Dae Jung said he knew 
about Park Chul Un’s visit to North Korea 
last year. “The key issue here is for the gov- 
ernment to publicise the fact once the trip 
has been completed,” he told the press. 

While Kim's comment may be seen in 
the context of his recent questioning by the 
authorities in connection with a secret trip to 
Pyongyang undertaken a year ago by one of 
his party members, other leading Opposi- 
tion figures, such as Kim Young Sam and 
Kim Jong Pil, also supported the secret con- 
tacts. 

However, concern is now mounting 
over whether the contacts can be main- 
tained following their exposure. In Seoul, 
leaders of the ruling party speculated that in 
order for the dialogue to continue, Park 
Chul Un may have to be replaced by some- 
one less prominent and controversial, 
though there is as yet no suggestion as to 
who might fit that role. 

Attention is also focusing on how, and 
why, the story was leaked to the press. 
Some observers see rightwing figures with 
past or present government connections 
reacting against government opponents’ il- 
licit visits to the North, while others think it 
could herald a new powerplay within the 
DJP over Park Chul Un's emergence as a ris- 
ing star. * 


from Pyongyang officials. Kim and Moon resisted testifying vol- 
untarily for weeks, arguing that the NSP was trying to destroy 
their political reputations and smear the party. The NsP finally ob- 
tained a subpoena that left them no choice but to comply. 

Kim and Moon said their interrogation took place in a spartan 
atmosphere with a minimal degree of cordiality. They sat facing a 
team of four investigators firing a barrage of questions, re- 
peatedly going back to areas already covered to see if they would 
"slip," they said. They were given only three breaks through the 
entire 20 hours of questioning, each lasting just half an hour. 
“The investigators could not produce data overturning my state- 
ments on points of suspicion they raised," Kim said later. 

Probably mindful of growing public unease over its be- 
haviour, the NSP took the unusual step of releasing the entire 


transcript of the interrogation. It revealed that Kim and Moon 
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told the authorities they knew no more about So’s trip and its im- 
plications than the government did. Having been seemingly 
exonerated by the government, Kim promptly issued a state- 
ment calling for a rally on the 8 August to protest at the official 
"conspiracy" to discredit him. 
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Chinese dissident to 

lobby UN in Geneva 

9 Chinese dissident Chai Ling will 

appear before a UN human-rights hearing 
in Geneva this month which also will 
receive a report submitted by the 
Hongkong-based International League for 
Human Rights in China. The report 
concludes that the violent suppression of 
the democracy movement in China in June 
violated international guaranteed freedoms, 
and recommends that the UN investigate 
the issue. Meanwhile, China’s People’s Daily 
newspaper published an extensive attack 
on Yan Jiaqi, the former director of the 
Institute of Politics of the Chinese Academy 


of Social Sciences (and member of the 


Central Political Structural Reform Research 
Group), who has emerged as a key leader of 
China's opposition-in-exile. The article 
accuses Yan of playing a role as a “plotter, 
instigator, organiser and commander of the 
counter-revolutionary rebellion in Peking" 
who served as a link between ousted party 
general secretary Zhao Ziyang’s think tank 
and “overseas anti-communist, anti-China 
reactionary forces.” It calls him a “self- 
described intelligentsia ‘élite’ who is in 

fact the scum of intellectuals.” The 
authoress, Li Jiansheng, traces Yan's illicit 
activities back to the Democracy Wall 
movement in Peking in 1979 and claims that 
Zhao shielded Yan from investigation 
during the campaign against bourgeois 
liberalisation in early 1987. 


China cuts ties with Grenada 
after it recognises Taiwan 

> China announced on 7 August that it 
had broken relations with Grenada in 
response to the island nation's decision last 
month to recognise Taiwan diplomatically, 
warning that "all further consequences 
must be borne by the Grenada 
Government." The decision to establish 
relations brings Grenada into line with most 
other Caribbean countries and may result in 
significant economic aid from Taipei. 


Japan and South Korea agree 
to Sakhalin Korean visits 

> Japanese Red Cross officials finally have 
joined their South Korean counterparts in 
efforts to facilitate the home visits of ethnic 
Koreans stranded on the Soviet island of 
Sakhalin since 1945. A 13-article 
memorandum signed by the two Red Cross 
societies offers Japan's help in sharing the 
cost of their home visits. Numbering up to 
45,000, the ethnic Koreans are part of 
wartime labour force forcibly moved to 
Sakhalin by Japan during its colonial control 
of the Korean peninsula. Many of these 
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ageing Koreans want to return home, 
mostly to South Korea, and for the first time 
since the end of World War II, the Soviet 
authorities have responded to Seoul's 
request to discuss their case, including their 
right to return home or make short visits to 
South Korea. 


Seoul declines Peking 
request for defector 


> South Korea has declined Peking’s 
request for the repatriation of a Chinese 
People's Liberation Army major and his 
wife who defected from the North where he 
was based, at the demilitarised zone (DMZ) 
on 29 July, according to a Foreign Ministry 
official. Zuo Xiukai and his wife have asked 
for political asylum in the US. Zuo's 
defection has caused more anxiety in 
Pyongyang than in Peking because of his 
first-hand knowledge of North Korean 
military deployments close to the DMZ, 
official sources said. 
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Australia reviews its 

Asian foreign policy 

P Australia is conducting a comprehensive 
review of its relationships wth its Southeast 
Asian and Pacific neighbours, including its 
defence policy, as part of Gareth Evan's 
reassessment since taking over the Ministry 
of Foreign Affairs and Trade last year. While 
the Ministry of Defence — which some 
critics accuse of playing too dominant a role 
in foreign policy — will contribute to the 
study, the review will be firmly in the hands 
of Evan's department. The objective of the 
review, which will look at all aspects of 
policy including trade, development and 
areas such as student programmes, is 
understood to not only improve policy 
concepts, but the machinery for carrying 
them out. 
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Japan's emperor pledges 


to abide by constitution 


> Japan's Emperor 
Akihito held his first 
televised news 
conference since 
assuming the throne 
from his father, 
Hirohito, who died in 
January. He pledged 
to abide by the 
constitution and said Akihito. 

that freedom of 

expression was needed to safeguard 
democracy, including the freedom 

to discuss his father's role in World 

War II. But he avoided any comments 
on the constitution itself and on the 
separation of religion and state. He 

said he would like to promote friendship 
with foreign countries, but added that 
mooted trips to China and South Korea 
would be up to the government to 
decide. 





Indonesia finalises Moscow 
visit for Suharto 


> Following bilateral talks at the periphery 
of last month's international conference on 
Cambodia in Paris, Indonesia's Foreign 
Minister Ali Alatas has managed to tidy up 
a few diplomatic loose ends. In talks with 
Soviet Foreign Minister Eduard 
Shevardnadze, Alatas reached agreement 
in principle on a visit to Moscow by 
President Suharto in September. Suharto 
will probably make his first visit to the 
Soviet capital after attending the non- 
aligned conference in Belgrade. 


Jakarta and Peking on 
course to normalise ties 


9 Both China and Indonesia have 
reaffirmed their intention to proceed with 
the normalisation of relations frozen for 20 
years, but neither side has indicated when 
relations will be unfrozen. During his 2-3 
August visit to Brunei, Indonesia's 
President Suharto assured Singaporean 
Prime Minister Lee Kuan Yew that 
Indonesia would go ahead with 
normalisation — thus dismissing rumours 
that he was unenthusiastic about the move. 
Singapore's policy is to wait for Jakarta to 
reopen its embassy in Peking before 
establishing its own relations with China. 
Indonesian Foreign Minister Ali Alatas met 
his Chinese counterpart Qian Qichen in 
Paris at the end of July and was assured of 
China's goodwill. Diplomats from Jakarta 
and Peking are due to hold another round 
of talks on the issue at the UN in September 
where Alatas will again meet Qian. 
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COMBINED PERFORMANCE 


IN STRATEGIC PLANNING, IN COST REDUCTION, IN MARKETING 


EVERY PRODUCT THAT BRITISH AEROSPACE COMPANIES 
IN MAKING THE BEST USE OF HUMAN RESOURCES 


MAKE IS ENGINEERED FOR PERFORMANCE — IN SPACE, IN THE 
THE WORLD'S GREATEST 


GROUND AND UNDER WATER WHICH EXPLAINS WHY ONE OF 


AIR, ON THE BATTLEFIELD, ON THE 
COMPANIES IS ALSO ONE OF THE WORLD'S 


DECISION THAT BRITISH AEROSPACE TAKES MANUFACTURING 
BEST-PERFORMING BUSINESSES 


EVERY 
iS AIMED AT ENHANCING ITS BUSINESS PERFORMANCE 


BITISH AEROSPACE 


ritish Aerospace plc, 11 Strand, London 
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The Cie steps you should take to: to start doing 
business in Australia. 


you step into the Australian market, step 


covers the whole of Australia and key 
into the Commonwealth Bank. 


If you're thinking of doing business 
financial centres of the world. 


in Australia, the Commonwealth Bank 
will be able to give you a knowledgeable Putting us in the best position to 
introduction to Australia’s complex provide expert advice on investments, COMMONWEALTH BANK 
marketplace. markets and opportunities. OF AUSTRALIA. 

Our network of over 1250 branches All of which suggests that before Australia’s leading bank. 


Sydney (Head Office), Tel 61(2)227 711. London, Tel 44(1)6000822. Frankfurt, Tel 49(69)290166. New York, Tel 1(212)8489200. Chicago 
Tel 1(312)876 1200. Los Angeles, Tel 1(213)689 4702. Tokyo, Tel 81(3)213 7311. Singapore, Tel 65 (224)3877. Hong Kong, Tel 852 5-221093. 
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SRI LANKA 


Spiralling violence threatens to tear the country apart 


Political cannibalism 


By Rodney Tasker in Colombo 


WV ite mas Sinhalese commo 


the majority Sinhalese commu- 

nity, a potentially similar conflict 
brewing among the minority Tamils in the 
northeast and sovereignty slipping away in 
the face of Indian intervention, Sri Lanka is 
facing a grim and savage future. 

The intractable conflicts in Lebanon, 
Cyprus and Northern Ireland are all quoted 
‘-- Sri Lankan and foreign commentators 

m considering the country's shattered 
poutical and social structures and institu- 
tions. Somehow, none of them quite offers 
parallels for the ideological and communal 
violence, the economic disintegration and 
the general air of hopelessness which mark 
Sri Lanka's current crisis. 

Currently, widespread factional fighting 
among the Tamils — who comprise 15% of 
the country's 16 million population — in the 
northeast has been contained by the pre- 
sence of a 45,000-man Indian Peace-Keeping 
Force (IPKF). The Indians are battling the 
strongest militant group there, the Libera- 
tion Tigers of Tamil Eelam (LTTE), in an effort 
to allow New Delhi's protégé, the Eelam 
People's Revolutionary Liberation Front 
(EPRLF), to develop as a more moderate poli- 
tical and military force. 

But pessimistic observers feel that if Col- 
ombo, having already forged its own cease- 
fire with the LTTE, succeeds in its persistent 

' ands that the IPKF leaves Sri Lanka, it 
be only a matter of time before the bat- 
tle-seasoned Tigers turn their guns on the 
EPRLF and other Tamil factions that pon 
the Indo-Sri Lankan plan to bring stability to 
the northeast. Some EPRLF leaders, fearful of 
the prospect of being left to confront the LTTE 
more or less on their own, have warned of a 
bloodbath if all Indian troops withdraw. 

These fears can only have been 
heightened by an announcement by Sri 
Lankan foreign minister Ranjan Wijeratne 
on 8 August that India had agreed to with- 
draw the IPKF by February 1990 at the rate of 
three shiploads of troops and equipment a 
week. The accord is subject to the formation 
of a committee comprising senior Sri Lankan 
and Indian army and police officers and the 
chief minister of the Tamil-dominated 
northeast region. The committee will be 
tasked to assess how safe the region is, and 
presumably advise on whether the IPKF's 
withdrawal would endanger the weaker 
Tamil factions. 

While the LTTE is the main potential pro- 
agonist for sparking civil war in the north- 
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eastern “Tamil homeland," the radical 
Janatha Vimukthi Peramuna (JVP, or 
People's Liberation Front) is its majority 
Sinhalese equivalent in the rest of the coun- 
try. The two are diametrically opposed poli- 
tically, as the JvP continues its ferocious cam- 
paign along Sinhalese chauvinist lines to 
humble the Tamils under the rallying call of 
protecting “the motherland.” 

The only common ground the two 
movements share is a desire to see the IPKF 
leave Sri Lanka. But while the LTTE’s concern 


On other pages 


Security fear spreads to the Tamil 


is that the Indians are denying it the political 
and military hegemony it believes it has 
earned as the dominant faction among the 
Tamils striving for a separate Tamil Eelam in 
the northeast, the Jvp is fighting what it 
believes is the erosion of Sri Lankan 
sovereignty the IPKF presence represents. 
The 1987 Indo-Sri Lankan peace accord 
not only allowed the IPKF to operate in Sri 
Lanka in an effort to disarm the militant 
Tamil factions and protect a process of hand- 
ing over limited autonomy to the northeast- 
ern region, but it also gave New Delhi a lead- 
ing role in determining the direction of Col- 
ombo's external relations — particularly 
with the superpowers. The sovereignty 
issue is an easy one for the JvP and other 
extremist Sinhalese political forces to exploit. 
The anti-Indian aspect of the JvP’s cam- 
paign was a major factor in Prime Minister 
Ranasinghe Premadasa's June demand for 
New Delhi to pull out the IPKF by 29 July. 
The Jvr’s call for a general boycott of In- 
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Army patrol keeps the peace during the JVP-inspired strike. 
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dian goods and services, backed by vio- 
lence, was partly successful. Bomb attacks at 
three Indian bank branch offices and the 
murder of individuals considered to have 
broken the boycott underlined their mes- 
sage. 
P But even if the IPKF is withdrawn com- 
pletely, the JvP is unlikely to be deterred 
from its broader purpose of toppling the 
government and seizing power. Its tactics 
are ruthlessly simple and are based on a re- 
lentless campaign of mass intimidation and 
what appear to be a soaring number of ran- 
dom murders. While the JVP denies having 
arms, analysts say the Deshapremi Janatha 
Vivaparaya (DJV, or Patriotic People’s Move- 
ment) headed by JVP general secretary Up- 
atissa Gamanayake acts as the JvP’s military 
arm. The JvP routinely denies any such link. 

Politicians, party supporters, JVP-desig- 
nated strike-breakers, servicemen, police- 
man, peasant and student activists are being 
murdered each day in the Sinhalese heart- 
land of southern and central Sri Lanka by 
what are widely believed to be JvP and DJV 
assassination teams — though some of the 
victims are undoubtedly alleged subversives 
killed by military death squads and vigilante 
groups. The killings, according to diploma- 
tic sources, are currently running at 30-40 a 
day — and the body count is continuing to 
grow. More than 1,000 members and sup- 
porters of Premadasa's ruling United Na- 
tional Party (UNP) alone are estimated to 
have been killed since Premadasa came to 
power in December 1988. 

The Jvp’s image as a movement promot- 
ing the interests of the 70% Sinhalese major- 
ity has found ready recruits among Buddh- 
ist monks — Buddhism is the Sinhalese reli- 
gion while most Tamils are Hindus — fringe 
politicians, and within the military. 
Nevertheless, a senior Buddhist monk, 
Kotikawatte Saddhatissa, was shot dead at 
his Colombo temple on 3 August for pub- 
licly supporting Premadasa. 

The JVP is sometimes compared with the 
Communist Party of the Philippines (CPP) 
and its military wing, the New People's 
Army (NPA). Through their violent cam- 
paigns, both have managed to achieve a 
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position where they seriously threaten their 
respective governments. Neither receives 
arms from a foreign power, relying on ob- 
taining weapons from the security forces or, 
in the case of the JVP, attracting military de- 
serters to join its ranks with their weapons. 
Both have also set up territorial sub-govern- 
ment structures — in the JvP’s case mainly in 
Sri Lanka's "deep south" — where they dis- 
pense "popular justice" by eliminating com- 
mon criminals and imposing taxes. 

But there the similarities end. The CPP/ 
NPA campaign is a fully fledged Marxist 
struggle to take over the country; the JvP’s 
leadership is Marxist, but it labels its follow- 
ers as “patriots” who profess to be striving to 
reinvigorate a Sinhalese-dominated mother- 
land. “The JVP basically espouses pathologi- 
cal nativism,” says Dayan Jayatilleke, a left- 
ist academic and leader of a social demo- 
cratic party with extensive contacts with the 
jvP and Tamil groups. 

The jvr's tactics of bludgeoning the state 
and Sinhalese society into submission are 
more akin to Peru's ultra-violent Shining 
Path movement. It has cast its net wide in 
drawing up a hit-list since its latest violent 
campaign began in the mid-1980s. An earlier 
bid to seize power ended in 1971, when the 
government of then prime minister Sirima 
Bandaranaike killed more than 10,000 
mainly young JVP activists and arrested the 
party's leaders. 

An early JVP casualty in the present terror 
campaign was a radical leftist student 
leader, Daya Pathirana, a Colombo Univer- 
sity student who had out-polled JVP candi- 
dates to become leader of the Independent 
Students' Union of Colombo University. To 
the JVP, one of his offences was to support 
the Tamil cause. In December 1986 Pathirana 
was abducted by the Jvp and killed. 

Since then no political party has been im- 
mune from the JvP’s violence, with the Unit- 
ed Socialist Alliance (USA) — which groups 
six communist and other leftist parties — 





singled out by the Jv for particularly violent 
treatment. The UsA's charismatic film- 
star leader, Vijaya Kumaratunga, Ban- 
daranaike's son-in-law, was killed by the Jvp 
shortly before the 1988 presidential and par- 
liamentary elections. 

“It’s as though the JVP is saying that any- 
one who is not with it is ripe for extermina- 
tion. It's political and social cannibalism, like 
the Khmer Rouge's Pol Pot," said Jayatil- 
leke, who thinks he is also on the JVr's hit- 
list. Given the Jvr/s growing intimidatory 
force among the Sinhalese, and its image as 
a party which prefers action to words, both 
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the UNP and Bandaranaike's main opposi- 
tion Sri Lanka Freedom Party (SLFP) have at 
times tried to woo its leaders. 

Before the last elections, Premadasa's 
UNP thought the JVP would absorb many of 
the votes which would otherwise have gone 
to the SLFP. After his party's success Pre- 
madasa insisted, against the advice of senior 
military officers, on releasing 1,800 alleged 
JVP suspects. Security sources say a number 
of informers against the JVP were murdered 
in subsequent weeks, damaging the govern- 
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ment's intelligence gathering network. 

Until then, the UNP had often accused the 
SLFP of having substantial contacts with the 
JVP. Political sources say several younger, 
more radical SLFP members had defected to 
the JVP when they became frustrated with 
their party's ineffectual policies. The sources 
also claim that the lower ranks of the SLFP 
have also been infiltrated by JvP cadres. But 
during the elections SLFP members and sup- 
porters suffered almost as much as the UNP 
and USA from the depredations of JVP gun- 
men. Nevertheless, neither the UNP nor SLFP 
leaderships name the JVP when denouncing 
the violence and terror in the country. 


nlike many insurgent movements, 
| | the JVP appears to shun foreign 
media coverage. Foreign correspon- 

dents, like their local counterparts, are un- 
able to talk to the movement's leadershi~ ~~ 
hard-core members. Its membership 
armed strength can only be estimated. Wnat 
is known is that the party is headed by 
Rohana Wijeweera, a southern-born Mar- 
xist now in his late 40s, who is reported to 
have absolute control over the movement. 

According to sources close to the JVP, 
Wijeweera's father was an activist in the old 
pro-Moscow communist party and was 
maimed by UNP thugs in 1947. Wijeweera 
was born Don Patabendige Nandasiri 
Wijeweera, but changed his first name to 
Rohana — apparently after a mythical 
Sinhalese hero. He was a Maoist in the 
1960s, though he studied at Moscow’s Pat- 
rice Lumumba University. In 1967 he broke 
away from the Ceylon Communist Party to 
found the JVP, taking with him a group of 
young supporters who were chosen more 
for their loyalty than their political ability. 

“Wijeweera likes to be surrounded by 
'yes men'," one source said. "[He] is not 
good looking, with his spectacles and 
truding teeth, [and] cannot bear to be 
people who are better looking or brighter 


The war was spearheaded by the best organised, most aggres- 


Terrorised Tamils 


While fear stalks the Sinhalese community to the south as the 
Janatha Vimukthi Peramuna (JVP, or People's Liberation Front) 
presses its violent campaign against the government, a similar 
mood is descending on Tamils in Northeastern Province. The 
worry is that if the 45,000-man Indian Peace-Keeping Force (IPKF) 
leaves, the Sri Lankan security forces will not be able to control in- 
ternecine strife among the militant Tamil factions. 

Until July 1987, the Sri Lankan army was the common enemy 
of all the Tamil militant groups. More than 600 Sri Lankan troops 
and many more Tamils were killed between 1983-87 as the rebels 
fought for a separate state of Tamil Eelam stretching from the 
northern Jaffna peninsula down to the south and east to cover 
Eastern Province, with its roughly equal Tamil, Muslim and 
Sinhalese communities. 
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sive Tamil armed movement, the Liberation Tigers of Tamil 
Eelam (LTTE), led by V. Prabakharan. Not only did the LTTE prove 
more than a match for the majority Sinhalese Sri Lankan army; it 
delivered telling strikes against rival militant groups, particularly 
the People’s Liberation Organisation of Tamil Eelam and the 
Tamil Eelam Liberation Organisation (Telo). 

The Eelam People’s Revolutionary Liberation Front (EPRLF), a 
relative newcomer to the Tamil militant scene, was not consi- 
dered by Colombo to be much of a threat at the time. Under its 
leader, K. Padmanabha, it was a comparatively moderate group, 
and they were not demanding an independent Tamil state. 

The July 1987 Indo-Sri Lankan peace accord changed the poli- 
tical equation. The IPKF, which arrived soon after the accord was 
signed, plunged almost immediately into a protracted battle with 
the LTTE — the only Tamil group which refused to recognise the 
accord and lay down its arms. At the same time, the Indians 
tried to build up the EPRLF as a political and military force, 
shepherding it through to electoral success in the poll for a tem- 
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than he is." The JvP leader is described as 
being politically literate, a gifted orator and a 
megalomaniac "with an untrammelled, un- 
mitigated power drive." During the brief 
period between 1978-83 when the JVP was al- 
lowed by the UNP government to operate 
openly as a party, Wijeweera ran against 
then president Junius Jayewardene in the 
1982 presidential election, attracting a low 
400,000 votes. Wijeweera is now believed to 
be constantly on the move to avoid capture, 
often in the guise of a Buddhist monk. 

After 1983, when the JVP was proscribed, 
until May 1988, Wijeweera continued the 
process of swinging the party away from a 
strictly leftist path to that of an ultra- 
nationalist movement. During the 1982 elec- 
tion campaign, Wijeweera had railed 
against the country's Tamil community in 
overtly racist rhetoric. 

^ rare insight into Wijeweera's thinking 

'ared in the form of a JVP statement in 
vc oiombo's Sunday Times in early May. The 
statement slammed the government's “anti- 
popular tactics, the governments de- 
spotism which disregards all protests from 
the people and the fact that the state has pre- 
vented the people from fighting its actions 
through democratic means.” It concluded 
“only after this vile ruling class has been 
mercilessly driven out [will] peace dawn on 
this country. Only then can freedom for the 
nation and rights for the people be won.” 

The statement also called for an abroga- 
tion of the 1987 Indo-Sri Lankan accord; the 
expulsion of Indian forces; the annulment of 
the provincial councils set up after the Nov- 
ember 1988 elections; the disarming of all 
pro-government paramilitary and vigilante 
groups; the cancellation of the results of the 
presidential and parliamentary elections, 
and the holding fresh elections. This attack 
on the government was seen by observers to 

fy a continued armed struggle, with or 

out the excuse of an Indian military pre- 
sence in the country. 
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Business shuts down in strike-torn Colombo. 


The jvP has been particularly effective in 
gaining support within the universities and 
schools, where hand-written JVP posters are 
regularly torn down by the authorities. 
Under the emergency — reimposed by the 
government in June — all schools and col- 
leges have been closed for two months, 
though many parents had already stopped 
their children from attending class because 
of the Jvr’s influence. 


T he growing number of unemployed 


workers — casualties of the country's 

continuing economic slump — also 
provides fertile ground for JVP recruitment. 
Another effective JVP tactic intended to put 
pressure on the government is to order strikes 
which have brought Colombo and other 
parts of the country to a virtual standstill in 
recent weeks. A bus strike, ostensibly over 
pay, lasted for more than a month. 

In the face of this concerted campaign, 
the government's response has been mainly 
military. The security forces have been given 
powers to shoot on sight anyone thought to 
be carrying out subversive activities. But 
they are hard pressed to protect themselves 
from JVP attacks, while feeling increasing- 


ly isolated by a rapid erosion of trust and 
respect among the population for men in 
uniform. 

One consequence has been a prolifera- 
tion of counter;jVP squads — with such 
names as "Black Cats," "Yellow Cats" and 
"Green Tigers" — which carry out their own 
retribution among JVP suspects. Visitors 
travelling out of Colombo report seeing 
bodies along the roadside — in some cases, 
the corpses’ heads have been burned off by 
petrol-soaked lorry tyres. 

Politically, some analysts think Pre- 
madasa has shown himself so incapable of 
tackling the situation that he will have to 
step down. However, a government head- 
ed by his arch opponent Bandaranaike 
may not fare any better given the Jvr’s anti- 
pathy towards her party. There is talk of a 
civil-military administration, but leaders of 
the 40,000-strong army, while becoming in- 
creasingly politicised, have so far shown lit- 
tle desire to assume or even share political 
power. Meanwhile, India, which does not 
want serious instability in any of the coun- 
tries it feels to be within its regional sphere 
of influence, watches with growing con- 
cern. a 
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LTTE'S Jaffna commander Kittu 


analyst. 
will be no match for the Tigers." If the northeast 
into a mini civil war 


was wounded in an attack by — 
the attack was thought to have - 


. Although 
been launched by a rival Tiger group, sivehcbenucaecm ica i 
prisoners. 


Under Indian guidance, the EPRLF-led p 
has an armed citizens’ volunteer force of ab ihn ig 
at asa paramilitary police force in the area. The EPRLF also has 
ditional citizens’ volunteer force of some 2,000 men. 

“If the IPKF is withdrawn, the EPRLF will be wiped out,” a ! 
said. "Even with their superior numbers, they 


does dissolve 
the Tamils, the future of Muslims 


t in the middie will be uncertain. And if the - 


Sri Lankan army returns to the area in 


force, the situation could revert to the circumstances which led to 
the Tamils’ anti-government conflict, which began in 1983. 
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BURMA 


Some army officers question the old order 


Dissent 1 in the ranks 





By Bertil Lintner in Bangkok 


uring the week before the first an- 
D niversary of mass anti-government 

demonstrations in Rangoon, the 
Burmese capital resembled a city under mili- 
tary occupation. Road blocks were erected at 
all major intersections and truckloads of 
heavily armed troops were posted outside 
the offices of major opposition parties — 
moves apparently aimed at warding off any 
repetition of last years protests, which 
spread nationwide. 

But after a year of confrontation between 
the general public and the military — in the 
early months of which thousands of un- 
armed protesters were killed — some army 
officers are having second thoughts about 








retired, it is widely believed is still in charge. 
His power base has always been the 
200,000-strong army, which he keeps in 
check with command rotations and close 
surveillance by the Directorate of the De- 
fence Services Intelligence (DDSI), Burma's 
secret police. 

“Ne Win keeps secret files on all his sub- 
ordinates, whether loyal or not. So he 
knows their personal weaknesses and he 
can take advantage of them by rewarding or 
punishing them,” the officer said. Ne Win 
has kept his army at least superficially loyal, 
united and free of factionalism. 

Burma has two army officer training 
facilities, the most prestigious being the De- 
fence Services Academy (DSA) in Maymyo. 
DSA's course of instruction lasts four years 


Troops parading in Rangoon: respect for opposition. 


the wisdom of suppressing demands for 
democracy with brute force. On condition of 
anonymity, one such officer, a veteran army 
commander with extensive combat experi- 
ence, recently spoke to the REVIEW. 

"We know the people hate the military. 
Every soldier can feel it. Before, it was an 
honour to serve with the army. But after last 
year's massacres, the prestige we once en- 
joyed has vanished completely," the officer 
said, claiming that the vast majority of 
troops respect the emerging political opposi- 
tion. The opposition is represented by the 
National League for Democracy, led by Tin 
U, who served as army chief and defence 
minister in 1974-76, and Aung San Suu Kyi, 
daughter of Burma's independence hero, 
Aung San. 

The officer claimed that less than 25% of 
the army remains loyal to military 
strongman Ne Win, who seized power in a 
coup in 1962. Although Ne Win has officially 


and includes political as well as military 
training. Its cadets receive university de- 
grees on completion of the course. The other 
facility is the Officers’ Training School (OTS) 
at Hmawbi. It provides six to nine month 
courses of a lower standard. 

In Burma, where the military has been 
the ruling class since 1962, the DSA and the 
ots have been the most important channels 
of upward mobility. A look at the top lead- 
ership of the army-cum-government ap- 
paratus reveals that an officer's affiliation 
with one training facility or the other plays a 
role in his rise to power. 

Gen. Saw Maung, the defence services 
commander in chief and chairman of the rul- 
ing State Law and Order Restoration Coun- 
cil (Slorc), which seized power in September 
1988, belongs to the OTS' 6th course, as does 
Brig.-Gen. Aung Ye Kyaw, adjutant-general 
at the Defence Ministry and minister of con- 
struction and cooperatives. Aye Ko, a close 
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associate of Ne Win who also has officially 
retired but pulls strings from behind the 
scenes, is also an OTS 6th course graduate. 

Similarly, Lieut-Gen. Than Shwe, army 
commander in chief and Slorc vice-chair- 
man, belongs to the same OTs class, the 9th, 
as does Maj.-Gen. Phone Myint, another 
powerful Slore member and minister of 
home affairs, to which the country's intelli- 
gence apparatus is subordinate. 

Observers have generally assumed that 
DSA graduates, given their better education, 
would be more liberal than OTS alumni. This 
may be true for earlier DSA graduates — in- 
cluding Brig.-Gen. Tun Kyi, northwestern 
commander, and the Moulmein-based 
Brig.-Gen. Nyan Linn in the southeast — 
who were educated during Burma’s demo- 
cratic, pre-1962 period. But Burmese military 
sources argue that some of the most ruthless 
army commanders are also DSA gradu: ` 
The sources give as an example Col Tin 
commander of the 22nd Light Infantry Divi- 
sion (LID), the unit responsible for most of 
last year's killings of protesters. 

"The main division is not between DSA or 
OrTs-trained officers. It's between the com- 
manders and troops who are fighting in the 
field and the staff officers who are enjoying 
comfortable lives in Rangoon and else- 
where," the officer said, adding that several 
such officers, with almost no combat experi- 
ence, have risen to prominence only be- 
cause of personal connections. 

The most obvious examples, he said, are 
Brig.-Gen. Khin Nyunt, who spent less than 
a year as tactical commander of the 44th LiD 
before Ne Win appointed him chief of the 
DDSI in 1983, and Brig.-Gen. Tin Oo, a 
former staff officer under Aye Ko. Today, 
Khin Nyunt and Tin Oo are secretaries to 
the Slorc and far more powerful than its 
chairman, Saw Maung. 


hin Nyunt's sudden rise to pc 

has caused great dissatisfaction 
among several senior and more ex- 
perienced officers. And, at the beginning of 
the year, when the Slorc permitted a certain 
degree of political pluralism, the DDSI was 
rapidly expanded, mainly to keep a watch- 
ful eye on army officers who might show 
sympathy for the opposition. This appears 
to have exacerbated existing frictions. 

In order to consolidate his power, Khin 
Nyunt has appointed to important posts 
several of his old classmates from the OTS’ 
25th course. Burma's new police chief, Col 
Pe Aung, comes from the same class, as do 
the new customs chief, Col Khin Nyein, and 
Col Tha Htay, director of supply and trans- 
port, who also commands the 3rd Military 
Region in Rangoon. It was Tha Htay's men 
who clashed with demonstrators in Ran- 
goon on 21 June, leading to several arrests. 
Another OTS 25th course member, who re- 
cently was promoted to a strategically im- 
portant post is Col Kyaw Than, new com- 
mander of the 99th LiD. 
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Analysts point to similarities between the 
way Khin Nyunt rose to prominence and 
the manner in which one of his predecessors 
as intelligence chief, Brig.-Gen. Tin Oo, 
came to power. Tin Oo — no relation to 
Slorc's second secretary, or the now de- 
tained NLD chairman with the same name — 
is another devoted subordinate of Ne Win 
and was once considered his heir-apparent. 
He, like Khin Nyunt, built up his own power 
base around former comrades-in-arms. 

Tin Oo's aim was not to seize power from 
Ne Win but to prepare for the post-Ne Win 
era. But Ne Win saw the emergence of a sec- 
ond power centre as a threat to his own 
position and, consequently, Tin Oo was 
ousted and jailed in 1983, despite his other- 
wise unquestioned loyalty. 


"Today, Khin Nyunt is repeating the 
same mistake," the dissident army officer 
said. "Khin Nyunt may survive Ne Win 
[now 78 years old], but by placing his own 
men at important posts, he is obviously pre- 
paring to take over once the old man is gone. 
But once that happens, Khin Nyunt will also 
lose his backing. Other officers will scramble 
for power." 

It is not possible to gauge accurately the 
depth and breadth of dissent within the Bur- 
mese army. But several sources assert many 
officers are becoming resentful and restless 
because of last year's events. The dissident 
officer said: "Fear is still the key to docility 
within the army, as it was within the civilian 
population until last year's upheaval. The 
public now has overcome that fear. But 
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Ruling National Front coalition wins Johor by-election 


Tactical voting 








By Suhaini Suhaini Aznam in Kuala Lumpur 


Phe results of the Tambatan | by-elec- 
I tion in Johor on 5 August, which the 


ruling National Front won by a solid 
1,075 votes, mirrored those in other racially 
mixed urban seats. Election workers from 
the Malaysian Chinese Association (MCA), a 
component of the National Front, estimate 
the party had netted some 60% of Tamba- 
tan's 35% Chinese votes — meaning that the 
58.4% Malay votes were still evenly divided. 
Most of the 6.3% Indian votes had also gone 
to the ruling coalition, indicating that the 
United Malays National Organisation 
no Baru) is now more dependent on its 
Chinese and Indian allies than before the 
original Umno split. 

In absolute terms, four of the six by-elec- 
tions held since the 1986 general elections 
have favoured Prime Minister Datuk Seri 
Mahathir Mohamad's National Front coali- 
tion, with the remaining two seats going to 
the component parties of the newly formed 
opposition alliance, the Angkatan P 
duan Ummah (Muslim Unity Front). The 
Angkatan, led by Mahathir's rival, former 
finance minister Tunku Razaleigh Hamzah, 
comprises three Malay-Muslim parties 
— Semangat '46, Parti Islam (Pas) and Ber- 
jasa. 

Having lost a by-election in Teluk Pasu, 
Trengganu, in June, it was imperative the 
National Front win at Tambatan — if only to 
deprive the opposition of creating a band- 
wagon effect. The National Front candidate, 
religious official Abdul Kadir Annuar, poll- 
ed 7,598 votes to the Semangat '46 candi- 
date, retired army general Datuk Jaafar 
Onn's 6,523. Two independents picked up 
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140 votes between them and lost their de- 
posits. 

Jaafar comes from a long-established 
Johor political family, and Semangat '46 had 
hoped his lineage would help carry the day. 
His father was one of Umno's founders, 
while his brother, Tun Hussein Onn, was 
Mahathir's predecessor. 

The loss was a blow to Razaleigh's team. 
This was the first time it had fielded its own 
candidate since the creation of the Angka- 
tan, which contested the Tambatan by-elec- 
tion in concert with the Chinese-based 
Democratic Action Party (DAP). 

The by-election also marked the first time 
the Angkatan had offered itself as an alter- 
native government and not simply an oppo- 
sition alliance. Spurred on by its Teluk Pasu 
victory, with a Pas candidate taking the seat, 
the Angkatan was looking to set up a two- 
party system. But the low 63.47% turnout 
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Mahathir campaigning: lngerstive win. 


FAR EASTERN ECONOMIC REVIEW 


within the army; the officers are still watch- 
ing each other, waiting for someone to take 
the first step. Then the landslide will come, 
as it did among the civilians." 

How realistic this scenario is remains to 
be seen. Even if resentment is spreading 
within the rank and file, sceptics are quick to 
emphasise that there is a big step from pri- 
vately expressing dissatisfaction over the 
situation to actually doing something about 
it. What is certain is that many Burmese 
army officers, following the recent house ar- 
rest of opposition leaders Aung San Suu Kyi 
and Tin U, have become more outspoken. A 
few have even been willing to talk to the 
media, which in itself reflects a significant 
change in attitude towards the order that 
has prevailed in Burma for 27 years. u 


showed that voters had apparently tired of 
by-elections — the latest was the fourth in 
Johor since 1986. 

While both Umno (Baru) and Semangat 
'46 championed Malay unity, it was the 
Chinese who determined the outcome at 
Tambatan. After their swing to the opposi- 
tion in 1986, Chinese voters have moved 
back to supporting the ruling coalition. 

It was Semangat '46's allies that probably 
cost it some votes. Chinese voters were un- 
easy with the DAP-Pas cooperation, and the 
MCA was quick to exploit such doubts by 
suggesting that all Chinese would be con- 
verted to Islam were Pas to rule the country. 
Pas, in line with the strategy it adopted dur- 
ing its successful campaign in Teluk Pasu — 
where the electorate was virtually 10076 
Muslim Malay — kept the focus firmly on 
secular rather than religious issues. Pas pre- 
sident Fadzil Noor, for example, delivered a 
purely political speech on 2 August, omit- 
ting any reference to the establishment of an 
Islamic state. 

Had the Angkatan won at Tambatan, the 
DAP was planning to extract a pledge from 
Pas to publicly declare it would not seek to 
make Malaysia an Islamic state and would 
maintain constitutional guarantees on free- 


dom of religion. 
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Building on Asean 


hen the Asean foreign minis- 
ters met, along with their 
counterparts from the so-called 
dialogue countries, in Brunei 
in July, they discussed the need and 
rationale for a more structured mechanism 
for consultation and cooperation in the 
Pacific. It was perhaps the first time that this 
subject was given considerable attention in 
this forum, most likely as a response to the 
initiative of Prime Minister Bob Hawke of 
Australia. 

Reports by the regional and international 
media may have given the impression that 
Asean was not at all enthusiastic about this 
initiative. However, this would be incorrect 
and misleading. Asean has concluded for 
some time now that greater consultation 
and cooperation among Pacific economies 
would be useful for the region as a whole as 
well as for its individual countries. The 
reasons have become clear and obvious as 
the international division of labour in the re- 
gion continues to develop in a most 
dynamic fashion. 

Figures also speak for themselves. 
Asean's external economic relations are pre- 
dominantly with other Pacific economies. 
Thus, the Asean economies have become 
highly interdependent with their main eco- 
nomic partners in the Pacific. But inter- 
dependence is not without problems. A 
consultative forum is the least that the re- 
gion needs in order to be able to manage this 
interdependence. From an Asean perspec- 
tive, both in the medium and longer terms, 
economic cooperation — intra-Asean as well 
as in the Pacific — is the first priority. 
It will become a matter of greater importance 
to Asean than the Cambodian problem, 
which sooner or later will be re- 
solved. 

It is with this consideration in 
mind that Asean foreign and eco- 
nomic ministers will attend the 
ministerial meeting to be held in Can- 
berra in November. However, as 
Asean made it clear in its post- 
ministerial conference (PMC) in 
Brunei last month, two conditions 
will need to be fulfilled if the Hawke 
initiative is to be successful. 

The first condition concerns the 
principles of cooperation. The follow- 
ing six points have been put on the 
table: 

M Pacific economic cooperation 
should be based on independence, 
mutual respect and equality. 

> This regional cooperation should 
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By Jusuf Wanandi 


complement Asean's regional activities and 
role in the Pacific, and should strengthen 
multilateral mechanisms for cooperation, 
particularly Gatt. 

P This cooperation should not lead to the 
creation of an economic bloc or an exclusive 
trading arrangement. 

> It should be developed in a gradual fash- 
ion and be properly planned. 

> The objective of cooperation should be to 
increase the welfare of the people in the 
Pacific region and to reduce the gaps be- 
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From an Asean perspective, 
economic cooperation is the first 
priority. It will become a matter 
of greater importance to Asean 
than the Cambodian problem, 
which sooner or later will be 
resolved. 
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tween the developed countries and the de- 
veloping countries in the region. 
> This cooperation should contribute to the 
creation and maintenance of a stable and 
open trading system, regionally and glob- 
ally, and a regional environment which is 
conducive to the promotion of mutual in- 
terests, including the ability to resolve re- 
gional conflicts peacefully. 

The second condition relates to the crea- 


tion of institutions and intergovernmental 
mechanisms for regional cooperation. This 
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Hawke: increasing enthusiasm. 
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could cause political complications and will 
need time. Thus, Asean offers its institution 
to be used at this stage as a basis for Pacific 
intergovernmental consultations. 

Most Asean members believe the Asean 
PMC which involves the dialogue partners 
from the Pacific — Australia, Canada, 
Japan, New Zealand, and the US — can suit- 
ably perform this function when necessary 
adjustments are made. This idea appears to 
have received some favourable response 
from Asean's dialogue partners. Non ` 
less, the Canberra meeting should appr 
this issue with an open mind since the con- 
sultation mechanism should not be deter- 
mined beforehand. 

Despite its support for the initiative, 
Asean still has its homework to do. In- 
donesia, which next year will be chairman of 
the Asean standing committee, will have a 
greater share in formulation of policies on in- 
stitutional adjustments in Asean that could 
meet the needs of the wider region and be 
acceptable to the other Pacific countries. 
Several adjustments need to be consider- 
ed 


First, participation in the PMC needs to be 
extended. South Korea comes immediately 
to mind in view of its increasingly important 
economic role in the region. The Pacific is- 
land countries should also be represented, 
at least through the South Pacific Forum. 
The EC could also be invited as an observer, 
contingent upon its future development in 
relation to 1992. The interests of other Pc ~ 
economies can be represented in this fo 
through the regional non-governmental 
forum, the Pacific Economic Cooperation 
Conference (PECC), whose broader member- 
ship includes representation from both 

Taipei and Peking. 

: Second, the conference's agenda 
needs to include a much wider range 
of issues. These indude trade 
policy issues, such as mechanisms 
to resolve trade disputes and fric- 
tion or the resurgence of economic 
regionalism. Other areas for con- 
sultation could be  macroecon- 
omic policy coordination when the 
need arises. Technical cooperation 
should be dealt with in a lower level 
forum. 

Third, the format of the PMC will 
have to be made more multilateral. 
This means that the "6-plus-1" meet- 
ings of the Asean six with individual 
dialogue partners should no longer 
assume the importance they are 
given currently. Instead, an ex- 
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tended “6-plus-5” meeting should become 
the forum for consultation. 

Fourth, since institutionalisation of 
Pacific economic cooperation is essentially 
political in nature, and in view of the fact 
that the agenda for consultation would be 
heavily focused on economic issues, the “re- 
formed" PMC will have to involve both for- 
eign and economic ministers. In relation to 
this a joint senior officials' meeting, from for- 
eign and economic ministries, should also 
be formed and given the task of making the 

preparations for the ministerial 
discussions on substantive issues. 

Fifth, the Asean Secretariat needs to be 
strengthened, in terms of its ability to pro- 
vide secretarial services and improve its 
analytical potential. 

Sixth, the reformed conference also 
needs strong research support. However, it 

d not establish its own research arm. In- 

d, it can tap existing institutions in the 


region which already have good networking 
among themselves. One such institution is 
the association of Institutes of Strategic and 
International Studies, an Asean-recognised 
non-governmental association. The other 
relevant institution is the PECC with its exten- 
sive communication and research network- 
ing in the Pacific. 

The conference could establish formal 
linkages with the PECC in the same fashion 
the Asean Chambers of Commerce and In- 
dustry are linked and contribute to Asean. 
The interests of many other economies in 
the Pacific could also be channelled by the 
P'ECC to the conference through this linkage. 
In fact, the PECC could offer a number of re- 
levant and substantive inputs to the Novem- 
ber ministerial meeting in Canberra based 
on its extensive work programme over the 
years. These include the Pacific Economic 
Outlook report, studies on trade policy is- 
sues, and cooperation in the fields of miner- 
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Factional killings further undermine rebel unity 








By Salamat Ali in Islamabad 
L eaders of the Afghan mujahideen 





have managed to contain the worst of 
the crisis created by the massacre in 
Takhar, Afghanistan, of several key com- 
manders of the Jamiat-e-Islami group by a 
rival faction, the Hizbe Islami. But the inci- 
dent has brought into sharp focus the failure 
of the Pakistan-based Afghan interim gov- 
ment to gain credibility by forging unity 
ong its seven mutually antagonistic 
groups. According to the US representative 
to the Afghan resistance, Peter Tomsen, the 
guerillas’ only hope of overthrowing the 
Kabul regime lies in creating unity. 

The alleged ambush and killings pitted 
the interim government's foreign minister 
Gulbadin Hekmatyar, who leads the Hizbe 
Islami, against another minister, Burhanud- 
din Rabbani of the Jamiat-e-Islami, who 
claims the incident wiped out some of his 
top guerilla commanders. Rabbani said it 
was ordered by the Hizbe Islami's top 
leadership to gain control of the region 
around Kabul, dominated by the Jamiat’s 
local commander, Ahmad Shah Masud. 

Hizbe Islami has responded that the inci- 
dent was the outcome of tribal vendetta as 
those killed had earlier murdered the 
brother of Said Jamal Agha, the top Hizbe Is- 
lami guerilla leader, in the area where the 
Jamiat guerillas were ambushed. Rabbani 
told a press conference in Peshawar on 5 
August that 11 were killed and not 32, as ear- 
lier reports had suggested. However, six of 
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bloody rivalry 


the 11 were commanders, including Paina 
Mohammed, the former Kabul regime dep- 
uty chief of intelligence, who had defected 
to the Jamiat. 

Hekmatyar, however, said that his 
group was holding several prisoners taken 
in the ambush. These could be exchanged 
for Hizbe Islami guerillas held by the Jamiat, 
said Hekmatyar, who claimed similar raids 
had been carried out by the 
Jamiat against his guerillas in 
the past. 

But both Rabbani and 
Hekmatyar currently are 
proclaiming their determina- 
tion not to let the massacre 
obstruct their crusade 
against Kabul. Rabbani as- 
sured a meeting in Is- 
lamabad that his group 
would not let the Soviets 
draw any satisfaction from 
the aftermath of the incident. 
Rabbani has suggested the 
appointment of either a joint 
Hizbe-Jamiat committee or 
an investigative commission 
by the interim government. 

Rabbani wants those he regards as parti- 
san about the incident excluded from any in- 
vestigation. As well as the Hizbe Islami and 
his own Jamiat, this would include the in- 
terim. government's president Mujadadi, 
who heads the Afghan National Liberation 
Front and the government's chief judge 
Syed Ahmad Gailani, who leads the Afghan 
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als and energy, fisheries, and agriculture. 

At this point, Asean has some practical 
ideas on economic cooperation in the 
Pacific. It also has the political will and the 
institutional framework for promoting inter- 
governmental consultations in the region. 
Thus, its realisation has a much greater 
likelihood than generally ised. 

But if political or other obstades prevent 
an intergovernmental mechanism emerging 
in the near future, minimally the region 
could expect greater participation and com- 
mitments by the Asean governments within 
the PECC. This fall-back is not bad at all and 
may even be preferable. The PECC itself 
could prepare and sponsor informal meet- 
ings involving the participation of economic 
ministers from a larger number of countries 
in the Pacific. a 


Jusuf Wanandi is director of the Centre for 
Strategic and International Studies in Jakarta. 


National Islamic Front. Rabbani has de- 
manded instead that a commission be com- 
prised of the government's other three con- 
stituents — the Islamic Unity of Afghanistan 
group led by the interim government's 
prime minister Abde Rab Arrasool Saiyaf, 
the Revolutionary Islamic Movement head- 
ed by Nabi Mohammad and a separate Hiz- 
be Islami faction headed by Yunus Khalis. 

The crux of the matter is that Rabbani 
and Hekmatyar's groups together account 
for more than half the guerilla strength in 
Afghanistan. But while Hekmatyar's group 
is a closely held organisation with a rigid 
ideological facade, Rabbani's Jamiat is far 
more liberal and easily absorbs all kinds of 
defectors from the Kabul regime and other 
sources. Hekmatyar is unhappy with the 
adverse reaction to the 
Takhar massacre from some 
of his colleagues in the in- 
terim government. In addi- 
tion, Iran has strongly con- 
demned the incident as has 
the Western press, which 
Hekmatyar accuses of con- 
stant biased reporting 
against himself. But there is 
little likelihood of the West 
cutting off aid to him. 

Pakistan, the principle 
backer of the guerillas, has 
little option but to continue 
its support because of the US 
position that the Afghan 
people will not accept any 
political settlement that in- 
volves the participation of the Kabul regime 
of President Najibullah in a future coalition 
government. 

Washington is stepping up its supplies 
to the mujahideen and is to give them 
weapons capable of destroying airfields and 
aircraft. It is said to be responding to a major 
upsurge in Soviet supplies to Kabul. " 
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Prime minister bows to army’s pressure 


Adviser axed 


By Rodney Tasker in Bangkok 

ensitive political relations between 
S Thailand's elected civilian govern- 

ment and the powerful army may 
now be more fraught following the forced 
resignation of one of Prime Minister 
Chatichai Choonhavan's chief policy advis- 
ers, Sukhumbhand Paribatra, who advised 
Chatichai mainly on foreign policy, stepped 
down on 8 August in the face of an old-style 
display of military muscle. 

Sukhumbhand, a  highly-respected 
young political scientist, had locked horns 
with Army Commander Gen. Chaovalit 
Yongchaiyut over the military's political 
status. He had also become embroiled in ac- 
cusations and counter-charges about cor- 
ruption in high places. 

Chatichai, evidently anxious to defuse a 
potentially explosive political situation as 
quickly as possible, announced that he had 
accepted Sukhumbhand's resignation. But 
in fact, according to political sources, the re- 
signation had been agreed the previous 
evening, 7 August — shortly after Sukhum- 
bhand had told a press conference that he 
had no intention of resigning, and as some 
1,000 army officers, in full uniform, gathered 
at a Bangkok hotel to protest against the ad- 
viser’s remarks about the military. Sukhum- 
bhand was also attacked over army radio. 

Chaovalit later defended what 
amounted to a military show of strength, 
saying that it was good to let officers 
“explode once in a while to let everyone 
know how they feel.” Military sources say 
that Chaovalit had helped to arrange the 
gathering. Officers present were from the 
powerful, well coordinated Class 5 of 
Chulachomklao Military Academy, who 
hold key command positions in the army, as 
well as Class 14, who hold 21 of the army’s 
56 regimental commands, and Class 20, 
who monopolise battalion commands. 

Sukhumbhand is a lecturer in political 
science and head of the Institute for Strategic 
and International Studies at Bangkok's pre- 
stigious Chulalongkorn University. He was 
chosen as a senior adviser soon after 
Chatichai became prime minister in August 
1988, and was an architect of the prime 
minister's "battleground to marketplace" 
strategy of forging warmer relations with 
communist Indochina. 

As a mom ratchawaong, or member of the 
nobility, he has made outspoken state- 
ments about Thai politics and society before, 
in the knowledge that his social status — his 
father was a prince — gave him a measure of 





immunity from those he criti- 
cised. 

But this time he appa- 
rently went too far. 
Chaovalit had made a 
speech on 1 August pledging 
that “as long as I am in this 
position, you can be fully as- 
sured there will be no 
coups,” a reference to the 
army's previous history of 
carrying out periodic coups. 
Two days later, the army 
commander attacked corrup- 
tion, particularly in the gov- 
ernment, quoting a regional 
magazine as saying that 
Thailand was the ninth most 
corrupt among the countries it surveyed. 
Chaovalit produced a figure that corruption 
had increased by 90% in Thailand, without 
explaining how he arrived at such a figure. 

Chaovalit had hit a raw nerve, because 
there is growing criticism in the Thai media 
and among political commentators that 
while the government is popular, corrup- 





tion has become more pervasive in the cor- 
ridors of power. This is attributed to the gov- 
ernment's overtly business-oriented politi- 
cal style. 

On 6 August Sukhumbhand, addressing, 
the Social Science Association of Thailand, 
made a speech clearly criticising Chaovalit, 
though not naming him. He said those ac- 
cusing the government of 
corruption should "put their 
own house in order." 

What apparently nettled 
army officers most was 
Sukhumband's suggestion 
that the curriculum at 
Chulachomklao ^ Military 
Academy should be over- 
hauled, to concentrate more 
on professional duties than 
politics — in other words, a 
call for depoliticising the r-^* 
tary. Chulachomklao is 
garded by military officers as 
an almost sacred institution. 
The class system is the bed- 
rock of officers’ loyalty, unity 
and status. 

The resignation issue has effectively 
highlighted the military's political status 
once again, and student bodies and MPs 
have been quick to criticise the lack of toler- 
ance of free speech the affair demonstrated, 
particularly at a time when the country is 
cautiously progressing along the path to a 
full democratic system. 4 
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The colony gets its first local police commussioner 


Chinese top cop 


By Emily Lau in Hongkong 


he Hongkong Governments ap- 
i pointment of an ethnic Chinese to be 


the next police commissioner has 
aroused speculation that the colonial admin- 
istration here may be distancing itself from 
possible civil disturbances in the run-up to 
1997, when Hongkong reverts to Chinese 
sovereignty. On 5 August, the government 
announced that deputy police commis- 
sioner Li Kwan-ha, 52, will take over from 
outgoing commissioner Raymon Anning in 
December. 

The appointment of the territory's first 
Chinese police commissioner eight years be- 
fore 1997 has raised eyebrows because it 
marked a change in government policy. 
Three years ago, Anning said the police 
force's long-standing localisation policy en- 
visaged a local commissioner and two local 
deputy commissioners "in position by the 
year 1995" and overall localisation of 
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the force to be achieved by the year 2000. 

Police officers who did not wish to be 
quoted said the appointment of Li came as a 
surprise because confidential documents cr- 
culating within the force showed the gov- 
ernment did not plan on having a Chinese 
commissioner before 1994-95. One theory 
explaining the surprise local appointment is 
that senior expatriate officers within the 
force are not up to the job, and the govern- 
ment could not find a candidate in Britain 
because qualified policemen were not in- 
terested in taking on the job in such politi- 
cally turbulent times. 

Anyway, a Chinese had to be appointed 
sooner or later because the 1984 Sino-British 
joint declaration on the territory's future 
states that British and foreign nationals 
cannot serve as head or deputy head of 
the police in the post-1997 Hongkong 
Special Administrative Region (SAR) govern- 
ment. 

A local police officer warned that Li, like 
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Sir Ti-liang Yang, Hongkong’s first Chinese 
chief justice, might only be a figurehead 
who will be made to carry the can should 
things go wrong. Decision-making, he 
suggested, will still be in the hands of expat- 
riates, who still occupy many senior posi- 
tions on the force. 

The sensitivity of appointing a Chinese 
commissioner is related to the government's 
paranoia over being infiltrated by the 
Chinese Communist Party (CCP). A scandal 
erupted in 1961 when the deputy comman- 
dant of Hongkong’s police training school, 
assistant superintendent John Tsang, was 
deported for spying for Peking. In 1984, 
Tsang was elected vice-chairman of the 
People’s Congress of neighbouring Guang- 
dong province. 


appointing Chinese to sensitive posi- 
tions with access to confidential files 
hat such people might be compromised if 
the CcP put pressure on their families. Con- 
sequently, many classified documents are 
“for British eyes only.” Before the signing of 
the 1984 joint declaration, the government's 
localisation policy did not apply to the police 
force from the rank of inspectors and above 
or to the administrative service, comprising 
top civil servants. 

Li takes over at a time when morale in the 
27,000-strong force has been at its lowest 
since its confrontation in 1977 with the Inde- 
pendent Commission Against Corruption 
(ICAC), which at that time was engaged in a 
sweeping campaign against rampant police 
graft. Many policemen were angry at the 
ICAC's probe into illegal police activities and 
stormed the ICAC's headquarters. 

Within the force, there is a feeling that 
Anning has badly handled the force's twin 
problems of accelerating localisation and 
loss of morale. Expatriate officers said they 

re told there would be no future for them 
use top jobs were being reserved for 
Chinese who, in some cases perhaps, 
would be promoted regardless of their 
abilities. Chinese officers resent any sugges- 
tion that their promotions might be based 
more on race than competence. 

The force is also disgruntled with its in- 
creasingly burdensome task of watching 
over the endless stream of Vietnamese ref- 
ugees entering the colony. The force has 
also been affected by the brain drain, and re- 
cruitment efforts have proved unsatisfactory 
as fewer young men and women want to be 
associated with the security services in the 
run-up to 1997, 

Some senior officers are becoming exasp- 
erated with the lack of leadership from the 
government. “This is not a lame duck ad- 
ministration," said an expatriate officer, "it is 
government by paralysis." In the years im- 
mediately ahead, some policemen say civil 
unrest is inevitable given the tension and 
anxiety generated by the transfer of 
sovereignty from London to Peking. n 
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PHILIPPINES 


A plot to recover Marcos’ assets fails 





By Rigoberto Tiglao in Manila 
n intriguing scheme dubbed Opera 











tion Big Bird — involving the Cora- 

zon Aquino government and an in- 
vestment banker who tried to hood-wink 
former president Ferdinand Marcos into re- 
leasing his Swiss bank deposits just weeks 
after his fall in February 1986 — has raised a 
controversy in Manila over why the govern- 
ment has so far failed to recover the alleged 
billions of dollars the former president had 
stashed away in Switzerland. 

Details of the failed top-secret operation 
— as told to a Philippine House of Represen- 
tatives committee, which has so far found 
the account credible — portray a naive 
Manila government allegedly being conned 
by its Swiss lawyers, and Aquino herself 
being isolated from the operation by her 
executive secretary on grounds that it was 
too complicated for her to understand. 

Of greater political significance is that the 
operation's failure is being blamed on Philip- 
pine Senate president Jovito Salonga, who 
at the time led the Presidential Commission 
on Good Government (PCGG), the body 
charged with recovering Marcos’ ill- 
gotten wealth. The allegation could 
be the first serious taint on the repu- 
tation of the highly respected 
Salonga, whom some see as a possi- 
ble national presidential contender in 
1992. 

Even opposition Sen. Juan Ponce 
Enrile was quoted as claiming, that 
the disclosures were an attempt by 
the CIA to discredit Salonga, because 
the Senate over which he presides 
appears to be moving towards reject- 
ing any extension of the lease on US 
bases in the country. 

Disclosure of Operation Big Bird 
came from investment banker 
Michael de Guzman, who was a key 

yer in the operation. De Guzman 
had earlier developed the govern- 
ment-securities market during the Marcos 
regime but today renounces his association 
with the disgraced president. De Guzman 
told the REVIEW that he had lost at least P25 
million (US$1.14 million) during the Marcos 
years after Marcos crony Eduardo 
Cojuangco strongarmed him into surren- 
dering a savings bank de Guzman had set 
up. Business community sources say de 
Guzman is striving to shed his image as a 
“Marcos bagman" in an effort to salvage his 
banking career. 

Another important player in the opera- 


Big Bird balks 


tion was retired general Jose Almonte, a key 
member of the Reform the Armed Forces 
Movement, which launched an aborted 
coup against Marcos that in turn triggered 
the “people power revolution” of February 
1986. A close adviser to Defence Secretary 
Fidel Ramos, Almonte’s integrity is viewed 
as impeccable. As director of the Finance 
Department's economic intelligence and in- 
vestigation bureau, Almonte has been fight- 
ing an uphill battle against smuggling in the 
country — a campaign which nearly cost 
him his job when the congress tried to block 
appropriations for the bureau. 

Briefing documents submitted to the 
House of Representatives committee 
suggest that Almonte had built up support 
for the operation first through Aquino's 
brothers Pedro and Jose Cojuangco. 

De Guzman told the REVIEW that Opera- 
tion Big Bird was initially conceived by a 
Lebanon-based group which he said was 


part of an international brotherhood known 
as the Maronites. The group’s members, 
who have extensive banking contacts in 
Europe, had told him a week after the Feb- 
ruary 1986 uprising that Marcos funds in 
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Swiss banks were being transferred and “re- 
documented” to evade anticipated efforts to 
recover the funds by the new Philippine 
Government, which had discovered evi- 
dence of the accounts. 

De Guzman's role in the operation was 
to convince Marcos and his wife, Imelda, 
that he would help hide the Swiss funds 
from the Aquino government. On 21 March 
1986, de Guzman managed to get from Mar- 
cos and his wife two documents which put 
“all securities and cash" at de Guzman's dis- 


posal. 
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Crucial to the operation, de Guzman 
claimed, was detailed information on the 
Marcos accounts — data on which banks 
were involved and the dummy foundations 
that held the funds. De Guzman claimed 
that his Lebanon-based group got the infor- 
mation for him, hinting that they had to pay 
Swiss bank employees substantial sums of 
money for the data. 

The operation's first goal was to seize 
control of deposits held by the Marcoses in 
Credit Suisse amounting to US$213 million, 
which had already been transferred to Cre- 
dit Suisse sister financial institutions. (De 
Guzman and Almonte claim that by July 
1986 the operation had discovered which 
Swiss banks held Marcos accounts totalling 
US$7.5 billion — of which US$4.5 billion 
was documented.) The scheme involved 
using the authorisation Marcos had given de 
Guzman to transfer the US$213 million to à 
bank in Vienna which the latter had set uj 
the late 1970s. 

The Philippine Government says that the 
PCGG began to suspect that de Guzman's 
real plan was to abscond with the money 
once it was safely transferred into his Vienna 
bank. However, de Guzman argues that 
there were sufficient saf to ensure 
that the proceeds were remitted to Manila. 
He said the transfer to his Vienna bank was 
necessary to ensure confidentiality as well as 
to get it out of Swiss jurisdiction. 

De Guzman claims that if Salonga and 
other officials of the Aquino government 
had not bungled the operation — and if 
Swiss officials had not helped sabo- 
tage it — the initial US$213 million 
transfer would have set a pattern for 
capturing the rest of Marcos' billions 
in Switzerland. 

De Guzman claims that the opera- 
tion led to an order by the Swiss 
Banking Commission in March 198 
to freeze the Marcos accou: 
preventing them from being .. 
documented or transferred. Thi: 
was the result of a move by : 
Credit Suisse official — allegedly 
a Marcos financial adviser — t 
block de Guzman's operation. Al 
though the commission's order wa: 
successfully contested, the federa 
government later issued anothe 
freeze order that held up to lege 
scrutiny. 

De Guzman and Almonte say they wer 
able to circumvent the federal order in Jul 
1986 by convincing the authorities with th 
Marcos authorisation documents to sele 
tively unfreeze the US$213 million Cred 
Suisse account. However, the operation we 
aborted at the last minute when Salonga tol 
the Swiss authorities that there would t 
changes in the transfer order. De Guzma 
and Almonte argue that Salonga stalled tt 
operation, enabling Marcos to rescind tt 
authorisations held by de Guzman. 

Salonga has refused to testify before th 
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House committee investigating the affair, 
saying that it "is too trivial a matter to get in- 
volved in." He said he would make an offi- 
cial statement on the controversy after the 
Swiss Supreme Court had decided on the 
Philippine Government's petition for the re- 
patriation of Marcos accounts. 

De Guzman and Almonte believe that 
certain Swiss Government officials blocked 
Manila's efforts to seize the Marcos ac- 
counts. "These officials, of course, are only 
being patriots," Almonte said, "since their 
banks would take a big hit if Marcos’ US$10 
billion were withdrawn." 


In his testimony before the House com- 
mittee, de Guzman claimed that the Swiss 
lawyer hired by Philippine authorities to 
help them gain control over Marcos' Swiss 
accounts told them that the Swiss Govern- 
ment had ordered a freeze on the accounts 
because "the banks involved claimed that 
they would collapse and have a major prob- 
lem if they honoured any withdrawals." De 
Guzman noted that the freeze worked to the 
Swiss banks' advantage because, under 
their banking regulations, they do not have 
to pay interest on frozen funds. 

In 1987, the Swiss Supreme Court ruled 
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Vietnamese refugee crisis takes a violent turn 


«he pot boils over 


By Emily Lau in Hongkong 


ounting social and law and order 
M problems stemming from a mas- 

sive influx of Vietnamese refugees 
have strengthened calls in Hongkong for the 
government to abandon its port of first 
asylum policy. In recent weeks, fighting 
among the Vietnamese in overcrowded de- 
tention centres and escape attempts by 
some of them have added to concern here 
that the situation is out of control. 

A warning that the colony might con- 
sider ending its first asylum programme 
came from Allen Lee, the senior member of 
Hongkong's Legislative Council (Legco) on 
1 August — when fighting broke out in one 
detention centre, located in Shamshuipo, 
between two rival Vietnamese factions. 

e remark by Lee, who is also a member of 
_.. Hongkong’s policymaking Executive 
Council, reflected the exasperation of local 
residents at the flood of so-called boat 
people from economically strapped com- 
munist Vietnam and the lack of progress 
in negotiations to repatriate them. 

Besides investigating the fighting, =*= 
the government is also studying a 
confidential report by the UN High 
Commissioner for Refugees (UNHCR) 
which alleges police brutality at a sec- 
ond detention centre, where about 
100 people were said to have been as- 
saulted. The second centre, located 
in rural Sek Kong at a military air 
field, houses about 7,000 Vietnamese 
in tents. 

A disturbance broke out at the 
Sek Kong centre on 23 July and 
led to clashes between police and 
refugees. One inmate died of “un- 
natural causes” and four others were 
hospitalised, government officials 
said. 
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The UNHCR, which has not published the 
report, is said to have alleged that more than 
100 people were injured in the Sek Kong in- 
cident, including women, children and old 
people. The UNHCR has asked doctors from 
the relief agency Medicins Sans Frontieres to 
examine those Vietnamese who claimed 
they had been assaulted. 

Workers from International Social Ser- 
vices (ISS), a welfare agency which provides 
education and recreational services at Sek 
Kong and other refugee facilities, said they 
saw scores of Vietnamese with bruises. 
However, Hongkong Governor Sir David 
Wilson ruled out an independent inquiry. 
Instead, the police Criminal Investigation 
Department and the Complaints Against 
Police Office were asked to investigate. 

The UNHCR’s chief of mission, Robert 
Van Leeuwen, said that while beatings and 
assaults on Vietnamese had occurred in 
other detention centres, the Sek Kong inci- 
dent was the most serious. ISS director 
Stephen Yau supported Van Leeuwen's 
claims of physical abuse elsewhere, saying 
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that Swiss judicial authorities could assist 
Manila in trying to recover the Marcos de- 
posits, and several Swiss banks were forced 
to open their records as a result. While the 
PCGG said in June 1988 that details of the 
Marcos accounts would be known by the 
end of that year, no such information has 
been made public. Neither has the Philip- 
pine Government been able to recover any 
of the Marcos deposits, though it publicly re- 
mains confident that the Swiss Supreme 
Court will soon issue a favourable decision 
on its petition for repatriation of the 
money. * 


iss staff working in other detention centres 
had received occasional complaints of as- 
sault. Yau expressed doubts that an investi- 
gation of the Sek Kong incident should be 
carried out by the police, who themselves 
stand accused. 

The Sek Kong violence was similar to 
that which occurred at Hongkong's Hei 
Ling Chau detention centre in July 1988, 
during which about 100 Vietnamese were 
beaten up by officers of the Correctional Ser- 
vices Department (CSD). 

An independent inquiry into the Hei 
Ling Chau incident was ordered only after 
the contents of a UNHCR cable, outlining al- 
legations of the beatings, were leaked to a 
Hongkong newspaper. Wilson assigned 
two justices of the peace to investigate the 
incident and they concluded that the beat- 
ings had taken place and revealed a cover- 
up involving CSD officers and government 
doctors. 

Despite the findings, the government re- 
fused to prosecute those involved. Instead, 
it ordered disciplinary proceedings against 
five CSD officers, who are currently being 
punished, security officials said. 

Van Leeuwen said that during the Sek 
Kong incident, Vietnamese from other 
facilities were observed outside the Sek 
Kong centre fence tossing relief supplies to 
those inside. The police moved to stop this 
activity and used batons against the ref- 
ugees near the fence. The inmates retaliated 

by throwing rocks at the police, and a 
Š police tactical unit was then called in 

to restore order. It was when the tac- 

tical unit entered that most of the al- 
leged assaults took place. Following 
the Sek Kong incident, there have 
been several abortive attempts by 

Vietnamese to escape from the 

centre. 

Since the government began 
screening Vietnamese boat people in 
June 1988 to determine whether they 
were “genuine” political refugees — 
which under international conven- 
tions opens the possibility of resettle- 
ment in a third country — or simply 
economic refugees — which would 
most likely lead to repatriation — 
more than 37,700 Vietnamese have 
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arrived here. Of these, 2,230 have been 
screened and only 259 have been accepted 
as “genuine.” So far only about 800 of the 
arrivals have accepted voluntary repatria- 
tion. The rest will likely be sent back to 
Vietnam, pending Hanoi's agreement to 
accept forced repatriation. There are now 
13,600 refugees awaiting resettlement in 
Western countries. 

The Vietnamese here have become in- 
creasingly apprehensive about the possibil- 
ity of being forcibly repatriated. Literature in 
Vietnamese and English has been found in 
refugee detention centres over the past few 
months urging the boat people to boycott 
the screening programme and resist volun- 
tary or mandatory repatriation. Hunger 


strikes have been held in some centres. The 
pamphlets were suspected to have been cir- 
culated by sympathetic relief workers who 
oppose what they view as the government's 
inhumane screening policy. The police have 
warned that tension in the centres will in- 
crease if involuntary repatriation is intro- 
duced. 

Days after the Sek Kong incident, fight- 
ing broke out in the Shamshuipo detention 
centre among refugees from the northern 
Vietnamese provinces of Quang Ning and 
Hoi Phong. The centre holds 4,465 people. 
A CSD spokesman said that at the height of 
the fighting which took place in the small 
hours of 1 August, more than 100 refugees 
were involved. Some occupied a rooftop in 





US objections stall forced repatriation 


The stumbling block 





By Vaudine England in London 

ongkong's attempts to repatriate for- 
H cibly thousands of Vietnamese boat 

people have placed Britain in an 
invidious position with its closest ally, 
the US. Repatriation efforts have been 
stalled, at least partly because of the dip- 
lomatic wrangle. Britain's Foreign Office, 
saddled with a new and inexperienced for- 
eign secretary, John Major, is having to 
deny reports of a major rift with Washing- 
ton, at the same time seeking to meet Hong- 
kong demands for the boat people's repatri- 
ation. 

London's desire to start repatriating is 
more urgent than ever, however, due to Bri- 
tain's unwillingness to offer any other con- 
cessions to a colony whose people have 
stepped up their demands for right of abode 
in Britain. These have followed renewed 
local fears about the future under Peking's 
sovereignty after 1997, in the wake of the re- 
cent bloody suppression of pro-democracy 
protests in China. 

The mess for Britain has become acute 
since June, even though the policy of forced 
repatriation was effectively laid down when 
the Hongkong Government introduced the 
screening of all new boat people arrivals into 
"genuine" and "economic" refugees a year 
earlier. At that time, it may have been 
thought feasible to produce a growing 
number of screened-out boat people who 
would be detained in Hongkong until after 
the Vietnamese withdrawal from Cam- 
bodia, which Hanoi has promised to 
carry out by the end of September. Then, 
the British could have given aid and trade 
contributions to Vietnam and provided ob- 
vious incentives to the returnees to take the 





edge off the forced aspect of repatriation. 

But June's events in China suddenly 
threw Hongkong’s vulnerability to political 
changes on the mainland into stark relief. As 
shown by former British foreign secretary 
Sir Geoffrey Howe's visit to Hongkong, Bri- 
tain knew all along that it would not be giv- 
ing the right of abode to sufficient Hong- 
kong people to assuage the colony's fears. 
Nor does Britain have the determination to 
risk offending China by giving Hongkong a 
fully representative local government in 
the immediate future. The British hope 
has been that if forced repatriation of 
Vietnamese in large numbers could be 
started as soon as possible, it would limit the 
extent of public criticism of Britain in Hong- 
kong. 

The British plan is believed to have first 
been broached by former British foreign of- 
fice junior minister Lord Glenarthur. He 
made the first British ministerial visit to Viet- 
nam since the war, and the first ever to 
Hanoi, on 9-14 April. There 
was further opportunity to 
discuss matters in London 
when Vietnamese Foreign 
Minister Nguyen Co Tach 
made an unscheduled 
stopover on 28 June, follow- 
ing a European tour. But the 
latest indications are that the 
momentum has been lost. 
This is because the past few 
weeks of private bickering 
with the US has required 
public denial of both any dis- 
agreement and the extent to 
which arrangements for 
forced repatriation had been 
finalised with Vietnam. 
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the centre and hurled stones at their oppo- 
nents. The situation was so serious that the 
csp, which is in charge of the centre, called 
in riot police to restore order. Eight Vietnam- 
ese and three CSD officers were injured dur- 
ing the incident. 

The latest disturbance played into the 
hands of a rapidly growing number of 
Hongkong people who want to get rid of the 
Vietnamese at any cost. Legco members 
were even taken to task for neglecting the 
issue in favour of seeking a future refuge for 
Hongkong’s own residents, who hope to 
escape to Britain should things go badly 
wrong under Chinese communist rule after 
1997, when Peking resumes sovereignty of 
Hongkong. = 


US objections to the plans are, by now, 
wide-ranging. In the first place, as US Sec- 
retary of State James Baker told Howe d 
ing President George Bush's first trip to Li 
don in early May, the US regards anyone 
who leaves Vietnam clandestinely as a ref- 
ugee. The Americans believe terms such as 
“economic migrants” are simply a way for 
Hongkong and Britain to avoid taking re- 
sponsibility for some of the refugees. 

In the second place, the US has made it 
clear that they do not and will not sanction 
forced repatriation of any Vietnamese. Criti- 
cism has appeared in Britain of the US at- 
titude on this point, with charges of hypo- 
crisy flying back and forth. It has been noted 
that Haitians are sent home forcibly every 
day by the US, though the US does not re- 
patriate people to communist countries. 
Vietnam is an especially sensitive issue due 
to the history of the US involvement in the 
Vietnam War. 


S objections go much further than 
| | these points of humanitarian princi- 

ple, however. The extent of Brit 
planning and determination to force bua. 
people back to Vietnam with some eco- 
nomic inducements only became fully ap- 
parent in the middle of July. News reports, 
first carried by the BBC, suggested that an air- 
craft was standing by in Hongkong, with an 
unspecified number of 
screened-out boat people 
lined up to be forcibly taken 
home. Initial reports 
suggested the aircraft's de- 
parture was held up because 
of a typhoon. Blame for an 
aborted dawn take-off was 
then laid on the boat people 
who allegedly demanded 
more money at the last mi- 
nute. 

These reasons are part of 
the story. So too are privately 
voiced objections to the plan 
by the United Nations High 
Commissioner for Refugees 
(UNHCR), which has been 


17 AUGUST 1989 


monitoring the screening programme. 
But it has become increasingly obvious that 
US objections form the major stumbling 
block. 

American reaction has become more an- 
tagonistic. Rep. Stephen Solarz said he had 
received assurances from Howe that no 
Vietnamese would be forced to return 
home. Other congressional sources have ex- 
pressed scepticism at the guarantee. In 
Geneva, during the International Confer- 
ence on Refugees (held under UNHCR au- 
spices), US Deputy Secretary of State Law- 
rence Eagleburger reiterated that repatria- 
tion had to be truly voluntary, and not the 
result of intolerable conditions in Hongkong 
camps. 

Most worrying of all to the Americans 
have been disclosures — admittedly incom- 
plete — of the details of the secret deal 

iched between Britain and Vietnam, to 
, suade Hanoi to go back on its declaration 
that it wanted nobody sent home under the 
gun. What the British Government does not 
deny is that a payment per head has been ar- 
ranged for those forcibly repatriated, similar 
to the arrangement for the small number of 
voluntary returnees so far. What remains 
shrouded in denials and double-talk is the 
strong indication that there is an aid compo- 
nent to the deal. Certainly, Vietnam is bar- 
gaining hard for an aid element, whatever 
the amount, due to the symbolism of a 
major Western nation conferring such re- 
spectability on them and breaking the US- 
led aid embargo. 


ritain however, maintains that no se- 
cret deal has been reached, nor any 
pledges of aid made and that discus- 
sions are continuing. And anyway, details 
of any aid package would not be finalised 
"til after September. There is US displea- 

e on this point also, as they do not want 
vietnam's unilateral promise to get out of 
Cambodia by September to be taken at face 
value. 

Hongkong Government sources have 
confirmed that Britain's plans are as well de- 
veloped as news reports in London have 
suggested. They also say that Britain intends 
to forcibly repatriate some Vietnamese re- 
gardless, and face the music with the Ameri- 
cans later. Yet the ramifications go beyond 
the boat-people problem. Britain's efforts to 
secure the future of Hong Kong Chinese, 
in the face of 1997, have been confined to 
vague expressions of hope that the interna- 
tional community will help take them in if 
the need arises. US sympathy for such a re- 
quest for help from Britain is likely to be less 
enthusiastic than before the refugee tangle. 
Meanwhile, the contract with the Hong- 
kong-based airline Dragonair for a charter 
aircraft remains and could be activated at 
short notice. - 


Vaudine England is a journalist with the BBC 
World Service in London. 
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INDONESIA 


Suharto steps into the public discussion on openness 


Directing the debate 





By Michael Vatikiotis in Jakarta 
H ather than halt the continuing politi- 





cal debate in Indonesia, the govern- 

ment has joined in and — encour- 
aged by President Suharto — shifted the 
focus from political change to the promotion 
of more "economic democracy" in national 
development. By thus weighing in with his 
own views on democracy, Suharto has man- 
aged to stanch the uncontrolled flow of 
opinions on his possible successor by redi- 
recting discussion to a less controversial 
topic. 

The governments response to the 
"openness debate" was typically moderate 
in tone, but unambiguously firm in its impli- 
cations. Politics and Security Minister 
Sudomo argued that openness was accept- 
able only within certain defined limits. The 
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more cynical among Jakarta's political wags 
dubbed this “democracy with a permit.” 
Suharto himself expressed obvious irrita- 
tion with the openness campaign. At the 
end of July, while on a tour of development 
projects in Bali, he asked a group of farmers 
if the questions they were about to ask him 
had been vetted by the authorities. After 
being greeted by a chorus of “nos,” Suharto 
declared this proof that the nation’s farmers 
could hold a frank and open discussion with 
their head of state. But Suharto used his ad- 
dress to the bewildered Balinese farmers to 
make it clear that strict adherence to the 
limits set by the 1945 Constitution was a pre- 
condition of wider political discussion. 
Suharto has diffused talk on the presi- 
dential succession by contributing a new 
theme to public discussion. Echoing much 
of the debate over the degree of political re- 
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form to accompany economic restructuring, 
which is concerning much of the communist 
world, Suharto has called for more detailed 
elucidation of Article 33 of the 1945 Constitu- 
tion. This states that production is for the 
benefit of all society rather than the few. 

His own exhortations to make more of 
government cooperatives and the possibility 
that private enterprises will be asked to do- 
nate a portion of their profits to coopera- 
tives, would suggest he is seeking ways to 
make Indonesia’s economic development 
more equitable. Mounting social and eco- 
nomic challenges facing Indonesia — speci- 
fically a serious unemployment problem, 
adjustments to new sources of revenue and 
the drive to develop export markets — 
might have forced the government to recog- 
nise the need for more equitable economic 
policies. At a cabinet meeting in April, 
Suharto is reported to have expressed con- 
cern about the rising tide of “social envy” in 
society. 

Analysts find it hard to distinguish 
genuine concern about the social and eco- 
nomic challenges facing Indonesia from all 
the political manoeuvring surrounding the 
succession issue. A leading politician who 
frequently confers with the president told - 
the REVIEW that he believed Suharto was 
"seeking fundamental change to the sys- 
tem." Others feel such a view is delusion. _ 

There seems little doubt that Suharto re- 
gards the current political system — based 
on the implementation of Pancasila Demo- 
cracy and adherence to the 1945 Constitu- 
tion — as entirely adequate for the country's 
needs. He said as much in his 5 June state- 
ment which, though widely seen as a move 
to stem speculation about the succession in 
the cabinet and senior levels of the armed 
forces, also contained a lengthy justification 
of the system he has helped build since 1968. 

Ironically, creeping uncertainty about In- 
donesia's state system comes at a time of 
wider regional interest in the ideological and 
institutional bases of Suharto's regime. Rare 


as it is for one Asean country to delve too | 


deeply into the internal political affairs of — 
another, Singapore's quest for a national 
ideology has prompted a series of official vis- 
its to Indonesia. 

Singaporean officials are studying Pan- 
casila, the country’s syncretist state 
philosophy that embraces religious, political 
and ethnic tolerance and preaches in- 
stitutionalised consensus. Singaporean 
sources stress that though teams have 
been sent as far as Taiwan, Japan and 
Switzerland to study ideologies, Indone- 
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sias Pancasila is of particular interest. 

Thus a senior official-level visit has now 
been followed up by one at ministerial level. 
Two ministers of state — George Yeo (fi- 
nance and foreign affairs) and Seet Hi Mee 
(education and people's development af- 
fairs) — spent most of their 24-27 July work- 
ing visit being exhaustively briefed on the 
mechanics of Pancasila. They also were 
briefed on the dual political and military role 
of the armed forces. 

Singaporean sources were anxious 
to stress the purely academic nature of 
the visit. “It is part of a process of trying 
to imbibe the experiences of other countries 
in the formation and promulgation of a 
national ideology," a Singaporean official 
said. 

Singapore is less after a formal ideology 
than a set of "core values" to fit the island 
state's society and the political system it em- 
braces. Ironically, according to one well- 
placed source, the difficulties Indonesia has 
experienced in implementing pancasila 
have. convinced Singapore's leaders to back 
away from the formation of a full-blown 
ideology. 


igorous implementation of Pancasila 
H as the philosophical basis of the state 
has only been enforced compara- 
tively recently. The five principles, embrac- 
ing belief in one god; just and civilised 
humanitarianism; national unity; demo- 
cracy through deliberation, and social jus- 
tice, were originally embodied as principles 
by the country's first president Sukarno. But 
itwas Suharto who in 1983 insisted that Pan- 
casila “should permeate all aspects of politi- 
cal life." Since 1985, all political and social or- 
ganisations have been obliged by law to en- 
shrine Pancasila as their sole ideology. 

Although the move considerably stream- 
lined the Suharto regime's emphasis on con- 
sensus through the rule of law, it provoked 
considerable resentment among Muslim 
politicians. The Muslim-backed party, the 
United Development Party, was forced to 
drop its symbolic use of the Ka'ba — Islam's 
holiest shrine in Mecca — from its campaign 
in the 1987 elections. 

In order to placate the Muslim lobby, the 
government has since set up a number of in- 
stitutions to promote religious works under 
the banner of Pancasila. The Yayasan Amal- 
bakti Muslimin Pancasila has an extensive 
mosque-building programme, while the 
majority party Golkar has placed a premium 
on attracting cadres with a Muslim back- 
ground. 

This emphasis on cultural homogenisa- 
tion through a variety of state-sponsored in- 
stitutions would be of considerable interest 
to Singapore's socio-political planners, faced 
as they are with the need to manage political 
change in a multi-ethnic society. But they 
will also have noted the burgeoning debate 
here on the meaning of the Pancasila state in 
the Indonesia of the 1990s. E] 
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Army captures an Irian Jaya separatist leader 


Rebels on the run 


he recent conclusion of a five-month- 

i long security operation against Free 

Papua Movement (OPM) separatists 

in the Indonesian province of Irian Jaya has 

resulted in the capture of a leading member 

of the movement and an unprecedented 

amount of publicity about the operation 
from the military. 

It is rare for the Indonesian Government 
even to admit to the existence of separatist 
movements in the country. But then it is also 
rare for the military authorities to make a dis- 
play of mopping up the patchy resistance to 
central authority, analysts say. Never before 
has the government openly conceded to the 
OPM being a “separatist” movement at all. 
This and other insurgencies have in the past 
always been designated “disturbers of the 
peace” or “common bandits.” 

However, a report carried by the official 
newsagency Antara on 1 August quoted the 
concerned regional military commander as 
saying that “separatist ideologies” not only 
in Irian Jaya but more surprisingly in the 
Moluccas also, remain a cause for vigilance. 
Maj.-Gen. Abinowo Mukmin, who has been 
Trikora region commander since February, 
appeared to confirm reports of a resurgence 
of the South Moluccan Independence 
Movement (RMS) that surfaced in late 1988. 

Abinowo said illicit RMS activity was de- 
tected "some time ago" but that those in- 
volved were “firmly dealt with." Diplomats 
have expressed surprise at this suggestion 
that a separatist movement put down in the 
1950s was recently active again, though 
rumours of rebel activity in October last year 
in Ambon — the chief island of what is now 
called Maluku province — had been circulat- 
ing in Jakarta. 

Abinowo's press conference, to mark the 
37th anniversary of the Trikora regional 
command — which covers the Moluccas 
and Irian Jaya — also revealed details of the 
recent operation against the OPM. "Opera- 
tion Eagle," as it was called, is said to have 
concentrated on flushing out OPM units in an 
area close to the Papua New Guinea (PNG) 
border. But sources indicated that the area 
quoted by the military was Paniai district 
near Nabire, which is nowhere near the bor- 
der. 

It seems that about a month ago, Indone- 
sian forces cornered a group of rebels and, 
after a brief skirmish in which casualties 
were sustained, one of their leaders, 48- 
vear-old Elias Awom, surrendered. Sources 
said Awom is an important, but not the 
paramount, leader of a rebel movement 
renowned for its fractiousness. Nonethe- 
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less, Awom was "a significant figure 
among the Melanesian people," a source 
said. 

Curiously, in a separate report, Abinowo 
was quoted as saying Indonesian and PNG 
troops had mounted joint patrols in 
the border area. The patrols, he said, 
were mounted to destroy OPM remnants. 
Abinowo's remarks are at odds with Port 
Moresby's policy of not patrolling jointly 
with Indonesian troops in the border are^ 
Indonesia has long lobbied for closer coop 
ation between the two armed forces, but .... 
far to no avail. 

The latest round of bilateral talks on bor- 
der issues between Indonesia and PNG was 
held in July, but there was no agreement on 
joint patrols. 

No one is certain why the military au- 





OPM guerillas: vigila 
thorities are being more open about Inan 
Jaya, which remains closed to unsupervised 
visits by the foreign media. One view is that 
it reflects the character of the new military 
commander. Diplomatic sources who have 
met Abinowo, describe him as fundamen- 
tally different from his predecessor, Wis- 
moyo Arismunandar. “Abinowo is a more 
open, more confident figure,” a diplomatic 
source said. 

Since news out of Irian Jaya requires 
clearance from Jakarta, military leaders must 
also feel confident that, despite recent ad- 
verse publicity, the situation is more or less 
under control. However, without indepen- 
dent access to the province, this is difficult to 
confirm. 8 Michael Vatikiotis 
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visit to the US every few years is a 
good way to revive flagging spirits. 
Mine, anyway. This re-charging of 
the batteries was particularly 
needed after witnessing Hongkong/s reac- 
tion to the 4 June Tiananmen massacre: 
there is nothing quite so disheartening as 
the lack of dynamic leadership for a great 
cause — the plugging of the drain on Hong- 
kong's confidence, its talent and its deter- 
mination to shape its future. 

The focal point of my three-week break 

s a three-day reunion of journalism fel- 
«^S at Stanford University, Palo Alto. All 
who attended — 114 fellows (from 1967 on) 
and some of the 60 spouses who accom- 
panied them — were fully aware of what 
had happened nearly three weeks earlier in 
Peking, and of Hongkong’s rude awaken- 
ing to the brutal machinations of the 
Chinese Communist Party (CCP). 

Three weeks after the massacre, the New 
York Times (NYT) and Wall Street Journal con- 
tinued to devote large amounts of space 
nearly every day to articles on China. The 
NYT even ran a guide on how to pronounce 
names such as Deng Xiaoping (dung sheeow- 
ping, sheeow to rhyme with meow) and 
Tiananmen Square (fee-an ahn muhn). 

On the first morning of the reunion pro- 
gramme, à packed lecture theatre audience 
listened, riveted, to a graduate student from 
China, Yu Bin, give an account of what he 
had heard from the bush telegraph about 
"^^ atrocities committed by the People’s Lib- 

tion Army, including the trashing of one 
army unit by another on a side-street off 
Tiananmen Square. 

The other speakers — writer Orville 
Schell and a Stanford political science lec- 
turer, Nina Halpern — gave their interpreta- 
tions of the circumstances within the ccr 
which led to the violent crackdown. No one 
in the audience — or for that matter, no 
other American I subsequently discussed 
the massacre with — bought the party line 
that the students and their supporters were 
the bad guys. 





Just before we sat down to lunch, Yu 
mentioned in passing that a Radio Peking 
English-language announcer, Li Dan, had 
been executed (for broadcasting news of the 
4 June massacre) along with the young man 
who tried to block passage of the tanks. Yu 
did not know that Li had been a Stanford fel- 
low in 1984-85. The faces of Li's class fel- 
lows registered acute shock at the news. 
Right away, the directors of the fellowship 


programme were told. 
Don't believe it until it is confirmed, they 
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responded. How on earth can rumours be 
confirmed, we thought? But this one was 
followed up — all the way to the ABC net- 
work in New York where Nightline host Ted 
Koppel said Li was still alive up to a week be- 
fore, when Koppel had seen him in Peking. 
To make sure, Koppel later called Li in Pe- 
king and spoke to him. Li, we subsequently 
learned, may be under house arrest. No one 
knows what has happened to the young 
man who stood in front of the tanks. 

The relief at Li's safety was nevertheless 
overshadowed by the announcement over 
dinner that one of last year’s fellows, Liu Bo 
of the Xinhua newsagency, had cancelled, at 
the last minute, plans to attend the reunion. 
It remains to be seen whether this year's fel- 
low from China — Sun Yi, editor of the 
international department at the Economic 
Daily — will be able to attend. 


These are disturbing times for Chinese 
students in the US. Under normal cir- 
cumstances, most would have been de- 
lighted at the opportunity to stay on in the 
land of the free; but in the wake of the 
hardliners’ crackdown, all Chinese students 
I met were homesick and worried about 
their families and friends at home. 

The US fell head over heels in love with 
its impression of China in the late 1970s and 
early 1980s: the Chinese, they believed, 
were tripping over themselves to be cap- 
italistic freedom lovers, in the American 
image. Some American writers catered to 
the view that US culture was finding fertile 
soil in China. 

Journalists who tried to tell another line 
were seldom encouraged by their editors, 
who regarded them as anti-Chinese. After 4 
June, the US woke up to the realisation that 
totalitarianism is alive and strong and toler- 
ance of dissent has not taken root in the 
Chinese politburo. Pity the young Chinese 
who have breathed freer air outside China. 
Re-entry in the past was always difficult. 
Now it is probably impossible. 

On 27 June, the Joffrey Ballet of New 
York announced that it had cancelled its 
scheduled performances in Peking in mid- 
September "because of the unrest." Joffrey 
had been invited by China's Ministry of Cul- 
ture to open the 1989 China arts festival, 
which was part of celebrations of the 40th 
founding of the people's republic. 

Meanwhile, the tolerance level in the US 
is not exactly stable either. The sight of city 
employees in Boston huddled on the steps 
of their office building puffing away during 
a "cigarette break" mid-morning — because 
their offices have been declared a no-smok- 
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ing zone — is hardly an example of toler- 
ance. America-the-health-conscious has 
enough air-purifying devices to allow smok- 
ers a cigarette at their workplace. 

The abortion battle has gone beyond the 
realm of healthy debate: when pregnant 
women are harassed while entering abor- 
tion clinics by fascist pro-lifers who want to 
legislate against a woman's right to choose 
whether to have a baby, that, I suggest, is 
symptomatic of people losing their respect 
for other people's way of thinking. Simi- 
larly, the brouhaha over flag burning; there 
is an attempt by some patriotic Americans 
to make it unconstitu- 
tional to desecrate 
the flag, of which 
burning is one 
form. This mes- 
sage, purchased 
in New York, 
was right on the 
button of the mood 
taking hold in the US. 








A monument to bygone America still 
stands in San Francisco, one of my favourite 
American cities, at Union Square. It com- 
memorates, of all things, the conquest of the 
Philippines in 1898, and proudly notes that 
it was "erected by the citizens of San Fran- 
cisco to commemorate the victory of the 
American Navy under Commodore George 
Dewey at Manila Bay, May First 
MDCCCxCvill.” The way the monument re- 
cords it, it took a mere seven days after war 
was declared between the US and Spain for 
Dewey's fleet of ships to enter Manila Bay 
where, "undaunted by the danger of sub- 
merged explosives [they] attacked and de- 
stroyed the Spanish fleet of 10 war ships, re- 
duced the forts and held the city in subjec- 
tion until the arrival of troops from 
America." 

As if in mock irony, sleeping on the grass 
in Union Square are not subjugated 
Filipinos (none were to be seen that Satur- 
day morning, unlike Hongkong's Statue 
Square) but subjugated Americans — the 
growing legion of the homeless. 

In crime-infested New York, subjugated 
residents are fighting back: 
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CHINA 


Smiling pensioners of the street committee bring the party to the neighbourhood 


Granny as Big Brother 





By Ted Gup in Peking 
or those who have witnessed the 
crackdown that has followed the 
June massacre, it would be hard 
to overestimate the vigilance of 
China's public security apparatus. But more 
often than not, the face of Big Brother be- 
longs to a smiling 60-year-old retiree, a 
member of a kind of granny brigade called a 
street committee. For ordinary citizens of Pe- 
king, it is the street committee, not the cen- 
tral committees, which touches their daily 
lives. 

Just a mile from Tiananmen Square is a 

quiet courtyard shaded by a poplar tree and 
cooled by a constant breeze. Here one of Pe- 
king’s street committees gathers to explain 
how the recent turmoil has affected its re- 
sponsibilities. The seven members of the 
committee have jurisdiction over eight twist- 
ing alleyways, home to 154 households. 
That is 2,710 people. Among these 
are about 1,000 workers and stu- 
dents and about 600 retirees. The 
street committee has two modest 
rooms which serve as political class- 
rooms, community centre, and 
family counselling unit. Like other 
street committee headquarters, the 
walls are lined with awards for 
maintaining neighbourhood cleanli- 
ness, enforcing birth control, and 
helping the people to "cherish the 
army." 
For weeks the government has in- 
sisted that since the tanks silenced 
the democracy movement, life has 
returned to normal in Peking. If by 
that they mean life in the hutongs or 
lanes, they are largely correct. (But 
here too individual psyches are 
profoundly scarred and institutions 
such as newspapers, publishing houses, 
and universities remain under a permafrost 
of fear.) 

The street committee is an integral part of 
China's social and political fabric, a liaison 
between the party and the people, imple- 
menting directives, and keeping an unblink- 
ing eye on every household within its juris- 
diction. Its powers are vast. One minute 
committee members speak of caring for the 
needy and sick, the next of prying into the 
most intimate matters of residents. Dai 
Fenglan, a 54-year-old retired director of a 
clothing factory, heads the Da An Lan Yin 
Street Committee. She and three of the 
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seven other members of the committee, are 
members of the communist party which 
numbers some 47 million. As a retiree she 
receives a modest pension. Her committee 
work brings her another US$12 a month. 
Paltry as that sounds, it is nearly half the 
average monthly wage. 

The committee exists in a kind of nether- 
world, removed not only from the centre of 
power but from many of the residents as 
well. Dai says she has studied the 9 June 
speech of paramount leader Deng Xiaoping 
— required reading since the turmoil. She 
acknowledges its brilliance. But she seems at 
a loss to explain just how she and her col- 
leagues intend to apply Deng's words to the 
ordinary affairs of the neighbourhood. The 
continuing campaign against "bourgeois 
liberalisation” — a term so broad as to take 
in anything the party finds threatening — 
has little relevance in the bicycle-strewn 
lanes under her watch. “We have nothing to 
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Big Brother and sisters of Da An Lan Yin Street. 


oppose, we are old retired workers," says a 
fellow committee member. 

But no one needs to tell Dai and her col- 
leagues they must walk the ideological 
straight and narrow. She says she would 
not hesitate to turn in any of the "counter- 
revolutionary criminals" now hunted by the 
government. If need be, she says, children 
must turn in parents and neighbours turn in 
neighbours. "We would neither show le- 
niency nor protect them," she says. Tough 
talk, but beneath the harsh words, there is 
also a desire to protect those within her 
charge. She insists that no one in her juris- 
diction took part in the pro-democracy 
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demonstrations. "No one?" a visitor asks 
her. Dai concedes "many went to watch." 
They were there merely to observe, not lend 
support, she says. Such distinctions allow 
her to hold to the party line, without having 
to root out those whose hearts as well as feet 
were in Tiananmen Square. 

"When we watched student demon- 
strators on a hunger strike, we felt sym- 
pathy for them because they are our chi 
ren," she says. Then, as if catching hersi, 
she adds: "But this action is not correct be- 
cause it violated the law and they can find 
better channels for a solution." 

But throughout Peking, in virtually every 
neighbourhood, there were people who 
demonstrated. Even now there simmers a 
quiet defiance. A few streets away govern- 
ment posters providing the telephone num- 
bers to call with information about the 
“counter-revolutionaries” have been ripped 
from the walls. Soldiers, still quartered in 
the city by the thousands — perhaps 
tens of thousands — are routinely 
over-charged by vendors. None of 
this has caught Dai's eye. Instead she 
speaks of the love she and her neigh- 
bours feel for the People's Liberation 
Army. It is part of the committee's 
task to help the citizens love the 
army. 
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n 3 June, the day before | 
Tiananmen killings, severa; 
street committee members 
say they saw young sol- 
diers assaulted by “rebels” with clubs 
and stones and bricks. Three of the 
soldiers were injured and cared for 
by the street committee. Later, says 
Dai, the elderly women in the neigh- 
bourhood “spontaneously” — a 
word she used often to dispel any 
suspicions of orchestrated actions — drafted 
a letter of appreciation to the army and 
raised money for soldiers injured at Tianan- 
men. She insists there was no massacre, and 
says no one in her neighbourhood was hurt 
or knew anyone who was hurt. (Four streets 
away a resident recalls how a friend 
emerged from a lane and was struck by 
three bullets, dying instantly.) 

Dai and her silver-haired colleagues now 
have been asked by the communist party to 
redouble their emphasis on political educa- 
tion and propaganda. But even for members 
of this street committee it is hard to feign the 
zeal called for by the party. “On Tuesday af- 
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oons the masses come for political 
study," says Dai. But "the masses" usually 
consist of about 70-80 people, most of them 
retirees. Dai insists they have not lost touch 
with the younger residents, but there are 
signs that those they are reaching are from 
their own generation. 

It is doubtful that leaders of the demo- 
cracy movement could find sanctuary here 
or in any of Peking's traditional neighbour- 
hoods. Virtually nothing escapes the notice 
of the street committee. Within minutes of 
the arrival in the neighbourhood of a for- 
eigner or any other suspicious person, word 
reaches the committee. Two or three volun- 
teers, themselves retirees, patrol the neigh- 
bourhood 24 hours a day. They wear red and 
yellow armbands saying “on duty." They 
maintain close links with the residence po- 
lice, as well as with China's various other 

irity organisations. Dai says the commit- 

has turned in several persons suspected 
or adultery, 

Privacy is not in the lexicon of this or any 
other street committee. Rule number four of 
the committee: “Keep dose links with the 
people; get familiar with the situation of 
every household, listen to their opinions 
and serve them wholeheartedly.” Behind 
Dai hangs a large chart with the name of 
every pregnant woman in the neighbour- 
hood, her age, and expected date of deliv- 
ery. This is the front-line where China is to 
enforce its one-child rule, once the factory or 
other work unit determines its quota for 
births, it is up to the street committee to 
make sure it is honoured. 

In charge of birth control for the street 
committee is Sun Naigui, a 52-year-old 
mother of two and a retired worker from the 
No. 4 plastics factory. (The head of the com- 
mittee has four children.) On the pregnancy 
chart are 34 names — two more than al- 
` ed under last year's quota. Sun offers a 

explanation for the disparity, then con- 
cedes she has broad discretionary powers 
and is inclined to be lenient with those 
women who are childless and near the end 
of their child-bearing years. 

The street committee makes scheduled 
visits to every household twice a month to 
check on tidiness and cleanliness. They also 
make about four surprise visits a year. 
Families dare not bar their entry. “They al- 
ways say welcome,” says Dai. Houses that 
pass inspection are awarded a red banner 
that says “clean house.” Those that fail in- 
spection have nothing to put over the door. 
Such public embarrassment is usually 
enough to compel future compliance. 

Along a wall not far from the committee's 
courtyard, a slogan said to be left over 
from the Cultural Revolution (1966-76) is 
painted in faded red letters: “The Chinese 
Communist Party is the leader of the 
Chinese people." Dai and her elderly troupe 
will have no easy time convincing many 
of their neighbours of the truth of that 
statement. * 
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Looking out from 
Ferdinand and Im- 
elda Marcos' bed- 
room, one can almost 
picture how it used 
to be here. There 
was a time when 
manicured lawns 
dipped down through the coconut palms to 
the moonlit waters of the Pacific, and even- 
ings were filled with laughter and the clink 
of champagne glasses as the First Couple 
strolled among their pampered guests. 

Royalty, world leaders, the international 
jet set, sometimes the entire Philippine 
Cabinet; they all came here to what was 
once Imelda Marcos’ swank hometown 
hideaway. They gamboled in the 25-m 
swimming pool, traipsed around the nine- 
hole golf course, sweated through a few sets 
on the pelota court or just lazed on the sandy 
beach under giant umbrellas. It has only 
been four years, but behind the massive 
vine-covered stone walls, this retreat in the 
town of Tolosa on the island of Leyte which 
Imelda lovingly called Olot and where she 
celebrated most of her birthdays, is in ruins. 

Pol Vivero was there when it was a grand 
place and he was part of the 27 strong per- 
manent household staff in the 1970s. Now, 
the 38-year-old Vivero is one of the three- 
man staff employed by the President Com- 
mission on Good Government (PCGG), and 
he presides over its decay. "It is a shame 
what happened here," he says, his choice of 
words transforming Olot for a moment into 
the setting for a Shakespearean tragedy or a 
scene from the American south during the 
Civil War. "It was beautiful. The people who 
came here appreciated it and now when 
they come back they find it ransacked." 

Olot spreads out between two cone- 
shaped hills — Inapusong-daku (Big Mother's 
Heart) on the right, and Inapusong-guti 
(Small Mother's Heart) on the left. Atop the 
larger of the two is a typically sentimental 
Imeldarific creation — a statuesque Virgin 
Mary gazing benevolently down on the 
township of Tolosa where Imelda Marcos 
née Romualdez spent her childhood as 
a poor country cousin of the illustrious 
Romualdez clan of Manila. 

If the twin mothers were meant to be 
sentinals, they failed in their symbolic task. 
Olot looks like it has been hit by one of the 
many typhoons which sweep through the 
Visayas during the monsoon season. But in 
this case, the culprit was clearly more man 
than nature. 

Predictably, there are differing versions 
of what happened to Olot. Vivero blames 
the looting on the military, which occupied 
Olot for a year after the 1986 uprising that 
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led to the Marcos' flight to exile in Hawaii. 
Charles Avila, the mayor of the neighbour- 
ing town of Tanuan and influential deputy 
secretary-general of President Corazon 
Aquino's ruling Labanng Demokratiking 
Pilipino party, points a finger at the PCGG. 

Whoever did the most damage to Olot, 
Vivero says the local villagers had their share 
of the pickings as well, pointing to a gaping 
hole in the boundary wall which once 
served as the dividing line between ostenta- 
tion and poverty. Human rights lawyer 
Raphael Yrastorza calls that particular lar- 
ceny poetic justice because of the way the 
Marcos’ are alleged to have gone on a land- 
grabbing spree to make Olot what it was. 

Still, no wonder Vivero shakes his head 
wistfully. The original wooden ranch-style 
house, built when Marcos was still a con- 
gressman, is stripped right down to the light 
switches. Outside, undergrowth surges up 
to the patio, invades the outdoor theatre's 
concrete stage and threatens to engulf one of 
the many traditional stone friezes scattered 
about the grounds. 

The guest house next door, the two 100- 
bed dormitories and the string of other 
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buildings which were added after Imelda 
became First Lady have not fared any better. 
Rubbish floats in the swimming pool, 
whose water is the colour of consommé. 
The stadium-sized ballroom, 75 m long, 
50 m wide and 25 m high and built of wood, 
nipa thatch and woven bamboo, has taken 
on an almost theatrical quality in its death 
throes. Fingers of sunlight reach through 
dozens of holes in the roof, casting shadows 
on the rotting parquet floor of chintzy chan- 
deliers nobody seemed to think were worth 
taking. 
In the expansive kitchen at the back, the 
bank of gas-fired cookers and ovens has sur- 
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I n the supply and distribu- 
tion business, like many others, 
creating networks to link dozens 
of outlets is a common need. It 
often requires different com- 
puters in different locations to 
talk to each other. 

That can be a problem, par- 
ticularly if those computers 
weren't designed to recognize 
that most computer rooms today 
contain equipment from more 
than one manufacturer. 

That's why, when we devel- 
oped NCRNet, our overriding 
objective was to achieve an open 
modular communications net- 
work architecture. One based 
upon current industry standards. 

While NCR strongly supports 
the emergence of OSI as the 
communications architecture of 
choice, we also recognize our 


customers will be making 





choices among several com- 
munications technologies for 
some time to come. So in addi- 
tion to OSI, NCRNet includes 
other popular protocols: X.25, 
BSC, Async, NetBIOS, TCP/IP 
and SNA. 

We take this same approach 
to all of the products we develop. 
Because we believe very strongly 
that only computers that can 
co-exist, should exist. 

At NCR we keep our systems 


open so you can keep your 


options open. 
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vived, mainly because it defies practical use. 
So have two rusting stoves and a massive 
rice cooker. The cupboards sag open, their 
shelves wrinkled and warped like old, badly 
kept books. 

Beyond the first hole of the golf course, 
the quarters for the generals and the long L- 
shaped structure that once housed invited 
cabinet members have simply disappeared. 
All that remains are the piles that supported 
them and a marching line of porcelain-tiled 
toilet closets squatting incongruously on 
their cement foundations. 

Next to the Pelota court, the locked steel 
doors of a storeroom carry seals proclaiming 
"Break not the Seal Under the Penalty of 


Law." The date is 11 April 1989. It comes as 
no surprise to learn that the room contains 
hardly the stuff that lost treasure tales are 
made of: a broken air conditioner, a sink, 
cans of old paint, seashells, a few clay pots 
and some plumbing materials. 

Some valuables were rescued and are 
now stored in the PCGC's Nipa Hut, a sealed 
safe house in the nearby province capital of 
Tacloban. Most things of value are said to 
have vanished, along with the original in- 
ventories. Vivero is vaguely amused that the 
Commission on Audit would bother to do 
its latest inspection. "An inventory? An in- 
ventory of what?" 

The golf course itself is the only part of 
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Short stories test the limits of political openness 








By C. K. Nguyen in Hanoi | 


guyen Huy Thiep is a gaunt govern- 
Ns bureaucrat, which is almost à 

cliché in today’s Vietnam, but he also 
is a well-known writer whose short stories 
test the limits of doi moi, or renovation as 
Vietnam’s version of glasnost is called. 

The meteoric rise of the 39-year-old 
Thiep has taken the literary world by storm. 
Thiep’s first major published work was a set 
of vignettes entitled “The Unending Stories 
of Hua Tat Valley” which appeared in the 
January 1987 issue of Van Nghe (Literature and 
Art), the weekly magazine of the Vietnam- 
ese Writers’ Association. The stories focused 
on the myths and the events of a Black Thai 
village in the northwest, supposedly retold 
to the public by Thiep. The exotic images 
and his innovative use of language caused a 
small ripple in literary circles. 

Thiep truly established his reputation as 
a talented writer, but also a rather controver- 
sial one, with his next short story The Retired 
General. The story's narrator is the general's 
son, who in a highly detached and terse 
tone, tells the story of the father who finally 
retired at the age of 70 after a lifetime de- 
voted to the revolution. The generation gap 
is highlighted. The father finds himself un- 
able to accept the society he returns to, one 
that is still divided by class. He cannot com- 
prehend the younger generation's emphasis 
on economic survival that borders on brutal- 
ity. His daughter-in-law, for example, sup- 
plements the family’s income by raising 
dogs. She feeds them with the aborted 
foetuses she obtains from her job as an 
obstetrician in the government's hospital. 

The story caused an uproar throughout 
the country. Scores of articles appeared in 
the pfess debating the meaning of the story 
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and Thiep's intentions. Did he want to 
praise the general? Did he mean to criticise 
the daughter-in-law? Did he mean to deny 
the concrete results of the long struggle? 
Many critics, however, defended Thiep's 
novel open-ended approach and praised his 
realistic portrayal of society. 

The dust had barely settled when Thiep 
published three more stories in Van Nghe — 
^ A Sharp Sword,” “Golden Fire," and "Vir- 
ginity.” The stories evoked sharp emotions 
by presenting well-known historical figures 
lusting after beautiful women, shouting 
Obscenities, committing terrible acts and 
generally behaving like human beings. Thus 
in Thiep's imagination, there can be a nice 
side to Gia Long (the 19th-century king who 
has long been blamed for initiating French 
involvement in Vietnam) and a cruel side to 
King Quang Trung (a long-established hero 
who drove out the Chinese army in 1789). 
Many readers and critics thought that Thiep 
went too far, distorting history and destroy- 
ing legitimate national heroes. Others in- 
sisted on literary licence, claiming that litera- 
ture is different from history. — . 

The debate among writers and intellec- 
tuals about Thiep is bitter and divisive. 
Thiep's works have crystallised the major is- 
sues the intellectual community has to grap- 
ple with in the context of doi moi, the strategy 
officially adopted by the Vietnamese Com- 
munist Party at the Sixth Party Congress in 
December 1986. For many of Vietnam's 
writers, poets and artists who have spent 
most of their careers pursuing the goals of 
the party, doi moi has brought enormous 
confusion. What is the role of literature, of 
the writer and of literary criticism now that 
national reunification has been achieved? 
Furthermore, many feel that now is the time 
to re-evaluate the worth of the body of litera- 
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the estate that is regularly maintained. Al- 
though only half of them play regularly, 24 
local golfers contribute monthly fees to keep 
the fairways and the greens in order. Not 
surprisingly, perhaps, the large lawn 
mower appears to be the only piece of 
machinery that works. 

Many of Imelda's lavish monuments to 
frivolity, grandeur and bad taste will proba- 
bly survive, if only because they are made of 
durable materials. But Olot was not built of 
such stern stuff, apparently to meld with the 
surroundings. In the end, unless a de- 
veloper decides it is worth refurbishing, 
only the memories will linger. 

m John McBeth 


ture that has been sanctioned by the party as 
classics. This, by extension, also is ademand 
to re-examine history as told by the party 

These are heady issues for any soci 
much less in Vietnam where all creative in- 
stincts have long been subjugated to the 
needs of the revolution. Thiep's writing has 
been described as injecting a breath of fresh 
air into the stagnant literary world, but his 
critics contend that Thiep's work represents 
a sick man's mind bent on destruction. The 
dismissal in December 1988 of Nguyen 
Ngoc, the editor of Van Nghe who intro- 
duced Thiep to the public, was a clear sign 
that the opposition to this kind of broad 
questioning can strike back. Thiep also has 
begun to find it difficult to publish his stories 
without substantial editing. 

Not everyone can accept the radical im- 
plications in Thiep's writing. Opinion about 
Thiep is even divided among the younger 
generation, though his talent is generally 
acknowledged. Whatever the responses to 
Thiep's work, itis clear that his ability to con- 
tinue to publish has become a measure of 
how sincere the government is al ' 
change. As one writer comments: “We F 
not made so many sacrifices all these years 
so that a voice like his will be silenced." 

The controversy surrounding Thiep has 
not gone unnoticed in the outside world. 
The Paris-based émigré magazine Doan Ket 
(Unity) has followed Thiep closely, and 
Thiep's writing is reportedly being trans- 
lated into English by an Australian. 

Thiep himself knows how fragile his pos- 
ition is and generally maintains an innocent 
silence in public. He does not interact much 
with the intellectual community either. He 
has, in effect, insisted on the primary impor- 
tance of writing away from all possible inter- 
ference. In response to critics who say there 
is a streak of nihilism in his work, Thiep 
says: “I believe in the goodness of the human 
heart.” For now, the tone of despairing de- 
fiance continues to dominate his work, tell- 
ing the story of a generation who missed out 
on participating in those exciting early days 
of the revolution but grew up under the 
weight of the party and the socialist system 
it has so firmly established. a 
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At last, Spa 


hen Christopher Columbus set sail in 1492 his mission 

V was to discover the route to Asia, but on the way he came 

wv across America and stayed there. As Spain approaches the 

500th anniversary of the discovery of America, the country is finally 
establishing greater ties with the Asia-Pacific region. 

Apart from the Philippines (a Spanish colony until 1898), 
Spain's historical presence in Asia has been minimal. Traditionally 
Latin America was the focus of Spain's attention, and then Europe. 

In 1986 Spain joined the European Community and Nato (but 
not the integrated military command). putting an end to half a cen- 
tury of isolation. Now that its position in its natural sphere of influ- 
ence is consolidated, Spain is confidently launching an initiative to 
increase its presence in Asia, the area that offers the greatest new 
business prospects. 

"Spain is determined to give greater attention to the rapidly 
changing world of Asia and the Pacific," said Eudaldo Mirapeix, the 
director of Asian and North American affairs in the Spanish Foreign 
Ministry. "We are aware of the great opportunities which this region 
offers and we want to consolidate a real presence there." 

In the past couple of years, King Juan Carlos, Spain's best and 
tireless ambassador, has visited China. Japan, Thailand, India, 
Nepal, Australia and New Zealand. Prime Minister Felipe Gonzalez 
has gone to China, Japan, the Philippines and Indonesia with 
teams of top businessmen. 

The results are beginning to be seen. Spanish companies built 
the US$1.4 billion Pertamina refinery at Dumai, Indonesia; textile 
machinery produced by Jumberca is to found in many Asian coun- 
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in finds Asia 


tries; Fagor built a refrigeration plant in China: Loewe, the quality 
leather company, has 12 outlets in Japan; Seat, the car manufac- 
turer which is part of Germany’s VW Group, exports to Taiwan: 
Telefonica, the telecommunications concern whose shares are 
listed in Tokyo, signed two contracts earlier this year to sell US$35 
million worth of digital lines to China. and Chupa Chups, the 
world's biggest manufacturer of lollipops, is negotiating a joint ven- 
ture with Peking. 

Spanish exports to the Asia-Pacific region in 1988 totalled 
Pesetas 339 billion (US$3 billion at the year-end exchange rate), 
18.7% more than in 1987, while exports to Latin America were 
Pesetas 185.1 billion. In the first five months of this year exports to 
Asia grew 13.6% to Pesetas 160.2 billion. 

Imports from this part of the world in 1988 totalled Pesetas 899 
billion, which left a deficit of Pesetas 561 billion. In the first five 
months of 1989 imports from Asia rose 30.7% to Pesetas 425.5 bil- 
lion. 

Japan has the largest share of total Spanish imports from the 
Asia-Pacific region, with 5.1% last year. South Korea, Taiwan, 
Hongkong and Singapore accounted for 2.6% in 1988. Japan took 
1.2% of Spanish exports and the four newly industrialised coun- 
tries — los cuatro dragones as Spaniards call them — 1.494. 

Spanish interest is more than matched by that from Asian coun- 
tries which view the new member of the European Community as 
both a springboard for exports to Europe and having an enticing 
domestic market of 39 million people. Japanese investors are con- 
verting Spain into their favourite European country. Direct Asian 


FAR EASTERN ECONOMIC REVIEW aa 


Enjoy our 
shadows. 


Brush-strokes of shadows. 
Brush-strokes of inspiration. 
You can stroll around the 
spacious galleries of the 
museum, and every wall 
provides a new fascination. It 
could be the first morning since 
you arrived in Spain that you 
havent enjoyed the sunshine, 
the beaches and the 
spectacular scenery. But the 
feeling of satisfaction you get 
from seeing these masterpiec: 
is just as strong as that which 
you had in the Alhambra or at 
the fiestas of San Fermín or 
even in those peaceful coves in 
the Balearic Islands. 

That's the beauty of Spain. As 
varied and outstanding as its 
collections of paintings. 

Velázquez, Picasso, Goya, 
Miró, El Greco, Dalí, Rubens, 
Bosch, Sorolla, Joan Gris, 
Murillo... only such great names 
as these could cast shadows 
equal to those of the Spanish 
sun. 

Come and enjoy them 


Spain. Everything 
under the sun. 


Cosi, 


You have before you more 
than just a painting. 

The shadows are filled with 
history. 
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investment in Spain rose tenfold in 1988 and represented 1.75% of 
total new direct foreign investment. Exporters are finding an El 
Dorado in Spain. 

When the Spanish national airline Iberia started flights to Tokyo 
via Anchorage in 1986 critics thought the new route would be 
quickly doomed to failure. The three flights a week had a 75% load 
factor in 1988 (higher than Iberia's flights to Europe) and the 
number of flights will be increased to four and later five. 

An important reason why Spain and Asia are being drawn closer 
together is that both areas are experiencing high growth rates. The 


Indonesia was a rich hunting ground for Spanish companies 
pursuing big projects in the early 1980s. Apart from the refinery at 
Dumai, Spanish companies built cement plants and Indonesia's 
first cold rolling mill, the PT Cold Rolling Mill Indonesia Utama. 

Asia is an area where Spain can finance exports in favourable 
terms with funds from its development aid fund. This fund is used in 
mixed credits where the government puts up aid for political or 
commercial reasons. CESCE, the Spanish export credit agency, 
has also extended its cover to some developing countries. 

Centunion, the engineering company which was one of two 





Spanish economy is the fastest expanding in Europe and the 
growth in the Asia-Pacific region continues to outpace other conti- 
nents. The Spanish economy grew by 14% in real terms between 
1986-88, and this year is officially forecast to expand by almost 5%. 
The citizens of these countries are becoming noticeably 
wealthier and have pe on spending sprees. For example, it is 
panish middle-class youths to have Japanese 


now fashionable for 
motorcycles (something 
their parents could never 
have dreamed of), and 
the Japanese, great fish 
rs like the Spaniards, 
buying increasing 
amounts of tuna, which 
are shipped fresh on 
Iberia. The big Japanese 
drinks group Suntory has 
a restaurant in Madrid. 

Arte Espana, which 
sells high class Spanish 
furniture and handicrafts, 
recently agreed a joint 
venture with the Yo- 
kohama Rubber Corp. 
and is selling its products 
through the Takashima- 
ya chain of department 
stores in Tokyo. Arte Es- 
pana is part of the large 
state holding conglomer- 
ate INI which has done the 
most business in Asia. 

INI, with an annual 
turnover of US$15 billion, 
is building three trans- 

t ships for India; 

supplied pipelines for 
refineries in Vietnam; set 
up a joint venture for coal 
exploration and exploita- 
tion in Southeast Kali- 
mantan and provided 
high pressure compo- 
nents for nuclear plants 
in India. Casa, the 
Spanish aerospace com- 
pany 88% owned by 
INI, has sold 400 of 
its C-212 Aviocar, the 
short take-off and landing 
aircraft known as the jeep 
with wings, mainly to In- 
donesia where it has a 
joint venture for its assem- 


y. 

Casa-ITPN builds the 
successor to the C-212, 
the CN-235 jet which in its 
military and civilian ver- 
sions can transport 44 
passengers or five tonnes 
of cargo. 
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Message from 
the Minister of 
Foreign Affairs, 
Francisco 
Fernandez- 
Ordonez: 


qu special supplement on Spain in Asia is an ideal and timely show- 

case of Spain's dynamic political and economic situation, and of the 

effort currently being deployed by the public and private sectors to 

cid e active and mutually beneficial Spanish presence in Asia and 
e Pacific. 

Spain has followed closely the spectacular economic development 
that the countries of Asia and the Pacific are undergoing. This interest has 
resulted in a firm political decision to secure an active presence for Spain 
in a part of the world that affords such promising economic perspectives, 
Spain's entry into the European Community, together with the previously 
mentioned economic development, has turned the Asia-Pacific area into 
one of the priorities of our foreign economic and commercial policy. 

In this sense, the Spanish Ministry of Foreign Affairs, together with the 
other state o responsible for Spain's external relations, have been 
emphasising the need for closer cooperation with the nations of the Asia- 
Pacific region. 

This has been achieved recently in part through different state and 
high-level working visits to the area. Thus, their Majesties King Don Juan 
Carlos and Queen Dona Softa have officially visited countries like China, 
India, Japan, Thailand, Nepal, Australia and New Zealand. Also, the 
Spanish Prime Minister, Felipe Gonzalez, has travelled to China, Japan, 
the Philippines and Indonesia, usually accompanied on these trips by a 
selected representation of Spanish industrialists and entrepreneurs. 

Through the implementation of this determined policy of heightened 
political presence and high-level contacts, the Spanish Administration 
provides essential support for Spain's private enterprise in its different as- 
pects. This policy has started to bear fruit, and our commercial relations, 
together with the flow of investment and cooperation, have experienced a 
significant increase. Spain has ceased to be a stranger to this fundamental 
part of the world and, in spite of the geographic distance, the oppor- 
tunities that Asia and the Pacific afford should put our relationship on a 
level commensurate with the growing importance of the region. 
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Spanish contractors for the Dumai refinery, is pursuing together 
with Austria's Voest Alpine the contract for a "pickling line" for NSC 
in the Philippines which would be 80% financed by the develop- 
ment aid fund and 20% by CESCE. 

The main commercial relation continues to be with Japan, 
though bother sides complain bitterly of restrictions. According to 
Spanish figures, Spain's trade deficit with Japan last year was 


the equivalent of US$2.7 
billion. Japan has gone 
some way towards ac- 
commodating Spanish 
complaints by agreeing 
to give Spanish leather 
goods, shoes, flowers, le- 
mons and wine greater ac- 
cess to its market. How- 
ever Spanish trade has 
not increased very much 
because of a complicated 
series of obstacles still to 
be overcome. 

For example, Spain 
would like its exports of 
flowers to be examined by 
Japanese officials before 
they are shipped to 
Tokyo, rather than when 
they arrive. This would 
enable the flowers to be 
sold in fresher condition. 
But Japan is insisting that 
Spain pays for the pre- 
sence of these officials in 
Spain, as happens in the 
Netherlands. So far there 
is no agreement. 

Japan agreed to open 
the door to Spanish le- 
mons this year for the first 
time after satisfying itself 
that a health hazard had 
been solved. Spain 
freezes the fruit for 16 
days to kill a Mediterra- 
nean fly in the lemons, but 
Spain wants to perform 
this process while the le- 
mons are being shipped 
to save time, rather than 
on shore. Japan is against 
the idea because it is less 
easy to monitor. 

At the same time 
Japan's export quota of 
cars and lorries to Spain 
remains at just 1,200, the 
lowest in the European 
Community. However, 
these issues are not pre- 
venting the overall Asia- 
Spain picture from look- 
ing fullof promise. € 
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— continues to surge by more than 


= fonica, the telecommunications 


Slowdown seen in economic growth 


Bo Spain and the Asian 
economies capped a three- 
year period of accelerating 
growth in 1988. And just as the 
region’s expansion is likely to 
slow this year, so will Spain’s. 

For the past three years the 
Spanish economy has been roar- 
ing along like an express train on 
creaky railway track. But the high 
growth is creating bottlenecks in 
Spain's inadequate roads, rail- 
ways and telecommunications 
systems, which are unable to 
keep abreast of the pace of 
change. And the surge in imports 
is pushing the current account in- 
creasingly into deficit. 

Spain's GDP grew by 14.4% 
in real terms from 1986-88 and 
domestic demand, the motor of 
the economic boom, rose by 
23.1%. This year economic 

is officially forecast to 
slow to around 4.6% from 5.1% 
in 1988, while domestic demand 


6%. l 
After almost a decade in the Car assembly, Valencia: some bottlenecks. 
doldrums, following the 1974 oil 





March (higher than the foreign 
debt), Spain has plenty of room 
to manoeuvre. Solchaga is confi- 
dent that this year’s current-ac- 
count deficit can be paid without 
drawing down reserves because 
of continued massive inflows of 
long-term foreign capital and the 
dynamic tourism sector. 

The problems are the inevita- 
ble consequence of Spain’s 
economy recovering at the same 
time as it is being liberalised after 
years of heavy protection. The 
impact is most clearly seen on the 
trade account, where the de 
in the first four months of 1' 
was US$9 billion, up from 
US$6.1 billion in the same period 
of 1988, and higher than the 
US$6.4 billion trade deficit for 
the whole of 1986. 

Both the International Mone- 
tary Fund (IMF) and the Organisa- 
tion for Economic Cooperation 
and Development (OECD) gave 
Spain good housekeeping seals 
of approval in their latest reports, 
but both warned of the need to 
cool down the economy. 


crisis, and a prolonged period of readjustment the Spanish econ- Spain needs to grow at a faster pace than the European Com- 
omy is now the wonder of the 12-member European Commu- | munity average to narrow its development gap and create new 
nity. But it is now officially recognised that the economy is over- | jobs. But if it grows too quickly inflationary tensions will be rekind- 


heated and is growing too much for Spain's own good. Carlos | led and the current-account 


deficit will pose a threat to long-term 


Solchaga, the Economy and Finance Minister, says growth in | stable growth. This is the crux of the dilemma facing Spain. 
domestic demand needs to be cut this year from 7-8% to 4%. “To maintain a favourable investment climate and external com- 


This is a problem, as the coun- 
trys economic authorities point 
out, which is much better to have 
than a stagnant economy, though it 
is politically tricky to handle be- 
cause it means dampening expec- 
tations. 

The current-account balance 
has moved from a surplus of 
US$3.9 billion in 1986, the first 
year of Spain's membership of the 
European Community, to a deficit 
officially forecast at US$10 billion 
this year (2.8% of GDP). Inflation 
dropped from 8.3% in 1986 to 
4.6% in 1987 and this year is ex- 
pected to be 5-6%. 

The most dramatic example of 
the deficiencies in infrastructure is 
that the waiting list for telephone 
lines was a record 613,234 at the 
end of May and the average wait- 
ing time four to five months. Can- 
dido Velazquez, chairman of Tele- 


company, told shareholders in 
June that it will take until 1992 to 
achieve a quality service. 

With international reserves of 
US$43.6 billion at the end of 
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petitiveness, containment of infla- 
tion should be the prime aim of po- 
licy,” noted the OECD. “The risk of 
resurging inflation relates not c 

to excessive domestic demi... 
growth but also to greater union 
militancy in the face of persistently 
rising profit margins, notably in 
sheltered sectors." 

Spain's official unemployment 
rate is 18.5%, by far the highest in 
the European Community, though 
this figure masks a flourishing black 
economy which probably reduces 
hardcore unemployment to 
around 12%. Nevertheless, this is 
still high. 

Spain is currently generating 
around 1,000 permanent and tem- 
porary jobs a day, but this large 
number is not making much of e 
dent in unemployment because o 
the young population and the higk 
number of first time job seeker: 
every year, particularly women 
The OECD forecasts a slow reduc 
tion in unemployment to 16% by 
the end of 1990. 

In May Spain heeded advice 
from the IMF and the OECD anc 


17 AUGUST 198 


P 
AT YOUR SERVICE «. “ 


al ad 
LI 


p” 
«7 


"m 


~ Ki is TB b 


` 




















Española de Coerdinacion Técnica y Financiera 5 A 








introduced a package of fiscal measures to cool the economic 
boom. Previously the government had relied solely on monetary 
measures which had caused interest rates to rise to 20% for one 
year credits. Not only was this bad for investment, but Spain's much 
higher real interest rates have been attracting hot money seeking 


short-term speculative advantages. 
These foreign inflows have caused 
the peseta to appreciate and ex- 
ports have lost competitiveness. 

The fiscal package represents a 
total of Pesetas 250 billion (US$2.1 
billion) (0.696 of GDP) of which 
Pesetas 115 billion are expenditure 
cuts and Pesetas 135 billion in- 
creased revenues. The spending 
cuts come from planned invest- 
ments, particularly in defence, 
public works and transport and 
communications. 

To increase revenue, the gov- 
emment raised withholding taxes 


JANUARY 


REGALO-FAMA io) 
International Gift Fair. 
BISUTEX [o] 
Costume Jewelry Foir 
INTERLUM |) 
Lighting Trade Show 
FITUR ib! 
International Tourism Trade 
Foir 

IBERJOYA lo) 
International Jewelry, 
Siverware ond Watch 
Exhibition. 


FEBRUARY 


IBERVIDEO |) 

Video Production Trade Show 

ARCO ic) 

International Contemporory 

ArtFoir 

INMODA-ANIMODA («| 

iai Women's Fashion 
ow 


IMAGENMODA io! 
International Women's Fashion 
Foir. 

INTERMODA io) 
Inter-Soison Fashion Fair 


SICUR (o) 

international Security, Solety & 
Fire Exhibition 

TRAFIC ío) 

Road Salety Exhibition 
FINART ib) 

International Handicratts Fair 
MOGAR o) 

Furniture Trode Show 
FLORISTA (o! 

Floristry Trade Show 





IBERPIEL/PELETERIA io) 
Furs Fashion Fair 
EXPOCALZADO ío! 
Footwear Trade Show. 
HABITALIA (c! 

Real Estate & Building 
Exhibi 


DOMELEC ic) 
Electrical Appliances Show 
28-6 May. EXPO/OCIO ic 
Hobbies & Leisure Fair 


NTERNACIONAL 
DEL BRICOLAGE lo! 
International Do-it-Yoursell Fair 


EXPOMUSICA/ 


BROADCAST (v) 
The Music Show/Radio & 


Exhibition of Cleaning, 
Maintenance & Conservation 


Techniques 


on corporate profits, while leaving the 35% tax rate unchanged. 
Far more important, however, was the government's decision in 
June to join the exchange rate mechanism of the European 
Monetary System (EMS). Sterling is now the only major Euro- 
pean currency still not a full EMS member. 





EXPODENTAL (o) 

Dental Supplies, Services and 
Equipment Show. 

TEM (0) 

International Municipal 


Services & Equipment Exhibition, 


GRAFEX || 
Printing Techniques and 
Supplies Exhibition. 


SEPTEMBER 


IMAGENMODA 0) 

International Women's Fashion 

Foir 

INTERMODA io) 

Inter-Soison Fashion Fair. 

REGALO/FAMA io) 

International Gift Fair 

BISUTEX lo) 

Costume Jewelry Fair 

OPTOLEC io) 

Loser and Electrooptics Show 

FIDEC lo) 

Sporting Goods Trade Show. 

INMODA-ANIMODA (0) 

cim Women's Fashion 
aif. 





MADRID TRADE FAIR ORGANIZATION 
Recinto Ferial Casa de Campo « Avenida de Portugal, sin. 28011 Madrid Tels, (91) 470 10 14-463 90 80 Telex 44025-41674 IFEMA-E - Fax (91) 464 33 26+ Spain 


pain has the same fluctuation 
margin fin of 6% as Italy, while seven 
other countries have a margin 
of 2.25%. EMS membership 
means that Spain can no longer 
rely on monetary policy alone to 
control the performance of the 
economy. 

“It was a very courageous deci- 
sion,” said Manuel Soto, chairman 
of Arthur Andersen in Spain. “It is 
a reflection of the government's 
commitment to fight inflation and 
to establish a new challenge for 
Spanish society, which will have to 
accept EMS discipline." — € 


OCTOBER 


io] 
Footwear Trade Foir 
INTERLOOK lo) 
International Haird 
Beauty Care, Cosmetics 
Perfume Show 
COGENERACION (0) 
International Energy 
Cogeneration, 
MATELEC io! 
International Exhibition of 
Electrical Material for 
Installations & Rural 
Electrification 

Oct-Nov. IBERPIEL- 

MARROQUINERIA io) 
Leather Fashion Fair 


NOVEMBER 


6-9 HOSPITALIA {o} 
Hospital & Medical Equipment 


16-23 S.1.M.0. b) 
international Office Equipment 
& Data Processing Show 
Nov.-Dic. FERIARTE ic) 
Antiques Fair 


lo] Only trade visitors. 
(b) Trade visitors & public 
Ic] Open to general public. 
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Spanish banks see future in Asia 


& panish banks are beginning to move into Asia. Banco Exterior, | ployee) is lower. However, high costs have not prevented Spanish 
Spain's foreign trade bank, led the way in 1984 when it set up | banks from enjoying profit margins which are the envy of their in- 

a representative office in Tokyo, followed by a full branch in Hong- | ternational counterparts. 

kong and a representative office in Peking. The Organisation for Economic Cooperation and Development 
With its then virtual monopoly of foreign trade financing (lost | took the banking system to task in its 1988 report and delivered this 

when Spain joined the European Community) it was logical that | verdict: "High profits in a context of relatively high costs are a 

Banco Exterior should be the first. The bank has been involved in | symptom of monopolistic behaviour within the banking sector and 


every major project in the Asia-Pacific region. of a monopolistic position of banks within the wider financial Sys- 
Banco Hispano Americano and Banco Santander, respectively | tem.” 
the fourth and fifth-largest Spanish banks, aim to open full branch Spain's bank operating costs represented 2.92% of average 


offices in Hongkong by the end of the year, Banco Bilbao Vizcaya, | total assets in 1987, 0.69 points higher than the European average, 
the biggest bank, has a representative office and Banco de | according to Rafael Termes, president of the Private Spanish Bank- 
Sabadell, the small and highly profitable bank based in Catalonia, | ing Association. Termes rejects the accusation that the banks make 
has a representative office in Peking. high profits on the back of inefficiency. He points out that one 
Spanish banks are being lured by the growing business pros- | reason why operating costs are higher in Spain is that the banks are 
ts between Asia and Spain and believe that now is a good time | overstaffed and the country's still not very flexible labour laws make 

.. ~nter. The peseta is gaining importance, to the detriment of the | it expensive for companies to shed employees. 


US dollar, in trade and investment flows between Asia and Spain. Another factor is that unlike other European banks, Spanish 
Banco Hispano Americano is one of the main market makers for | banks have 1095 of their deposits tied up in Treasury Bills and 
the peseta. another 18% with the Bank of Spain in low interest deposits. “In 


"Apart from typical trade financing, we also see business in syn- | order to make up for not being able to lend this money at market 
dicated loans," said Juan Rosas, general manager of Banco His- | rates, the banks have to push up their interest rates on the remain- 
pano Americano's Hongkong operation. *And to be involved in ing 70% of their deposits which can be freely loaned,” said Termes. 
this you have to be in Hongkong." The average spread between lending and deposit rates for Banco 

The Spanish banking landscape is fast changing, as it prepares | Bilbao Vizcaya in 1988 was 10% in 1988. However, the Treasury 
for Europe's integrated financial market after 1992. The fact that | Bill requirement will disappear by 1993 and the obligatory cash re- 
banks are expanding into Asia shows that their sights are not set | serve requirement is under study. 
exclusively on Europe. In the past 18 months, Spain has been gripped by merger fever 

Spain is overbanked. The country has 8.5 branches per 10,000 | among the so-called Big Seven banks which control 75% of the 
people, compared with 7.3 in Germany, four in France and Britain | market. The Bank of Spain has been actively encouraging mergers 
and 2.4 in Italy. With 16,500 branches serving a population of al- | asa way to prepare Spain for greater competition after 1992. 
most 39 million, operating costs are higher than the European aver- Banco de Bilbao and Banco Vizcaya have merged into Banco 
age and productivity (as measured by loans and deposits per em- | Bilbao Vizcaya, while Banco Central and Banesto agreed to link up 
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but called it off in April after fierce opposition by one of Banesto's | 


main shareholders. The other three main banks — Banco Hispano 
Americano, Banco Santander and Banco Popular — do not be- 
lieve that big is beautiful and are each going their independent 
ways. 

Banco Hispano Americano agreed in June to take a 5% stake in 
West Germany's Commerzbank which since 1984 has had a 10% 
holding in the Spanish bank. Banco Santander and the Royal Bank 
of Scotland bought 596 of each other last autumn, and Santander 
has since increased its holding to 1096. Santander and Royal Bank 
of Scotland have agreed to support each other in a number of joint 
operations outside their respective countries, such as the offshore 
financial centre in Gibraltar. 

Banco Popular, the smallest of the Big Seven and long the most 
profitable, is to continue concentrating on retail banking in Spain. It 
is forming two joint ventures in Spain with Allianz AG of Germany: 
a life insurance firm and a pension fund management company. 
Both are high growth areas. | 

The main competition for Spain's commercial banks is coming 
not from foreign banks but from the seemingly unexpected quarter 
of savings banks which this year were finally allowed to begin ex- 
panding beyond their 17 autonomous regions. Like the Big Seven 
(now trimmed to the Big Six after the merger of Bilbao and Viz- 
caya), the 77 savings banks are also merging. La Caixa, the largest 
savings bank and Spain's second-biggest financial institution, and 
the Caja de Barcelona, both based in Barcelona, are negotiating a 
merger. 

In the past 10 years savings banks have steadily encroached on 
the territory of the commercial banks, increasing their share differ- 
ence between savings banks and commercial banks, other than the 
former's traditional involvement in social works and the fact that 
savings banks cannot issue capital. La Caixa has increased its de- 
posits at an annual average rate of 25% in the last four years com- 
pared with 5% for commercial banks. € 











ADVERTISEMENT SUPPLEMENT 
STOCKMARKETS 


New broom sweeps 
Spanish markets 


& pain's capital markets stridently entered the modern age on 29 
July when the Napoleonic trading system came to an end and a 
new era began. 

The Madrid stockmarket has been one of Europe's hot spots this 
year and it is increasingly gaining the attention of foreign investors. 
A quarter of the 2.4 trillion share trading volume in Madrid last year 
was made by non-residents. The four major Japanese securities 
houses — Nomura, Nikko, Daiwa and Yamaichi — have offices in 
Madrid. Nomura bought 1.5% of Banco Santander, the fifth-largest 
Spanish bank, in July, and 10% of Santander's merchant arm, 
Banco Santander de Negocios. 

There are also stockmarkets in Barcelona, Valencia and Bilbao 
but they will be even more on the sidelines under the reform. Total 
capitalisation in 1988 was US$174.8 billion, higher than Italy's. 

The Madrid general index had risen 13% by early July to € 
compared with a 1096 increase on the Tokyo exchange. Turnover 
in May climbed 19.5% from its level in April to Pesetas 616.5 billion 
(US$5.2 billion), a jump of 47.5% over May 1988, according to fig- 
ures from County NatWest WoodMac. 

The essential points of the sweeping reform are: 

P Individual stockbrokers, known as agentes de cambio bolsa, 
have been replaced by companies acting as brokers and/or broker- 
dealers. European Community firms are able to participate in the 
market on an equal footing with Spanish firms. Until 1992 the only 
way a non-agente can enter the market is through a partnership 
with an agente. 


ATTACK! 
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Stock exchange floor, Madrid: sweeping changes. 





Jealing commissions, which were fixed at 0.25%, are to be de- | 
regulated. | 
> The open outcry system with limited trading sessions for each | 


ment-run stock exchange regulatory commission. 


> The cumbersome and slow system of settlements, which can 
take weeks, is to be replaced by a central unified book entry system 


group of stocks will be gradually replaced by a continuous com- 
puterised market. Spain has opted for the Canadian system known 
as Cats (computer assisted trading system). However, floor trading 
will continue because the new legislation allows quoted companies 
to decide for themselves whether to enter the Cats systems. About 
one-third of the shares quoted are using Cats. 

> Rules concerning insider trading — which was not illegal in 


which could guarantee settlements in three days by 1992. 

The reform sparked a rush to link up with the agentes who for al- 
most a century have had a comfortable and easy life after passing a 
government exam. They are more like notaries than stockbrokers. 
By allowing them initially to own a minimum of 7095 of the new 
brokerages or dealerships, the government has been kind to them 
and probably helped them to become multi-millionaires, if they are 


not already. Many will sell out at vast profits after 1992 when non- 
agentes can take full control. JP Morgan, Barclays and Carnegie In- 


Spain and widely acknowledged to be rife — and investor 
protection regulations are being drawn up by the new govem- 
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That is why there are four air forces 
entrusting the instruction of their pilots 
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A SINGLE PLANE. TRAINING — ^^^ ó ' 
AND ATTACK. ! 


The C-101 is the only trainer that 
also particularly excels on attack 
missions. 

Its training system allows all training 
phases to be carried out, including 
tactical training. In addition, it can carry 
large military loads and has exceptional 
endurance. 

No other aircraft can offer ,——— 
such economical training. 
Another field where it is a 
winner is in its Life Cycle 
Cost, helped by an extra- 
ordinary economy of pur- 
chase and upkeep. All this 
is no coincidence: the C-101 
embodies the experience 
of a company that has been 
in military aviation for more 
than half a century. 
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Technical Characteristics: — | 
Max. takeoff weight: 6,300 Kg. | 
Engine thrust: 4,700 lb. 

Max. level speed: 450 Kts. 

Rate of climb: 6,100 ft/min. 

Low fuel consumption: 1,100 Ib/h. 

Low maintenance: 3,5 Man hours/flight hour 
Radius (LO-LO-LO. 4 x MK82 + 30 mm. 
cannon): 270 MN. 

Enhanced avionics: Head Up Display. 
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hips with agentes. 
Prospects for the Madrid market are considered good. The - 
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11.6 for New York). Profit per share is growing at one of the fastest | subscribed eight times. 


years ago to prepare for Spain's Big Bang fear that they will be | posits. 
squeezed by the powerful 


where the banks have many industrial interests. As many as 50 new | has been slow. 


BANCO SANTANDER 
IN TOKYO, HONG KONG 
AND TAIPEI. 


Banco 


Santander 





by 1096 and to limit drasti 


rates in Europe. Liquidity remains a pro 
However, the market is still very narrow, with about one-third of | funds this year was expe 
the 100 largest Spanish companies listed. This situation isgradually | institutional investors, b 
changing. Last year there were 47 new listings. "This showed that | which for the first time encourages Span 
the process of encouraging more companies to be quoted was not | and complement the shaky state pension scheme through tax 
just the result of extremely favourable conditions, as perhaps was | breaks, is lurin foreign fund managers. They estimate that there is 
the case in 1986 and 1987, but underscored the greater awareness | a potential US$426 billion market in Spanish savings. 
among businessmen of the market's importance as an instrument to Britains Eagle Star Holdings, Switzerland’s Zurich Life, 
finance productive investment," said Francisco Javier Ramos Gas- | America's Prudential-Bache Securities and Sweden's Skandia Life 
con, chairman of the Madrid stockmarket. Capital increases, in- | arein Spain competing for the business. 
cluding those from bond conversions, rose 769^ in 1988. Contributions are fully 
The big Spanish banks have formed partnerships with the | up to Pesetas 500,000 annuall 
agentes. The independent (non-bank) broking companies which 250,000 is 1596 tax deductible. Of 
saw which way the wind was blowing in Spain and set up several | be invested in securities, mortgage loans, 


banks. There was a sudden rush by individuals in 
Companies such as Asesores Bursatiles, Beta Capital and Iber- | was launched in the last days of December so that p 
corp produce the most objective research in Spain, a country | qualify for tax breaks on their 1988 income, but since then 


broking and dealing companies could be competing for business. Companies are not making 
"There is not room for so many in a small market like Madrid," said | like the stipulation which puts pe 
Joaquin Tamames of Research Associates. controlling committee representin 

Investors' appetite for new listings is seemingly insatiable, as was | that these committees will be 
well illustrated by the successful flotation of 26.58% of Spain’s state Companies also object to 
oil conglomerate Repsol for Pesetas 135 billion in May. Heavy de- | to be “non-discriminatory” (i.e. open to everyone 
mand for shares forced Repsol to increase the size of its more than | which encourages job mobility. 
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Banco Santander is in Asia 

In Tokyo, Hong Kong and Taipe! 
Facilitating your business 

with Spain and Latin America 
Offering you the extensive 
experience of the Spanish bank 
with the largest international 
network. Banco Santander IS 
also here 


Banco Santander 
Yusen Building 2 - 3 - 2 
Marunouchi 

Chiyoda - Ku, TOKYO 100 


Banco Santander 

1301 Two Exchange Square 
8 Connaught Place 

HONG KONG 


Banco Santander 
F14 No. 602, 
Tun Hwa South RD 
TAIPEI 10661 
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ternational are among the foreign institutions which have formed | US$1 billion flotation, one of the biggest in the world this year, 
cally the allocation of shares to appli- 


cants. 
economy is buoyant, though interest rates remain high, corporate The offer of 40 million shares in Spain was oversubscribed three 
profits are excellent and there are still many underrated companies. | times and was increased by anoth 
Madrid offers attractive price/earnings ratios (an average 15.6 in | tional tranche of 25 million share 
1988 compared with 53.8 for Tokyo, 17.5 for West Germany and | New York and the rest privately in Tokyo and Europe — was over- 


blem. The start up of private pension 
d to ease the situation by attracting big 
ut progress has been slow. The reform, 
iards to save for manana 


er 4 million shares. The interna- 
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Asian investors 
prepare for 1992 


As investment in Spain represented 1.75% of total new for- 
eign direct investment in 1988. While still very small com- 
pared to European investment, it is significant that Asian invest- 
ment exceeded that from Latin America, an area where Spain has 
long had links. 

Japan's investment of Pesetas 13.2 billion (U$11.9 million) last 
year accounted for 1.55% of total direct foreign investment, ac- 
cording to the Directorate of Foreign Transactions. Earlier this year 
Toshiba established offices in Barcelona and Sun Chemical Corp. 
of New Jersey, a unit of Dai Nippon 
Ink & Chemicals acquired 100% of 
Prismal SA, Spain's second-largest 
ink maker, for Pesetas 2.7 billion. 

ugh this acquisition, Dai Nip- 
. --. Ink now has production units all 
over Western Europe. 

Catalonia is the favourite region 
for Asian investors. Last year virtu- 
ally all Japanese direct investment in 
Spain went to this region, the most 
developed in Spain and the one with 
the best transport connections to the 
rest of the European Community. 
Catalonia now has more Japanese 
investment than any other European 
region. 
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According to the Generalitat, the autonomous government of 
Catalonia, Japanese companies have created 18,978 jobs in Spain, 
compared with 19,737 in Britain, 14,998 in France and 11,366 in 
West Germany. The Generalitat has an office in Tokyo. Japanese 
companies in Spain include Nissan, Fujitsu, Yamaha and the textile 
company Kondobo. 

Since Spain joined the European Community in 1986 and 
started to liberalise its economy, the country has been deluged with 
foreign investment keen to position itself for 1992. 

Spaniards could be forgiven for thinking that the country was up 
for sale. Hardly a day passes without a news announcement con- 
cerning foreign investment. New direct foreign investment rose 
17% last year to Pesetas 849.5 billion. 

But long before it joined the European Community, Spain was 
extremely receptive to foreign investment which was actively en- 
couraged to promote economic development. It is largely thanks to 
foreign investment that in 25 years Spain has been transformed 
from a predominantly agricultural 
country into the world’s 10th-largest 
industrialised economy. From 1965- 
88 the share of the labour force in 
farming and fishing dropped from 
34% to 17%, while manufactured 
exports leapt from US$382 million 
to more than US$25 billion. 

Equally attractive is the Spanish 
market which with 39 million 
people, rapidly rising disposable 
family income and relatively low 
development ratios (televisions, 
cars per inhabitant, etc.) compared 
to most European countries offers 
considerable opportunities. 

Carlos Solchaga, the Economy 


Only Richard Ellis 


In 1561 Phillip II moved his court to the then small 
Castillian town of Madrid, for the sake of his health. 
To the northwest of his new capital he ordered the 
construction of the superbly imposing Escorial 
Monastery, a property with 1.600 rooms, and offering 
35.000 m.? of accommodation. 

It is not recorded that Phillip II ever let the Escorial, 
or had it valued. After all Richard Ellis did not open 
business in Madrid until over 400 years later, in 1973. 
Since then we have been making history. We 
have advised the governments of Spain and other 
nations, Spanish companies and multinationals on 
the sale or acquisition of properties in Spain and in 
other countries. Our policy of constant innovation 
combined with creative flexibility has made us leaders 
in the dynamic Spanish property market. We excell 
in property marketing, investment sales and 
purchases, valuations and development appraisals, and 
management. 


Richard Ellis 
HISTORY IN THE MAKING 


RICHARD ELLIS 
Edificio "Odiseus" 
Travessera de Gracia, 56, Atico 3° 
08006 BARCELONA 
Tel.: (93) 200 45 00 - Fax: (93) 202 14 87 


RICHARD ELLIS 
Edificio "La Caixa" 
Paseo de la Castellana, 51, 62 
28046 MADRID 
Tel.: (91) 410 77 20 - Fax: (91) 419 40 80 








and Finance Minister, once boasted that Spain was the country 
where investors could *make the most amount of money in the 
shortest amount of time." 

Labour costs are also lower in Spain than the European aver- 
age. In 1987 labour costs in manufacturing industries were half 
those of Switzerland and Germany, 67% of those in Italy and al- 
most on a par with Britain, according to the Cologne Economic In- 
stitute. 

The Japanese were the first Asian investors to arrive, and 
Spain's European Community membership is raising interest be- 
cause of the possibilities of using Spain as a springboard from which 
to export to Europe. South Korean investment in Spain rose 
1,325% in 1988 to Pesetas 38.5 billion, still a negligible amount but 
it does point to a growing trend. 

Nissan Motor Iberica, in which Nissan, Japan's second-largest 
automotive group, holds a stake of around 70%, has become the 
vehicle maker's bridgehead in Western Europe for the production 
of light commercial and four-wheel drive leisure and utility vehicles. 

Suzuki, another Japanese vehicle maker, is gradually strength- 
ening its grip on Land-Rover Santana, the publicly quoted Spanish 
producer of four-wheel drive vehicles. Suzuki has increased its 
share of equity from 20% to 31% and is now the largest single 
shareholder. 

Suzuki production at Land-Rover Santana is scheduled to in- 
crease by more than 100% as facilities are installed to build a sec- 
ond four-wheel drive range. Suzuki is planning to build 24,000 Vit- 
ara vehicles at the Santana plant at Linares in the province of Jaen 
starting in January 1990. 

Production of the Suzuki vehicles began only in 1985, but they 
have quickly taken over from Land-Rover as the company's prin- 
cipal product line. 

Another company, Fujitsu, increased its sales in Spain of com- 
puting, data transmission and automated office equipment 363% 
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Spanish porcelain: popular with tourists. 
TOURISM 


Japanese lead 
tourist influx 


MZ to the delight of Spanish tourism officials, it was Japan 
which registered the highest growth in tourists visiting Spain 
last year. The number of Japanese tourists rose 30.596 to 170,300, 
followed by the Dutch, with a 19% increase. The Japanese love 
Madrid, particularly the Prado Museum. Last year 11.8% of visitors 
to Kio came from Japan, the second-largest national group after 
the US. 

In the first four months of 1989, 64,720 Japanese tourists vi 
Spain, 1596 more than in the same period of 1988. Spain was one 
of three countries chosen by Japan as ideal homes for the retired in 
its Silver Columbus Plan in 1986. With one of the highest popula- 
tion densities in the world and a high average life expectancy, the 
idea would be to encourage elderly Japanese to move to Spain. 

After years of selling tourism to Europeans, Spain is setting its 
sights further afield and wants to attract more Asians and Americans 
with higher spending power than tourists on package tours who 
head straight for the beach. One advertisement put out by the 
Spanish tourist authorities shows a Japanese golfer discovering that 
Spain has “added 18 holes to paradise." It would appear to have 
done the trick. 

Spain attracted 54 million tourists in 1988 and they brought in 
US$16.5 billion, almost the same amount as the country's trade 
deficit. No other country in the world, including the US, receives so 
many tourists. 

Tourism revenues account for 1096 of GDP and have played a 
major role in financing Spain's industrial development. Roughly 
one in every nine Spaniards works in tourism. It is thus an industr, 
of tremendous social importance. 

But revenues look like being flat this year and alarm bells are 
sounding. The tourism authorities believe that the industry is at e 
crossroads and that it is time to take a new direction and not jus 
offer sun, sand and sangria at bargain rates. 

Eulogio Bordas Rubies, general manager of THR, a tourism ad. 
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‘ist attraction, Seville: new focus on Asia. 


vice company, says Spain offers the best quality/price ratio in the 
Mediterranean and the country is blessed with great diversity and 
hospitality. But many resorts have now reached saturation levels, 
pollution in some coastal spots is high, the system of roads leaves a 
great deal to be desired and there is a serious lack of properly 
trained staff. "Spain must adapt to changes or it will lose its leading 
position," he said. 

Diversification and quality are now the buzzwords. No longer 
is the emphasis on sheer numbers. Benidorm, which in the 1950s 
e a fishing village, today attracts 1 million tourists in August 

one. 








Spain absorbs 49% of Euro- 

pean tour operator business in 
i summer and 72% in winter. Less 

expensive Mediterranean coun- 
tries, such as Turkey, Morocco and 
Tunisia, however, are slowly eat- 
ing into the Spanish market. The 
Canary Islands are losing out to the 
Caribbean. 

The challenge for Spain is to 
hold its position at the lower end 
of the market, while developing a 
more elite class of tourism. A 
belated start has been made by 
the recently approved law to pro- 
tect Spain's coastline from further 
ruin. 

The law bans construction up to 
100 m from the high-tide mark on 
the beach. It also prohibits the fell- 
ing of trees, the removal of sand, 
the building of roads and the 
dumping of rubbish. 

All beaches are open to the public. A protected zone extends out 
for 1 km from the tide-mark. This means that if there is an exclusive 
urbanisation surrounding a beach, free access to the shoreline has 
to be provided. 

As its official tourism slogan says, Spain has everything under 
the sun, but only the beaches are really known, along with a hand- 
ful of cities — Madrid, Seville and Barcelona. The vast, semi-de- 
serted interior of the country is largely unknown. 

There are fairy tale castles and ancient monasteries which can be 
stayed in, ski resorts, salmon fishing in rivers and a rich cultural his- 
tory waitingto beexplored. € 
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Foreign banks introduce changes 


oreign banks have a strong presence in Spain and account for 

1695 of the credit market. The doors were opened to them in 
1979 at the height of Spain's severe banking crisis which saw the 
disappearance or absorbtion of 50 banks. 

Apart from four European banks which for historical reasons 
had set up much earlier, the nearly 50 foreign banks in Spain today 
have all come in the past 10 years. 

The Asian presence is small but growing. Bank of Tokyo, Mi- 
tsubishi Bank, Mitsui Bank, Sumitomo Bank and Hongkong and 
Shanghai Banking Corp. all have branches in Madrid. Sanwa has a 
representative office. 

The foreign banks have been largely responsible for introducing 
many of the changes in the Spanish banking market. They would 
have come anyway but they came faster with the foreigners. Com- 
mercial paper, syndicated loans and high-interest bearing current 
accounts were all developed by foreign banks. 

The Bank of Spain's philosophy behind letting in foreign banks 
was precisely to shake up the market and let a few of them take 
over ailing Spanish banks. Barclays and Citibank, for example, 
bought Spanish banks which gave them a retail network, but un- 
less they were able to do this the foreign banks have been con- 
fined to having three branches, which per se limits them to cor- 
porate business. 

"Foreign banks, despite the restrictions placed on their 
operations and capacity to expand, have been a major competi- 
tion factor," said the Bank of Spain in a recent report. "Their 
influence has been much higher than would have been ex- 
pected from their limited 
presence.” 

Foreign banks control 
more than 80% of lending to 
companies with an annual 
turnover of more than Pesetas 
5 billion (US$42.3 million), 
according to Jose Antonio 
Garay, senior vice-president 
in Madrid of Manufacturers 
Hanover Trust Co., the most 
successful foreign bank. 

The foreign presence 
made the big Spanish banks 
nervous and they agreed 
among themselves not to sell 
any banks which they control 
or branches to international 
banks. In the meantime they 
copied many of the products 
of the foreign banks and 
today have never been more 
profitable. 

The defensive agreement 
is over because the big banks 
know that the foreigners can- 
not hope to compete with 
them in the highly lucrative 
retail market because of the 
huge expense of mounting 
large networks. 

The big banks have be- 
tween 1,600-3,500 branches 
each, while Barclays which 
bought 33 branches with its 
1981 acquisition had grown 
to 130 by the end of 1988. 
This year Barclays is opening 
roughly one branch a week 
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Bank of Spain, Madrid: foreigners do well. 
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and will not go much beyond 200, which will be the biggest foreign 
bank network in Spain. 

While the three branch limit per foreign bank remains and is un- 
likely to be lifted until 1993, when banks from the European Com- 
munity will be able to set up in one another's countries with much 
greater ease, the Bank of Spain is showing greater flexibility on pur- 
chases by foreign groups. Asian banks will continue to enter Spain 
on the basis of reciprocity. 

In April Deutsche Bank increased its stake in Banco Comercial 
Transatlantico, a medium-sized bank based in Barcelona, from 
399, to 6696. The authorities were probably more disposed to- 
wards Deutsche because the West German bank was simply recov- 
ering control over Banco Comercial Transatlantico which it had set 
m ee and then had to cede to Spanish interests after World 

ar Il. 
Generally, 1988 was a good year for foreign banks after a b 
1987. Pre-tax profits for foreign banks with branch networks 
54% to Pesetas 22.57 billion, after dropping 23% in 1987 
' when the banks’ vulnerability to Spain’s volatile interbank 
| market, their main source of funds, was exposed. 
Believing that interest rates would come down, many 
\ banks borrowed heavily. When rates went through the ceil- 
| ing, in a move by the Bank of Spain to squeeze credit and re- 
| duce inflation, banks were left holding government debt they 
had bought at 8-10% and funding themselves at rates which 
-peaked at 23%. 
Interest rates came down in 1988 and when they hit 11% 
foreign banks were able to 
compete more fiercely with 
the locals. Interest rates have 
i climbed again this year, and 

the foreign banks have 
learned not to rely too much 
on the interbank market. 

In an overbanked market, 
foreign institutions are find- 
ing the going increasingly 
tough, particularly in the cor- 
porate sector which, because 
of the restrictions on 
number of branches they .... 
have, is their main business 
area. 

"When we arrived eight 
years ago it was easy," 
said the head of the corpor- 
ate banking division of one 
European bank. "Spanish 
banks’ idea of a long-term 
loan was a year, and we 
had no problem lending for 
much longer and earning half 
their margin. We had busi- 
nessmen knocking on our 
door." 

But now not only are there 
many more foreign banks, 
but Spanish company profits 
are generally high and their 
borrowing needs are greatly 
reduced. And many com- 
panies are cutting out the 
banks and going straight to 
the market to issue converti- 
ble bonds or commercial 
paper. € 









17 AUGUST 1989 


"yt I pAn uL 


BBV: The largest bank in Spain 


ranks among the top banks in the world 
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eb E (US Dollars ion) i ae (US Donars milion, 
Assets 62,503 ty 
Equity 4,081 
Pre-tax Profit 1,078 
Branches 3,306 
Staff 32,140 








* Exchange rate: 1US $ = ptas. 113,31 (30-12-88) 





BANCO BILBAO VIZCAYA 


In Japan: Fukoku Seimei Bldg. 11th Floor, 2.2.2, Uchisaiwaicho, Chiyoda-Ku, Tokyo 100. Tel. (03) 501-1061. Tix. J23542. Fax. 501-1064. 
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ARTS AND SOCIETY 


In good government hands 


The Political Economy of Singapore's 
Industrialisation: National State and 
International Capital by Garry Rodan. 
Macmillan, London. £35.00 (US$57.85). 


That Ronald Reagan should have praised 
Singapore for its free enterprise system is 
not surprising, but that Milton Friedman 
should also have taken it for one when in 
fact the state employs nearly a quarter of the 
people, houses 85% of them, and strictly 
controls everything from wages to the flush- 
ing of toilets, attests to how much ignorance 
there is about Singapore. 

- Rut what is one to think when the leaders 
selves call it a free enterprise system, 
niently forgetting that they had dub- 

bed it "Socialism that works" less a decade 
ago? 

A reluctance to quarrel with success 
probably explains the general misapprehen- 
sion. Singapore’s economy has not only had 
one of the highest growth rates in the world, 
but the effective living standards of its 
people are in fact higher than those of the 
people of Japan and Taiwan, even though 
these places register higher per capita in- 
come in crude terms. 

Another explanation is the dearth of in- 
dependent academics among Singapore's 
economists. The doyen of Singapore's 
economists is Lim Chong Yah, one of whose 
children is married to a son of the Prime 
Minister Lee Kuan Yew. To hear him tell it, 
Singapore owes its success to “Good Gov- 
ernment.” He describes the economy, with- 
out irony, as a “free enterprise system . . . 

government support and intervention 

re necessary." "Good" government is 
certainly important, but academic writing 
that cites it as an explanation for economic 
success without analysing what it is or how 
it evolved comes across more as political 
apologia than as economics. 

So Garry Rodan's book is particularly 
welcome, since it seeks to analyse rather 
than just describe the factors that have con- 
tributed to economic policy making in Sin- 
gapore. A teacher at Murdoch University, 
Rodan takes a frankly leftwing view of 
things, mercifully minus the leftwing jargon 
that clogs the prose of many economic com- 
mentators. 

But while he is right to criticise what he 
alls the shallow empiricism of existing 
studies, he is himself guilty to some extent of 
separating fact from theory. He starts with a 
thapter setting out his theoretical position, 
ind then proceeds to a descriptive chronicl- 
ng of events followed by a short theoretical 
ommentary. 

Rodan's thesis is that since Singapore 
acked a well developed industrialist 
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capitalist class, and since the ruling People’s 
Action Party (PAP) had the labour unions 
under its total control, the state was able to 
operate with relative autonomy and strike a 
bargain with multinational corporations to 
invest heavily in Singapore in return for 
keeping wages low enough to be attractive. 

Rodan points out, by way of example, 
that before 1968 Singapore had higher wage 
costs than Hongkong, Taiwan and South 
Korea, whereas by 1971 wage costs in Singa- 
pore were half of Hongkong’s, and the diffe- 
rential between South Korean wages and 
Singapore's had fallen by half. More impor- 
tantly, Singapore had much more stable 
wages than any of the other newly indus- 
trialising countries (NICs) competing for for- 
eign investments. 

The policy of keeping wages low now so 
as to attract foreign capital that will bring 
higher wages for everyone tomorrow must 
have made good sense to the poor and un- 
employed of the early 1960s. In contrast, the 
powerful leftwing parties had nothing to 





started in the late 1970s by the PAP. In an at- 
tempt to break out of relying on cheap la- 
bour alone to attract investment, the govern- 
ment set about raising wages dramatically in 
the hope that foreign investment would 
concentrate on introducing higher value- 
added industries into Singapore. 

The policy was motivated largely by the 
stagnating population and increasing afflu- 
ence; these factors meant that Singapore 
could only maintain its lower wages by 
either importing foreign labour or pushing 
down the living standards of its people, 
both unacceptable options. 

What in fact happened was that the capi- 
tal inflows, instead of moving into higher 
value-added investment, simply stopped 
coming, and Singapore had the shock of its 
life when its economy went into a severe re- 
cession in 1985-86. Conceding defeat, the 
government had to cut wage rates and levies 
sharply. These measures led to a renewed 
boom that is still continuing. 

Given that “the more successful a de- 
veloping country is in rising up the 
technological hierarchy, the less is the con- 
tribution of labour to overall production 
costs,” the author is right to summarise Sin- 
gapore's dilemma as that of trying to indus- 
trialise by exporting with the help of foreign 
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offer save the millennium of world revolu- 
tion. The policy of opening up the economy 
while retaining social control in fact prefi- 
gured that of a reforming China and Soviet 
Union by more than a decade. It is a pity that 
Rodan's book does not grapple with such is- 
sues. 

The book does make the point that Sin- 
gapore's experience is unique and is not 
open to emulation by other developing 
countries, a point Singapore's leaders have 
conceded in their more honest moments. 

Rodan seems implicitly critical of Singa- 
pore's very successful record in incorporat- 
ing itself into what he calls the NIDL, or the 
New International Division of Labour, but 
he does not spell out in any coherent way 
what alternatives there were or what the so- 
cial costs of the current policy might be. 

The book devotes a large section to the 
so-called Second Industrial Revolution 
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capital while holding up lower labour costs 
as the carrot. 

The question then becomes: can Singa- 
pore, which relies on foreign capital even 
more than the other NICs, achieve the sec- 
ond industrial revolution without develop- 
ing its own industrialist capitalist class, the 
possibility of whose emergence seems even 
more remote today than it did 20 years ago. 

The book deals very well with the 
origins of the high wage policy and its 
failure, but it does not go beyond 1987, 
when the boom renewed itself as wages and 
other costs came down. It does achieve its 
stated aim of examining the political role of 
the state in economic development, but at 
the same time it raises a number of questions 
it does not adequately answer. Perhaps the 
author, or someone else, will use this study 
as a basis for further inquiry. 

B N. Balakrishnan 
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There's no such thing as a minor 
detail in a Mercedes-Benz. 





The design engineers at Mercedes-Benz are committed 
to producing cars of absolute quality which offer the best 
possible performance in all driving situations. 


Each feature and every detail must contribute to the 
final goal. 

There is an almost obsessive rejection of casual thinking 
and workmanship: each part is painstakingly designed, 
relentlessly tested and manufactured with meticulous care. 


The goal is perfection 

onsider, for EN the simple but elegant dash- 
board. Going completely against the current fad for curved 
“cockpit” styles, the Mercedes-Benz dashboard is straight 
because exhaustive testing of various shapes has prove 
that this is the safest. The classic wood panelling is also not 
quite what it seems. In potential impact points the “wood” 
is in fact a veneer over a carefully designed padding of 
polyurethane foam with an aluminium backing. Under very 
severe impact, it might split, but unlike solid wood it will 
not break into dangerous splinters. 


The gain is the driver's 

Nothing is left to chance. Look closely at the tailights: 
when the car is in motion, those small grooves promote an 
airflow that removes all surface dust from the lens. Small 
wipers clean the headlights. Even the exterior mirrors have 
heating elements to remove condensation. 


It may take several years and many hundreds of 
thousands of working hours to develop a new model 
Mercedes-Benz, but the owner knows he can count on the 
car to give leading edge performance, endure and maintain 
its value better than any other car, and provide countless 
hours of driving pleasure and satisfaction. 
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Silk Roads: The Asian Adventures of 
Clara and André Malraux by Axel Madsen. 
Pharos Books, New York. US$18.95. 


. The career of André Malraux (1901-76) 
led from a reputation as "Bolshevik" agitator 
in Indochina to French minister of culture 
under Charles de Gaulle. The ironies and 
contradictions of his life resulted, in large 
part, from Malraux 's ability to create his own 
legend as a flamboyant political adventurer. 
His most successful books, notably Man’s 
Fate (La Condition Humaine, 1933-34), were 
set in an Asia of his fictional making, but 
written so vividly that even a sophisticated 
public took them for real. 

Malrauxs introduction to Asia was 
prompted by post-adolescent greed. He had 
been grandly careless about money. Now, 
at age 23, he told his young wife Clara that 
they would go and find "little Cambodian 
temples, some "overlooked or forgotten 
shrine in the jungle, where they could 
simply "remove a few Buddhas and Shjivas 
and sell them to museums in America." 

They did succeed in making their way to 
remote Banteai Srey, where they cut chunks 





of bas-relief devatas, Khmer 
guardian goddesses, out of 
hidden temple ruins. Mal- 
raux had them packed in 
wooden  chests, labelled 


"Chemical Products," and 
shipped on a river boat to the 
Cambodian capital. His 


scheme to make something 
like a quick 100,000 dollars 
collapsed immediately: once 
the boat docked at Phnom 
Penh, police confronted the 
Malrauxs in their cabin; they 
were placed under house ar- 
rest at a local hotel. 

Clara, who became very 
ill during months of pre-trial 
delays, was permitted to return to Paris 
where she mobilised prominent character 
witnesses for André; much of the Cambo- 
dian and French press pictured him as a dis- 
solute temple robber, as well as an associate 
of anarchists and Bolsheviks. 

On 21 July 1924, Malraux was sentenced 
to three years’ imprisonment and five years’ 
banishment from Indochina. The sculptures 
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became French Government property. On 
28 October, an appeals court reduced the 
judgment to a one-year suspended sen- 
tence. The decision saved Malraux from 
going to prison, but the conviction became 
part of his permanent judi- 
cial record. 

Malraux had thus en- 
countered French colonial 
rule in Vietnam, Laos and 
Cambodia at first hand, 
though from the perspective 
of a pseudo-archaeological 
convict. Still, personal grie- 
vances aside, his natural 
sense of social justice was 
aroused by the ruthless and 
corrupt colonial administra- 
tion. Although still a rather 
dilettante anti-colonialist, he 
became editor of a mil 
anti-government Sa 
newspaper, L'Indochine 
(later, L'Indochine enchainée). 

The short-lived paper took much of its 
editorial inspiration from revolutionary 
events in southern China, where Moscow's 
emissary, Michael Borodin, was caught 
in the conflict between Chiang kai-shek's 
Kuomintang and Mao Zedong's com- 
munists. 

Axel Madsen has written this vivid and 
well-documented account of André and 
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Clara Malraux's ventures with their cooper- 
ation. His critical observations are therefore 
understandably muted. When commenting 
on Malraux's alleged visit to China in 1925, 
he cautiously calls it "the most mysterious 
period of his life.” Madsen writes: "If he was 
in China, if he met Borodin and Mao 
Zedong, if he became one of the committee 
of Twelve, if he took part in the Canton up- 
rising, if he helped patch up differences be- 
tween the Kuomintang and the Chinese 
communists and as a reward was named 
Commissar of Propaganda, it would all have 
had to happen between the August 14, 1925, 
Suspension and the November 4, resurrec- 
tion of L Indochine.” 

Madsen stops short of calling the subject 
of his research a self-aggrandising liar, but 
notes that “a legend grew” of Malraux as “a 


people's commissar of Mao's ragged armies, 


hero of the 1925 Canton insurrection, if not 


the 1927 Shanghai uprising.” 

Could such a legend have grown spon- 
taneously, without its object's active con- 
nivance? Clara accused André of 
“mythomania.” Madsen observes that Mal- 
raux kept "adding colourful apocrypha" 
about his exploits and answered probing 
questions with "half-confidences, heavy si- 
lences and sometimes bafflingly accurate de- 
tails, all adding up to the legendary personal 
thrust into the crucible of dangerous and 
significant events." 

By the time Malraux had matured into 
sage statesmanhood, and had left Clara far 
behind, the legend had become so en- 
crusted that President de Gaulle dispatched 
him to Peking in 1965 as his personal envoy, 
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From dream to nightmare 





Beyond The Horizon: Five Years with 
the Khmer Rouge by Laurence Picq. St 
Martin's Press, New York. US$15.95. 








"I wished for a world where social rela- 
tions excluded competition, jealousy, greed 
. « . I aspired to a truth without dispute, 
which no religion or system of thought had 
yet given mankind." 

It was under the influence of this admira- 
ble dream that Laurence Picq, a young 
woman, boarded a plane in Peking with her 
two young, daughters to join her Khmer 
Rouge husband in Phnom Penh shortly 

after its "liberation" in 1975. The well-in- 
Mormed reader will not be surprised by Picq's 
"inevitable awakening from her dream to face 
the real-life nightmare of Pol Pot's Cam- 
* — . What is surprising and valuable 
vu this autobiographical account is its de- 
ipiction of how intelligent, well-motivated 
whee can remain blind to the truth for so 
ong, and accept sadistic manipulation with 
barely a struggle. 
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long way from a world without war 
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Picq already had a taste of what might 
be in store for her during six vears of 
exile in Peking, where she was largely 
shunned by her Cambodian comrades as 
a representative of the detested former 
colonial power. But when her husband, 
Sikoeun, tells her, “We need you,” she read- 
ily sets off on what she expects to be a great 
adventure. 

Picq never loses her admiration for the 
toughness, determination and integrity of 
her revolutionary comrades. She joins in 
their labour, and shares their confusion and 
anxiety during the purges that keep the 
leadership in a state of constant turmoil. 
And while she succeeds in identifying the 
"Organisation's" prime tactic of control — a 
continuous cycle of physical and emotional 
deprivation and plenty — she succumbs 
to it, like her comrades, all the same. The 
necessity of this capitulation is clear: in a 
situation of utter desolation, survival de- 
pends on appeasing the oppressor, who is 
also the sole potential benefactor. 
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thinking “he was sending the old comrade- 
in-arms of Mao Zedong’s revolutionary ar- 
mies.” 

Madsen uses the final chapter of this 
unique book to tie up loose ends; he writes: 
“The block of sculptures that Clara and 
Andre hacked from the Banteai Srey ruins 
were put back into the temple walls. They 
remained there until 1970, when the shrine 
was destroyed in a Vietcong-Khmer Rouge 
attack on the Siem Reap stronghold of the 
Lon Nol government.” 

Well, then, if young Malraux had man- 
aged to get away with his temple piracy, he 
could indeed have made a good deal of 
money, and the sculptures might now be 
safely on display in the air-conditioned 
splendour of New York’s Metropolitan 
Museum of Art. m Martin Ebon 


The book's regrettable failing is Picq’s in- 
ability — or unwillingness — to depict con- 
vincingly the Cambodian she could claim to 
know best. We learn almost nothing about 
Sikoeun — why he joined the Khmer Rouge, 
what qualities allow him to rise in the ranks 
and survive the numerous purges that elimi- 
nate so many around him, or even what 
Picq ever found to love in him. We see only a 
petulant, nose-tweaking brute who publicly 
denounces his wife, and privately blames 
her foreignness for endangering his political 
status. 

Likewise, the other Cambodians in the 
book, most making only fleeting appear- 
ances, are largely undefined as individuals. 
Even Picq herself remains coyly enigmatic. 
This reviewer especially wished to under- 
stand better the source of Picq's idealism, 
and what contributed to the strength of 
body and character that allowed her to sur- 
vive appalling hardship. 

So it is that the book succeeds as a rivet- 
ting first-hand adventure, but fails to fulfil its 
considerable potential as a portrait of the 
human factor behind one of the monumen- 
tal socio-political tragedies of this century. 

The book can claim one more success: as 
a cautionary tale for people who believe they 
can play a meaningful role in the revolution 
of a foreign country — especially Western- 
ers in Asia, where cultural differences and 
the bitter taint of colonialism contribute so 
greatly to misunderstanding and cross-pur- 
poses. A good many such idealists might 
benefit from an unwelcome twinge of recog- 
nition at the point where Picq finally under- 
stands that her "valuable contribution" was 
at best busywork, and at worst, collabora- 
tion in deception. 

But perhaps it is exactly these people 
who, like Picq, are most likely to pass over 
bitter experience, and resolve to "go beyond 
good and evil, and to act and build together 
à humane world, a world without war and 
without hatred." Picq's conclusion suggests 
that some people will never learn. 

B Ann Yim 
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Parochial politics hold up the Philippines’ biggest foreign project 


Petrochemical stew 











By Rigoberto Tiglao in Manila 


anila’s unsuccessful attempt 
over a period of 20 years to es- 
tablish a petrochemical industry 
has often seemed a case study in 
the problems the country faces in develop- 
ing an industrial base. An attempt in the late 
1970s, for example, was abandoned under 
World Bank pressure, because of the emerg- 
ing foreign debt crisis. 

This time round, the plan is for two 
Taiwan-based companies to build a US$320 
million, three-plant complex to process 
naphtha and liquefied petroleum gas (LPG) 
into 140,000 tonnes of polyethelene and 
110,000 tonnes of polypropylene a year. The 
plant is meant to open in 1992, but to date 
the project remains mired in controversy 
and litigation, and construction has yet to 
start. 

The types of problems dogging the 
current attempt are new, and include bit- 
terly contested parochial politics and the 
controversy over the structure of the plant's 
ownership. What is not new is that they 
faithfully reflect the trials and tribulations of 
the country’s political economy. 

The proposed petrochemical project is 
spearheaded by two Taiwan-based firms: 
USI Far East Corp. (Usi) and China General 
Plastics (CGP), controlled by the British firm 
BTR Nylex, Australia. These companies 
have formed the Bataan Petrochemical 
Corp. (BPC) to handle the project. The fact 
that the money comes from Taiwan reflects 
the poverty — or uninterest — of both the 
Aquino government and the country’s in- 
dustrial capital. 

When the project was registered in Janu- 
ary 1988, it was estimated to cost US$220 











Aquino; Pilipinas Shell depot: accusations. 






AGONY 


Rival project sites 
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Batangas 
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million, and was to be the Philippines’ 
biggest-ever single industrial investment. 
The announcement boosted both Manila’s 
figures for new investments and confidence 
in the country at a time when the Aquino 
government was struggling to prove its sta- 
bility in the wake of several coup attempts. 
The polypropylene and polyethelene the 
plant will produce are raw materials for 
making plastics and other synthetic mate- 
rials, and are currently imported. By making 
them in the Philippines, the project is fore- 
cast to save about US$1.3 billion in foreign 
currency over a period of five years. 
Establishing a domestic petrochemical 
plant has long been a Philippines’ ambition, 
since this capital-intensive, technology- 
based industry represents a major step to- 
wards industrialisation. For decades, the in- 
dustry was dominated by US and European 
companies, but after World War II, Japan 
quickly set up its own plant, to be followed 
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by Singapore, South Korea, and then 
Taiwan. Thailand's petrochemical complex 
is scheduled to be up and running by the 
end of the year. 

That the Philippines lags behind is not 
for want of trying. After the world recession 
of the early 1970s, the Marcos government 
listed a petrochemical plant among its so- 
called 11 major industrial projects. Us! the 
present major investor in the plant, tog 
with a US firm, drew up plans for a } ~.., 
which the government decided to block 
when it suspected the two firms were less 
than serious. After other alternatives fell 
through — two of which proposed having 
Mexico and even Saudi Arabia as partners of 
Marcos-crony Herminio Disini — the project 
was finally abandoned, mainly due to pres- 
sure from the World Bank. 


he World Bank claimed the coun- 

try could not afford the vast sums 

of foreign exchange that setting up 

a plant would take, especially at a 
time when its foreign debt had soared. 
Furthermore, the Philippines enjoyed no 
comparative advantage in the industry, 
especially since Saudi Arabia had recently 
completed four plants which had flooded 
the world petrochemical market. 

The Aquino government came to power 
with no plans at all for a petrocher-—' 
plant. Economic officials were wor 
within a theoretical framework of agricut- 
tural-based development, and wanted to cut 
the role of government in industry. That 
framework was to a great extent a reaction to 
the now-discredited Marcos programme of 
implementing the 11 “major industrial pro- 
jects”. 
| In the absence of interest and leadership 
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from Aquino's officials, the initiative finally 
came from the two Taiwan-based firms, 
which felt that plans fora fifth petrochemical 
plant in Taiwan were not viable — partly be- 
cause of tougher pollution regulations and 
the growing power of environmentalist 
groups. 

The key supporters of Usr's plans to build 
a plant in Limay, Bataan, appear to have 
been a group of local officials from Bataan, 
and in particular its governor Leonardo 
Roman, and its two representatives in con- 
gress. Bataan had been pencilled in as a site 
for a petrochemical complex by Marcos in 
the mid-1970s. Ust and its partner CGP were 
so convinced by the Bataan officials that Ba- 
taan was the place for them that they named 
the firm which was to undertake the project 
the Bataan Petrochemical Corp. 

The Bataan politicians were so enthusias- 
{ty lobbied, on behalf of Usi and cep, for 
tc Philippines’ 45% import duty on 
naphtha to be lifted, a crucial step in ensur- 
ing the viability of the plant. The province's 
two representatives in the House of Repre- 
sentatives successfully steered the bill lower- 
ing the duties through the 
lower house. 

However, the Taiwan in- 
vestors' confidence in the good- 
will of Bataan's provincial 
politicians was badly mis- 
placed, as became clear when 
the consortium decided the 
plant would be better sited in 

Tabangao, Batangas, south of 
Manila. The Bataan politicians, 
feeling betrayed, have been 
xampaigning vigorously for 
months to block the project 
trom taking shape in Batangas. 

The original decision to site 
t ‘ant in Bataan was based 
© y on the assumption that 
the plant’s raw material would 
be solely naphtha. The assump- 
tion was made because in early 
1988 the world price of naphtha 
seemed to be falling below that of the 
alternatives — a butane and propane mix, 
or LPG, Siting the plant in Bataan cut freight 
costs for naphtha to a minimum level, be- 
cause nearby was the Bataan Refining 
Corp., a subsidiary of the government- 
owned Philippine National Oil Co. (PNOC), 
which is responsible for 60% of the country’s 
naphtha output. Manila’s support for 
the project was to have been secured 
oy offering PNOC 10% of BPC, paid for 
3y building the plant on land owned by 
NOC., 

However, two factors seem to have 
iuggested a change in site. First, since 1988, 
vorld prices of LPG have fallen below those 

f naphtha, partly because of increased de- 
nand for naphtha and partly because more 
PG was being recovered directly from oil 
vells. This meant the viability of the plant 
ould be ensured only by making the plant 
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flexible enough to use LPG as an alternative 
raw material. 

It would have been expensive to trans- 
port the LPG in refrigerated tankers to Ba- 
taan. In the circumstances, the 
more logical site for the complex was in 
Batangas, where Pilipinas Shell Corp. (PSC) 
has a 50,000 tonne LPG storage depot. 


econdly, the REVIEW learned that the 
Taiwan investors ordered a political 
risk survey into both Bataan and 
Batangas from their local agents. 
They concluded that Bataan represented a 
greater commercial and political risk, be- 
cause of the operations of the New People’s 
Army, and a strong leftist labour movement 
(which in 1982 paralysed the Bataan Export 
Processing Zone). 

The campaign to stop the plant started in 
the senate, which has to pass the bill lifting 
naphtha import duties — already passed by 
the House of Representatives — before it is 
enacted into law by President Aquino. Deli- 
berations by the senate committee studyi 
the bill have dragged on, with much discus- 





naphth 
to be falling 





sion of the allegedly questionable motives 
behind the change of site. Allegations have 
been made in the local media — mainly by 
Teodoro Locsin, the former presidential 
spokesman considered to be still influential 
in the Aquino government — that the pro- 
ject was all along a scheme to benefit 
PSC which would supply the plant's LPG 
feedstock. 

Opponents to the change in plant site 
also argue that since the Taiwan investors 
would be enjoying a number of Board of In- 
vestments (BOI) incentives, including a six- 
year tax holiday and duty-free importation 
of capital equipment, the government had 
every right to tell them where they could 
build their plant. 

The BOI hesitated for two months before 
approving the investors' revised plan which 
changed the site. It finally gave its approval 
in May, after the justice secretary issued a 


FAR EASTERN ECONOMIC REVIEW 


a only as | 


"legal opinion" that there were no laws dic- 
tating that the plant must be sited in Bataan, 
despite the Marcos decree making it a pet- 
rochemical zone. 

Even worse, President Aquino fuelled 
the controversy in March by telling the Ba- 
taan congressmen that she would prefer the 
plant to be sited in Bataan as this would be 
more in line with her government's policy of 
dispersing industry. 

Since then, however, Aquino has tried to 
calm the row, pointing out to the Bataan 
politicians that if the Taiwanese pulled out, 
it would be seen by the world's business 
community as demonstrating her govern- 
ment's inability to create an acceptable busi- 
ness environment. Even officials of the PNOC 
who had earlier supported the Bataan politi- 
cians have been told to drop the issue. 

Resistance to the change in the site has 
not disappeared, however. On 26 June, Ba- 
taan congressman Enrique Garcia filed at 
the Supreme Court for a restraining order to 
prevent work starting at the Batangas site. 
While Bo! officials have assured the 
Taiwanese investors that the court is likely to 
uphold the “legal opinion” of 
the justice secretary, the invest- 
ors are rtedly worried 
about the risks they run in pro- 
ceeding with the project with- 
out a court ruling. The Su- 
preme Court's past record is 
enough to ensure that no one in 
Manila can confidently predict 
how long it will take to come to 
a judgment. 

The result of all this is that 

Bataan Petrochemical has no 
firm timetable for the plant's 
groundbreaking, and bids for 
the construction expired last 
month. 
With the debate in the past 
months limited to the question 
of where the plant should be 
sited, a more crucial issue, 
raised in April by PNOC presi- 
dent Manuel Estrella, has faded into the 
background. It involves the firm's equity 
structure. 

As things stand, the project in Batangas 
will be totally controlled by the Ust and CGP. 
Estrella points out that in all Asian pet- 
rochemical industries, the government or 
local private-sector firms hold a significant 
equity stake in the upstream naphtha 
cracker plant. Estrella says this ensures 
control over transfer pricing of the output to 
downstream plants, to fabricators “and ulti- 
mately the price of the end-product.” 

The BOI, apparently, has listened quietl 
to Estrella’s views and taken them on board 
In what is probably the only good to have 
come from the parochial resistance to the 
change in siting, BOI now insists that five 
years from the start of operations, 30% of the 
firm's stocks must be offered to Filipino na- 
tionals. E 
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MARKETS 


Jakarta clears up confusion over share purchases 


Free to buy 











By Adam Schwarz in Jakarta 


[vs Finance Ministry has acted 








quickly to dispel confusion over 

whether foreign brokers can participate 
in local share issues. After a 5 August 
cabinet session, Finance Minister Johannes 
Sumarlin insisted that foreigners were free 
to buy shares in national companies. “All 
shares sold on our stockmarket may be 
bought by foreign and national investors, " 
said Sumarlin. 

His unambiguous clarification follows a 
Ministry of Trade ruling in July which bar- 
red foreigners from buying shares in three 
newly listed companies — Bakrie & 
Brothers, Hero Supermarket and United 
Tractors. The ruling took underwriters, local 
and foreign investors by surprise and left 
officials at the Finance Ministry and Bap- 
pepam, the government agency which 
oversees the capital markets, openly dis- 

-mayed. 

The Trade Ministry, half-heartedly sup- 
ported by BKPM, the foreign investment 
coordinating board, had said the three firms 
were off-limits to foreign investors because 
they were engaged in trading and/or retail- 
ing activities, which are officially closed to 
direct foreign investment. 

According to the Trade Ministry, com- 
panies are defined as retailers if they sell di- 
rectly to end-users. Hero, which owns 25 
supermarkets throughout Indonesia, clearly 
fitted the bill. But United Tractors, an Astra 
International subsidiary, was a less obvious 
case. It makes heavy equipment, not nor- 
mally thought of as a retail product. 

The Trade Ministry's ruling was seen as a 
serious setback to the efforts of certain seg- 
ments of the government to liberalise capi- 
tal-market regulations and open up the eco- 
nomy in general. 

On the surface, Jakarta’s tiny stock ex- 
change is developing more rapidly than 
anyone would have predicted just 10 
months ago. The number of listed com- 
panies is likely to double over the course of 
this year from just 24 in January. 

But for some in the government the 
market's transformation is happening too 
quickly for comfort. Privately, some officials 
are worried that the market has become easy 
prey for cash-rich foreign investors. 

Reformist elements in the government 
say a strong and viable capital market is a 
must if Indonesia is to reach the ambitious 
investment targets set out in the current five- 
year plan for economic development. And 
to get the markets up to scratch capital and 


expertise from overseas are essential. But 
government agencies with a more national- 
ist bent are uneasy with the trade-off. 

Brokers are confident the confusion has 
now been cleared up and that foreign invest- 
ors, who expect regulatory hitches in an 
emerging market, will not be deterred from 
investing in other stocks. But some worry 
that evident divisions of opinion in the gov- 
ernment will make companies pondering a 
public listing think again. 

Some underwriters for Bakrie & 
Brothers, a diversified trading company and 
the first major pribumi (indigenous Indone- 
sian) company to go public, accepted orders 
from foreign investors even after the Trade 
Ministry voiced its objections. Although for- 
eigners were eager to buy in — the issue was 
oversubscribed by some 350% — some 
brokers worried that the tactic could backfire 
if the Trade Ministry took a hardline. 

At the heart of the confusion, according 
to brokers and government officials, is a 
body of regulations which makes no distinc- 
tion between direct foreign investment and 
portfolio investment from abroad. Existing 
regulations aim to limit foreign control over 
the management of Indonesian companies, 
particularly firms in areas considered politi- 
cally sensitive. Thus, foreigners making di- 
rect investment in joint ventures are given a 


schedule to reduce their holdings to below 
50%. 

Similarly, foreign ownership of public 
companies, where allowed, is limited to a 
maximum of 49% of a firm's capital, a rule 
which prevents foreign purchase of shares 
in nearly two-thirds of the companies now 
listed on the Jakarta exchange. But refor- 
mers, led by Bappepam chief Marzuki 
Usman, argue that portfolio investment, 
which by and large does not seek manage- 
ment control, is fundamentally different 
from direct investment and that the relevant 
regulations should reflect this. 

In the case of Bakrie and Hero, only 15% 
of the shares are being offered to the public 
and only a portion of these will be allocated 
to foreigners. In cases such as these, those 
pushing for more liberalisation argue, the 
risk of foreign management control is virtu- 
ally non-existent. 

But changing the rules carries its ....1 
risks. “If [the Ministry of] Trade agrees that 
portfolio investment really is passive, then 
you could argue that all shares should be 
opened to foreign investment. "This might 
lead to some companies being 100% owned 
by foreigners," said Ken Wynn, president of 
Multicor, an investment finance company 
which joined the underwriting syndicates 
for the Bakrie and Hero issues. 

One potential solution would be to issue 
non-voting shares, not uncommon in other 
markets in the region. But capital markets 
are a new game in Indonesia and, while 
Bappepam has its champions of differential 
shares, it appears that fear of foreign owner- 
ship remains the overriding emotion in 
other more powerful areas of the govern- 
ment. La 
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BANKING 


New York bankers reassess Hongkong lending risks 


Feeling exposed 


By Anthony Rowley in Washington 


I n the wake of the Peking massacre, New 





York money-centre banks are getting 

very nervous about their Hongkong in- 
vestments. Paradoxically however, they 
seem relatively relaxed about the situation 
in China itself, appearing confident that 
China's economic reforms will be main- 
tained and normal business relations can be 
re-established within months. 

Their Hongkong jitters stem partly from 
the amount of money involved — US com- 
mercial banks have 10 times as much invest- 
ed in the territory as in China. The prospect 
of an exodus of talent from the territory, 
fears over the future of the property market, 
and worries about how China's troubles 
might damage Hongkong’s trading and in- 
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dustrial economy, put those investments at 
risk, bankers think. 

According to one of the biggest money- 
centre banks in New York, US banks’ expo- 
sure to China through direct lending totals 
only around US$2 billion, while their expo- 
sure to Hongkong is roughly US$20 billion. 
This exposure is concentrated mainly in the 
real-estate sector and in loans to commercia 
enterprises. Even if interbank lending to the 
Bank of China and its sister institutions ir 
Hongkong is excluded, the US banks stil 
have five times as much exposure to Hong 
kong as to China. 

Apart from nervously eyeing develop 
ments in the Hongkong property market 
banks also worry about the exodus of pro 
fessional staff from the territory. The prob 
lem is already fairly serious, bankers say 
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and could reach crisis proportions if Hong- 
kong residents' fears are not addressed. 

US banks are toying with the idea of 
bringing in staff from outside Hongkong, 
provided some degree of stability is main- 
tained. They are also noting the offers made 
by some French financial institutions in 
Hongkong to guarantee senior local staff 
positions in France if real problems develop. 
The impact of these offers on overall confi- 
dence is doubted, however. 

A senior executive of a leading commer- 

cial bank told the REVIEW he is flying to 
Hongkong to assess the situation personally 
because of concern emanating from his 
bank's boardroom, “We have a lot of loans 
to commercial enterprises in Hongkong 
whose activities are bound to change as a re- 
sult of recent events in China," he said. 
"There is a danger of everyone throwing the 
keys on the lawn and leaving." 
Yother New York banker commented: 
may have to rethink our position in 
Hongkong. We have done extraordinarily 
well in retail and investment banking and 
insurance in Hongkong, but if Hongkong 
residents decide to leave, that will decide 
our course." 


() ne thing New York bankers are not 


worried about is the large volume of 

offshore loans which they have 
booked in Hongkong — these could easily 
be switched elsewhere, albeit possibly at the 
price of a tax penalty, nor about their inter- 
bank exposure to Chinese banks in Hong- 
kong (though one bank did temporarily 
withdraw its lines in the immediate after- 
math of the 4 June massacre). And the banks 
say it is too soon to think about relocating 
operations elsewhere in Asia. 

As far as China is concerned, one New 
York investment banker (they all declined to 
be named) summed up what appears to be 
« — lespread banking view, commenting 
t — "if you are a banker you need to look 
beyond immediate emotional considera- 
tions to long-term interests in China." They 
appear to share Henry Kissinger's view that 
US strategic interests are best served by non- 
interference in China's internal affairs. 

The accommodating line taken by New 
York's commercial and investment banks, is 
similar to that adopted in Washington by the 
World Bank. There, officials are indignant at 
being forced by major shareholder govern- 
ments to suspend loans to China — they 
want to restore normal relations as soon as 
possible. One senior World Bank official 
even ventured the opinion that recent 
events in China might have a salutory effect 
in helping to dampen economic as well as 
political expectations. 

Both the commercial banks and the 
World Bank say they have no evidence that 
-hina is in any short-term liquidity distress 

»wing to the disturbances. Nor do they ex- 
ect difficulties to arise, since banking lines 
ire still in place. * 
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Domestic sales buoy up South Korean car makers 


Local anaesthetic 


By Mark Clifford in Seoul 


outh Korean exports of motor vehicles 
` have slid into reverse as car makers 

have been hit by labour disputes, 
higher wages and currency appreciation. 
But a domestic boom continues to power 
one of the country's most important emerg- 
ing industries. For the next few years, at 
least, industry officials here expect the main 
source of growth will be the domestic mar- 
ket because car-ownership levels in South 
Korea are still relatively low. 

First half exports were down 29%, re- 
flecting sluggish US car sales, especially at 
the less expensive end of the market which 
the South Korean makers sell into, and la- 
bour strife which industry analysts say cost 
South Korean manufacturers 100,000 units 
of lost production. But domestic sales simul- 
taneously surged 47%. Customers are hav- 
ing to wait two to three months for many 
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new models as manufacturers struggle to 
meet heavy demand. 

In 1989, for the first year since car exports 
doubled in 1985, domestic sales are 
to surpass exports. Industry analysts now 
expect domestic buyers to account for about 
two-thirds of total sales, which are estimated 
to reach 1.2-1.3 million vehicles (including 
buses and trucks) this year. 

Most of the domestic demand comes 
from first-time car buyers, whose savings 
have been buoyed by double-digit wage in- 
creases each year since 1987. Average wages 
are about 50% above what they were at the 
end of 1986. 

During the past three years new car 
prices have been stable or decreased slightly 
thanks to a cut in special consumption taxes 
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and growing economies of scale by manu- 
facturers. Moreover, the cost of maintain- 
ing a car has fallen thanks to cuts in petrol 
taxes. 

Although sales are soaring, competition 
in the domestic market is also expected to 
heat up. On 1 July all restrictions on domes- 
tic vehicle manufacturers were abolished. 
The industry has been subject to a series of 
government dictates which have been de- 
signed to nurture the industry and prevent 
excessive competition. 

For most of the 1980s, Hyundai was the 
only company permitted to manufacture 
passenger cars. In 1987 Kia and Daewoo 
were allowed to re-enter the passenger car 
business, from which they had been 
excluded as part of a sweeping business 
rationalisation plan following former presi- 
dent Chun Doo Hwan's assumption of 
power in 1980. 

Now, Ssangyong Motors is set to become 
South Korea's fourth car manufacturer. The 


company, an affiliate of one of the country's | 


largest business groups, said last month that 
it reached a preliminary agreement to pro- 
duce a version of the Volvo 240 series under 
licence from the Swedish carmaker. Ssang- 
yong had been talking with France's Renault 
about a similar arrangement, but those talks 
were suspended early this year. 

Although Ssangyong is a new entrant to 
the passenger car market, the company is 
well-regarded. Since Ssangyong Motors 
was established when the group took over 
Dong-A Motor in 1986 it has revitalised that 
firm's flagging Korando jeep line. Sales of 
the jeep almost doubled last year to 6,000 
units. Ssangyong's chairman Kim Suk Won 
is a car buff, whose private collection of cars 
is reputedly the country's finest. 

The capacity of the South Korean motor 
industry has increased more than five-fold 
since 1984 and is expected to reach 1.8 mil- 
lion units this year, according to the Korea 
Automobile Manufacturers Association 
(KAMA). A recent report by the US Embassy 
in Seoul estimates that total investments in 
car and car-parts manufacturing will top 
Won 2 trillion (US$3 billion) this year, mostly 
from the big four manufacturers. 

Sales of imported cars are also increasing 
rapidly. Only 44 foreign cars were imported 
in 1987, the first year imports were allowed. 
Last year 396 foreign cars were imported, 
and this year 501 were sold in the first half 
alone. Although the number is only a tiny 
part of the domestic car market, these im- 
ports of foreign luxury cars reflect South 
Korea's increasing wealth and an increasing 
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willingness to display that wealth publicly. 

The Ministry of Trade and Industry's at- 
tempt to encourage companies to manufac- 
ture a subcompact "people's car" with an 
engine capacity of 800 cc seems likely to be a 
casualty of the booming domestic sales. 
Ministry officials hoped that the so-called 
"people's car" would quickly boost car own- 
ership (REVIEW, 11 Aug. '88). But carmakers 
find their capital investment budgets 
stretched simply trying to build facilities to 
meet demand for more profitable medium- 
sized and luxury cars. 

Reportedly, only Daewoo is going ahead 
with its plans for a mini-car, though Kia and 
Hyundai are prepared to follow suit if mar- 
ket demand is sufficient. Daewoo is now 
building a plant with technical cooperation 
from Suzuki at the Changwon industrial 
complex on the country's southern coast. 


D Nu Ow am . KT - 


The plant, which analysts expect will cost at 
least USS200 million, is expected to begin 
production next year. 

South Korean car exports this year were 
originally to be about 650,000, up 
from 575,000 in 1988. Now the KAMA esti- 
mates exports to be 450-500,000 units. Some 
industry analysts, however, are more pes- 
simistic. One analyst expects that exports 
will be down 30% to 400,000 units. 

Intended to compete in the crowded 
US$10-15,000 range, Hyundai has been un- 
able to carve out a clear niche for the new 
Sonata model. Hyundai initially hoped to 

50-80,000 units this year but the ac- 
tual volume is likely to be 25-30,000. 

Hyundai will also introduce a new ver- 
sion of its Excel car later this month which 
should help sales in the US. The current 


- Excel model is the same one which was in- 
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Manila need fresh funds from loan talks 
Relief is not enough 


By Anthony Rowley in New York 


iste ta stu dace RE 

he Philippines is expected to come 
T under strong pressure from the US 

administration to accept a Mexico- 
style debt-relief package during this month's 
talks between the Manila government and 
its main commercial bank creditors, even 
though the country's real need is for addi- 
tional bank financing. 

Coming hard on the heels of the ground- 
breaking agreement by leading US and 
other banks to offer debt-relief to Mexico, in 
line with the so-called Brady Plan, the latest 
Philippine talks which began in New York 
on 8 August will have a strong, political 
flavour. 

They will also have wider implications in 
that once the debt-relief principle is applied 
to the Philippines, certain other debtor 
countries in Asia, notably Indonesia, might 
begin to press for direct or indirect relief of 
their own debt-service burden. 

The chief point at issue in the Philippine 
talks is the US$1.6-1.7 billion funding gap 
which the government of President Cory 
Aquino says it faces over the next two years 
if the country is to meet domestic and inter- 
national obligations after taking into account 
all expected international receipts. Both the 
size of this funding gap and the method of 
financing will be under discussion. 

Philippine diplomats in Washington say 
that the US$1.6 billion shortfall in foreign ex- 
change over the two years 1989-90 is the dif- 
ference between what the country can ex- 
pect to receive from all sources, including ex- 
ports and remittances as well as official 


grants and loans, and what will be required 
for balance of payments financing and deve- 
lopment. 

. This new-money requirement from com- 
mercial banks is additional to approximately 
US$3.5 billion pledged to the Philippines in 
Tokyo during July under the Multilateral 
Aid Initiative by bilateral and multilateral 
sources (REVIEW, 20 July). 

Philippine negotiators have little doubt 
that the US, Japanese and European com- 
mercial banks involved in the talks will try to 
scale down Manila's request for US$1.6 bil- 
lion. What remains unclear, however, is 
whether the figure eventually agreed by the 
two sides will come in the form of new loans 
or through interest relief on existing debt — 
or both. 


hilippine diplomats suggested to the 

REVIEW that “debt reduction has poli- 

tical glamour” at the moment in the 
wake of the plan put forward some months 
ago by US Treasury Secretary Nicholas 
Brady. Under this, the World Bank and the 
International Monetary Fund (IMF) will use 
some of the money made available to heav- 
ily indebted countries in the shape of adjust- 
ment lending to finance debt relief. 

The preliminary agreement reached on 
23 July between the Mexican Government 
and its principal commercial bank creditors 
contained elements of interest reduction, 
and was immediately hailed as the first 
example of the Brady Plan in action. 
New York commercial banks acknowledge 
that they will be under political pressure 
to give further support to the Brady Plan. 
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troduced when Hyundai started sales to the 
US in 1986. Three years is a long time to keey 
selling the same model in the competitive 
US market. 

What is happening with car sales reflect 
a reorientation of the South Korean econ 
omy away from a heavy reliance on export 
and towards one which is geared more t 
meeting the needs of the country’s 43 mil 
lion people. 

The surge in domestic sales is also goo 
news for car makers for another reasor 
since industry analysts estimate domesti 
sales are 10-20% more profitable than inte: 
national ones. Domestic car sales are e 
pected to remain strong for the next fe 
years. But the health of the industry in th 
1990s depends on resuming export growt 
through a combination of productivity et 
hancements and design improvements. 


The Philippines is an obvious canc 

These bankers, along with World Bar 
officials, fear, however, that granting, del 
relief to Manila would adversely affect its f 
ture access to commercial bank credit, esp 
cially with even the biggest commerci 
banks showing strong reluctance to comm 
new funds to developing countries. 

In any case, both Manila and its comme 
cial bank creditors see little practical point 
applying a Mexico-style formula to Phili 
pine debt. Sources close to the New Yorkr 
gotiations told the REVIEW that the amou 
of medium-term public-sector debt to ban 
in the Philippines is of the order of US$; 
billion (out of total foreign debt of sor 
US$28 billion) compared with about US$ 
billion in Mexico. 

If interest relief was granted on arou! 
35% of this, as in the Mexican case, tł 
would, at current interest rates, relie 
Manila of just US$250,000 a year in inten 
payments — or some US$500 millior 
the two-year period for which new loa 
being sought. The overall funding gap is : 

to be more than three times tl 
amount. Even if the Philippines was grant 
interest relief on the entire US$7.3 bill 
eligible debt, that would still leave it shor 
some US$240,000 of what the governm 
says it needs from commercial banks. 

The talks are expected to continue 
two weeks and then to adjourn for a wi 
before reconvening and ending in late S 
tember at the time of the World Bank- 
annual meetings in Washington. 

World Bank sources indicated to 
REVIEW that they would send observer 
the New York negotiations and would 
watching the outcome closely. They beli 
that Indonesia may press for additional 
from official sources to help with its c 
burden if the Philippines is granted re 
Although Indonesia has serviced its « 
without interruption, its debt-to-GNP rat 
only two points less than that of the Ph 
pines. 
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Acceptable face of monetarism 


which charged towards us, snarl- 

ing and baring its fangs, only to 
stop short, turn back, and quietly slink 
away. It was so severe that it instantly recall- 
ed the crash of 1929 and raised the spectre 
of another terrible depression like that of the 
1930s. Yet, so far, this crash has led to no- 
thing worse than slower growth. How has 
the angry dog been tamed? 

In the hunt for explanations, one contrast 
between 1929 and 1987 is manifest. The US 
i ities responded in the first crisis by 
i ting tight money policies. That was an 
important cause of the following slump. But 
in the recent crisis, the Federal Reserve 
Board, headed by Alan Greenspan, decided 
to make money easily available. Green- 
span's reaction was wholly in tune with 
monetarist theory, and the success of his re- 
sponse has represented a kind of coming-of- 
age for monetarism. 

Greenspan's appointment, and his mea- 
sured control of the US money supply, 
are all part of the widespread absorption of 
monetarism into economic policy. Whereas 
in the 1970s monetarist theory was a great 
debating point, now there is a greater inter- 
national consensus on economic analysis 
which includes monetary theory. 

This widespread acceptance of mone- 
tarism was brought about by the scarring ex- 
perience of inflation in the 1970s. People 
found inflation a traumatic experience — 
and monetarism offered to relieve the 
t — a. Japan was among the first to em- 

monetary theories in response to 25% 
Minflation in 1974. Japan tightened credit 
geoowth to 10% a year in 1977-78 and has 
kept to more or less the same rate ever since. 

Accordingly, inflation has been consistently 
restrained despite dramatic ups and downs 
"in different sectors of the economy. 

Britain went monetarist in the late 1970s 
seven before Margaret Thatcher took power. 
Inflation plummeted from more than 25% at 
ithe peak to only 3% in the mid-1980s. (Un- 
"fortunately, the government then strayed 

from the monetarist path.) 

Hongkong's inflation, meanwhile, was 
sovertaking that of Britain — until the Hong- 
Kong dollar crisis was solved with the aid of 
monetarist economist who suggested the 
link with the US dollar. 

A particularly spectacular, if belated, 
conversion has taken place in New Zealand. 
Inflation peaked at 18.9% as recently as 
1987. Now inflation is down to 4.4% after 
rigorous monetary discipline from a Labour 
Government. The experiment is going so 
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well that an obligation to keep inflation 
nailed down is likely to become part of the 
governor of the Reserve Bank's contract of 
employment. 

The success of monetarism in bringing 
down inflation is widely recognised. But 
Greenspan’s success in fending off recession 
deserves more attention. It represents a for- 
midable answer to those who loosely think 
of monetarism as a killjoy policy which 
throws people out of work for the sake of 
taking a few points off inflation. 

The US' stability in the year-and-a-half 
since the stockmarket crash should bring 
home an essential and little-recognised truth 
of monetarism. The aim of monetary theory 
is not merely to cut down money growth but 
to keep the amount of money in a constant 
relationship with the size of the economy. 
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Greenspan: in tune with monetarists. 


Monetarists do not want excessive mone- 
tary growth, of course, but nor do they want 
insufficient. The theory aims to guard 
against both over-enthusiasm and manic de- 
pression. Now Greenspan has shown the 
theory working in practice. 

Greenspan's chairmanship of the Fed- 
eral Reserve represents the maturing of 
monetarism in another way too. Greenspan 
is a monetarist but he is willing to accommo- 
date and incorporate concepts from other 
economic theories. He is, if you like, a post- 
monetarist — as are many other central 
bankers throughout the world. 

Those who doubt Greenspan’s basic 
monetarist credentials should reflect on the 
zero growth of US MI over the past year. 
But the harsh edges of monetarism are rub- 
bing off — it has been tried for too long for 
everyone to think it incapable of refinement. 
It is being incorporated, modified and ad- 
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justed to accommodate other economic 
truths. 

G ‘s willingness to in te 
Kaynedian theory into his way of thinking is 
demonstrated by a new indicator which has 
been thought up by researchers working for 
him. The indicator is called P* (pronounced 
"P star"). It is broad brush way of relating 
the amount of money to the productive 
capacity of the economy. The indicator 
shows when money is growing faster than 
the long-run growth of capacity in the econ- 
omy. It is fundamentally a monetarist indi- 
cator, but nods respectfully towards Keyne- 
sian theory, which sees inflation as a matter 
of capacity constraints. 

P" is the theoretical level of prices which 
you would expect in an economy in a state 
of long-term equilibrium. It is derived from a 
well-known equation: prices — money, 
multiplied by the velocity of money, divided 
by real output. This equation is simply a 
basic monetarist observation that in the long 
term, the more money which is sloshing 
around in relation to output, the higher 
prices will be. 

To calculate P*, actual output is replaced 
by a theoretical output based on the long- 
term trend. (Thus: P* — M2 [a broad mea- 
sure of money] multiplied by 1.65, divided 
by long-term trend output.) The effect of this 
change is to show whether the level of prices 
might rise when long-term relationships 
and long-term growth rates re-establish 
themselves. Most importantly, if P* is rising 
faster than current prices, it is warning of 
higher inflation to come. The beauty of the 
concept for Greenspan, who is a diplomat as 
much as an economist, is that it shows him 
willing to allow long-term growth. 

Thus does rebel policy become a pil- 
lar of the establishment. We could now be 
entering a much more stable world if the 
new orthodoxy sticks. However, there re- 
mains the danger that, in time, politicians 
will again try to get themselves elected by 

The long-term way to control inflation is 
to do what West Germany did a long time 
ago in response to the great trauma of the 
raging inflation of 1923. The answer was to 
make the central bank constitutionally sepa- 
rate from the government of the day. 

New Zealand is taking this lesson to 
heart. It is currently working towards giving 
the Reserve Bank governor more power to 
control monetary policy. The government, it 
is evisaged, will be able to overrule the gov- 
ernor only by making an order in council 
which is then debated in parliament. 

a James Bartholomew 
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US toughens stance on foreign investment 


Reluctant seller 


By Susumu Awanohara in Washington - 


he US is making it more difficult for 
T overseas groups to acquire US com- 

panies as concern mounts over the 
sharp rise in the number of foreigners "buy- 
ing into America." In its latest move, the US 
has drafted investment regulations which 
would, in effect, require a “national security 
review" of a broad range of new foreign ven- 
tures, including those which have no direct 
link with defence. 

The long-awaited draft regulations, 
which implement the so-called Exon-Florio 
provision on foreign investment, are aimed 
at preventing foreigners from gaining con- 
trol of US businesses considered important 
to the nation’s security. Under the provi- 
sion, the president may suspend or prohibit 
any merger or acquisition which would re- 
sult in foreign control and could impair na- 
tional security. The regulations are expected 
to be finalised later in the year. 

The Exon-Florio provision, named after 
its congressional authors, was contained in 
the Omnibus Trade and Competitiveness 
Act of 1988, along with the “Super 301” pro- 
vision on unfair trade practices. It has been 
on the statute books since late last year. But 
in vital respects — such as what constitutes 
national security — the provision was consi- 
dered vague. Details have now been 
worked out in the draft regulations. 

Opposition to foreign investment 
mounted in the long debate over the Om- 
nibus Trade Bill during the Reagan presi- 
dency. Several members of congress offered 
amendments which would have monitored 
or restricted foreign investment far more 
rigorously. Representative John Bryant and 
Sen. Tom Harkin introduced amendments 
calling for stricter reporting requirements for 
foreign investors. 

Specifically, they demanded greater pub- 
lic disclosure of the market value of foreign 
acquisitions, more detailed operating and fi- 
nancial information on foreign-owned com- 
panies, details of their corporate parents, 
and the identity and nationality of their 
executive officers and directors. 

There is little doubt that Japan, the prime 
“unfair trader,” has been the principal target 
of efforts to curb foreign investment. For- 
eigners ploughed US$58 billion into US fac- 
tories, real estate and other non-portfolio in- 
vestments last year — more than the 
cumulative total up to 1980, according to one 
count. The Japanese invested US$15 billion, 
the largest share of new investment. 

In the US the belief that foreign invest- 


ment — whether incoming or outgoing — is 
good for the investor and the host country 
alike constantly comes up against the long- 
standing fear that inward investment could 
be harmful to the US national interest. 

So while the Bryant and Harkin amend- 
ments have not quite made it into law be- 
cause of strong objections from US multina- 
tionals fearing retaliation, and from many 
economists, legislators and not least from 
Reagan himself, the Exon-Florio provision 
was incorporated in the trade act. 

Packaged as a national security rather 
than a protectionist measure, the Exon- 
Florio provision was easier to swallow for 
proponents of laissez-faire policies. It was 
helped by the outcry in Washington which 
greeted Japanese computer giant Fujitsu’s 
1987 attempt — later aborted — to acquire 
Fairchild Semiconductor. 

There are no great surprises in the draft 
regulations released by the Treasury Depart- 
ment. The inter-agency Committee on For- 
eign Investment in the US (crus), which is 
headed by the Treasury Department, will 
review a merger, acquisition or takeover in- 
volving foreigners within 30 days of being 
notified by parties to the deal. If there ap- 
pears be a national security problem with 
the deal, CFiUS has 45 days to investigate the 
case and report to the president. The presi- 
dent will then take appropriate action within 
15 days, approving or blocking the transac- 
tion. 

The trouble, say foreign investors and 





Capitol building: security provisions. 
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free trade advocates, is that the draft regul 
tions add little to what is already in the trac 
act on what constitutes a threat to nation 
security. 

The Association for Foreign Investme 
in America (AFIA), a lobby representir 
mainly West European investors, h 
warned that the new regulations cou 
cover a great many more transactions th: 
had previously been thought to be the cas 
Only four industries — toys and game 
food products, hotels and restaurants, ar 
legal services — have been explicit 
excluded from the regulations, 

AFIA has also pointed out that a nation 
security review may be triggered when a L 
company is in financial trouble and stands 
come under the control of foreign lenders: 
is simply undergoing financial restructurir 
involving foreigners. Another fear is that 
foreign buyer of a US company may n 
have access to all the information req 
particularly in a hostile takeover, arx 
be accused subsequently of having omitte 
material information from its notification | 
CFIUS. 

How widely and rigorously the Exo 
Florio provision will be implemented r 
mains to be seen. There are several oppose 
to investment restrictions who give it tl 
benefit of the doubt. But the provision cou 
clearly become a barrier to foreign investo 
if the government so chooses and a dome 
tic target company would no doubt use it 
fend off a hostile takeover by a foreig 
group. 

The Japanese are responding rather stc 
cally to the draft regulations. Although the 
are unhappy with the measure, they belies 
any sharp reaction would be counter-pn 
ductive. The feeling is that they now mu 
notify CHUS if there is any doubt about 
prospective deal. They are resigned to tt 
likelihood that any hostile takeover or a 
quisition of a US company with defenc 
tracts would be extremely difficult. Bi.. - 
still leaves a large area of uncertainty: ho 
widely will the US apply the notion of 
“threat to national security,” particular 
where hi-tech ventures are concerned? 

In April, Japanese special aluminiu 
maker Tokuyama Soda abandoned its bid | 
buy General Ceramics (GC) of New Jerse’ 
after becoming, in effect, the first foreig 
company to fall foul of the Exon-Florio pn 
vision. GC, which has a division makir 
parts for nuclear weapons, had notifie 
CFIUS and was receiving disapproving si; 
nals. It then withdrew its application for aj 
proval of the investment and thus the Exoi 
Florio provision was not formally invoked. 

Tokuyama says it knew about GC's d 
fence contract and wanted to acquire, «í 
create a joint venture with, GC's ceramics d 
vision only. Tokuyama is thinking of pursi 
ing the deal, perhaps arranging to sell o 
GC's defence-related division much as Niy 
pon Mining did when it acquired electroni 
systems company Gould. 
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Taiwan's memory test 


hat a difference a year makes. If 
you asked one of Taiwan's 
fledgling semiconductor man- 
ufacturers 12 months ago 
whether they would ever make dynamic 
random access memories (DRAMs — the 
computer industrys microchip scratch- 
pads), they would tell you: “No chance. Ja- 
panese DRAM makers would wipe us out if 
we did." 

Ask them this year, and the story is very 
different. Three of the island's four chip- 
| ` rs are, or will soon be, producing 
| is, and construction will shortly begin 
uri two new plants dedicated to DRAM pro- 
duction. 

Several factors account for the volte-face. 
First, last year's DRAM shortage brought 
home to Taiwan's makers of personal com- 
puters (PCs) — products which have tradi- 
tionally been the largest users of memory 
chips — the danger of dependence on out- 
side sources for crucial parts on the one 
hand, and the necessity for local production 
on the other. 

Second, the islands' chipmakers are hav- 
ing to come to terms with life in the big 
league. In the early days, chipmaking in 
Taiwan was a small-lot business. Now, 
some of the new wafer fabs — as chipmak- 
ers call their factories — are so big that they 
need high-volume parts like DRAMs running 
through them. 

Taiwan Semiconductor Manufacturing 
Co. (TSMC), for example, has turned to mak- 

RAMS for two US firms to jump start its 

‘new fab at Hsinchu Science Park. The 
company’s vice-president, F. C. Tseng, says 
he reckons that memories (not just DRAMs) 
will ultimately account for 40-50% of the 
'ab's output of 40,000 wafers a month. 

Down the road from TSMC, United 
Microelectronics Corp., with one fab just 
:0mpleted and another under construction, 
s looking at DRAM production to use up 
»lant capacity. As one US semiconductor in- 
sider put it: “Owning a big fab is like having 
! pet shark in your backyard, because you 
<eep having to feed it.” 

A state-of-the-art DRAM fab costs around 
JS$250 million. Two years ago, such a sum 
vas inconceivable for local investors. Today, 
ays Ronald Chwang, a senior vice-presi- 
lent of Acer, Taiwan's top PC maker, “we fi- 
tally have a capital market that can support 
his kind of thing.” 

Chwang is in charge of Acer's recently 
nnounced joint venture with US chip- 
naker Texas Instruments (REVIEW, 25 May). 
le claims that, though Acer achieved its 
rowth target last year, shipping some 
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400,000 units, it could have managed 20% 
more if plenty of DRAMs had been available. 

Construction of the new fab begins at 
Hsinchu Science Park next month. With 
Acer growing at the rate of 30% a year, and 
the amount of memories used in PCs grow- 
ing dramatically (as a result of the shift from 
16-bit to 32-bit systems), Chwang estimates 
that by the time the plant is in full produc- 
tion in 1991, his company alone could take 
its output. But he adds that Acer's policy is 
to continue to depend on outside sources for 
up to 7076 of memory requirements. 

Acer is providing most of the US$250 mil- 
lion initial funding for the new plant. Al- 
though rival PC makers reckon that the ag- 
gressive young company may have bitten 
off more than it can chew, many are also re- 
lieved that the island is finally acquiring a 
world-level DRAM facility. Well-wishers in- 
clude the Taiwan Government, which went 
so far as to alter the law to allow Acer to 
make an investment that was worth more 
than 40% of the firm's book value. Taiwan 
President Lee Teng-hui has taken a personal 
interest in the project, says Chwang. 

The pattern of chip customers investing 
in chip production in exchange for a portion 
of the output is repeated at Vitelic, Taiwan's 
other new DRAM venture. The bulk of the 
plant's initial funding of US$40 million came 
from the company’s customers, says Vitelic 
president Alex Au. They are informally 
committed to taking up to 80% of output. 

How can a small start-up hope to com- 
pete with the giant Japanese and South Ko- 
rean DRAM producers? Especially when the 
giants are scaling up to produce four- 
megabit DRAMs when the bulk of Vitelic’s 
memories are 256-kilobit parts? 

The answer is that Vitelic’s strength is de- 
sign. The company targets niches — high- 
performance, application-specific chips on 
which, for example, fast memories are inte- 
grated with controllers — which allow it to 
leverage its skills. 

Au's experience in the DRAM business 
dates back 20 years to the development of 
256-bit memories at Silicon Valley's first 
semiconductor firm, Fairchild. He founded 
Vitelic as a US company in 1983, with the 
idea of harnessing US design strengths to 
Asian production lines. An early attempt to 
build a plant in Taiwan in 1984 fell through, 
forcing Vitelic to depend on foundries in 
Japan, South Korea and Taiwan. 

Having parts made at foundries is advan- 
tageous for a young company, since it elimi- 
nates the need to invest huge sums of 
money in its own production facility. The 
snag is that some foundries will only agree 
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to make parts if you license the technology 
to them. Thus, in effect, by agreeing to 
license, you create your own competition. 

A second drawback is that it is hard to 
stay in business just selling design. For one 
thing, the returns are not big enough. For 
another, as chips become more complex, a 
detailed understanding of the limitations of 
manufacturing is necessary to design them. 

For these reasons, as Vitelic approaches 
sales of US$100 million, it has decided to bite 
the bullet. Ground breaking for the com- 
pany's new fab at Hsinchu took place last 
month, with production scheduled to start 
around the end of next year. 

Even with his company's edge in design, 
Au knows that competing against the Japan- 
ese in DRAMS will not be easy. But he points 
out that chip manufacturing is no longer a 
black art. Production equipment has be- 
come standardised. "If you have the 
money," he says, "you can buy the same 
capability as everyone else." Equipment 
makers have much of the requisite know- 





UMC's latest fab at Hsinchu. 


how, and will even guarantee that their pro- 
ducts will not fail more than a certain 
amount. 

Such stability reflects the maturity of the 
industry. Another reflection of this maturity 
is that DRAMS are no longer a one-horse pro- 
duct. Their applications have spread 
beyond computers to digital copiers, faxes, 
TV sets and a host of other products. 

What this should mean, Taiwan's chip- 
makers tell you, is that the memory business 
will not be subject to the wild swings of sup- 
ply and demand that have plagued it in the 
past. But if you look closely, you will see that 
their fingers are tightly crossed. 

u Bob Johnstone 


67 


T-— — AL aod ZMhA "A mago 





—.—————' d — 





te 
b - ə 


"pas 


Xx T. - "PN Ss 


BUSINESS AFFAIRS 


COVER STORY: 





Australia pays the price for living beyond its means 


The boomerang boom 


By Jonathan Friedland in Sydney 


ot since Federal Treasurer Paul 
Keating warned Australians in 
May 1986 that their nation was in 
danger of becoming a "banana re- 
public," have worries over Australia's eco- 
nomic future been so acute. Keating again 
sounded the clarion as he prepared the fed- 
eral government's 15 August budget. Oppo- 
sition leader Andrew Peacock has used the 
same tactic to discredit the government. The 
message: this richly endowed and remote 
land of barely 16 million people has been for 
some years consuming far more than it 
earns. The trend must be reversed quickly, 
no matter who is in power, if the country is 
to prosper into the next century. 

Under the joint leadership of Australian 
Labor Party (ALP) Prime Minister Bob 
Hawke and his economic architect, Keating, 
Australia has amassed a foreign debt the 
size of Argentina's. This has helped fuel a 
massive current-account deficit which 

A$17.7 billion (US$13.5 billion) 
in the financial year which ended in 
June. 

For the past three years, Australia's econ- 
omy has been racing along at a rapid clip, 
fuelled by an inflationary import binge. Cor- 
porate profits are at record levels, business 
investment has soared impressively and 
empl t has reached a high water 
mark, a condition which has helped to offset 
the impact of a wages restraint pact 

iated between the government and 
the country’s powerful trade union move- 
ment when Hawke came to power six years 





ago. 

Australians, in short, have been suffer- 
ing from too much of a good thing and, in 
the process, have become hooked on debt. 
Like the Reagan administration before it, the 
Hawke government has been forced to slam 
on the monetary brakes to shut down the 

. Short-term interest rates are now at a 
historically high 18% and the government 
has vowed to hold the line until there are 
dear signs that a reduction in domestic de- 
mand is well under way, a particularly vex- 
ing task with an election due in less than a 


year. 

While the US has a massive array of ex- 
portable goods and services available to pay 
off its creditors, Australia does not. It still re- 
lies on bulk commodity exports for 60% of its 
foreign exchange earnings, a risky proposi- 
tion given the cyclical nature of world de: 





mand. While the tourism industry has been 
developed in recent years to bring it into sec- 
ond place as an overseas cash earner, the 
manufacturing sector remains geared to- 
wards import substitution and, in the main, 
is uncompetitive in global markets. 
Australia has conjured up for itself a 
nasty debt service dilemma, having doubled 
its net external debt during the past decade 
to A$103.9 billion at an average interest cost 
of 10% a year. While acknowledging that 
policy will be driven by the imperatives of 
reducing the burden, senior government of- 
ficials argue that Australia’s indebtedness is 
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in no way similar to that of the giant Third 
World debtors. Australia is politically stable, 
it is resource-rich and despite their gusto for 
living well, Australians have shown a capa- 
city to make sacrifices. Real living standards 
have declined substantially in the faċe of a 
nagging 7.7% inflation rate and of a major 
downward adjustment in the value of the 
Australian dollar since its 1983 flotation. 
Australia will not default on its debt, 
stresses Keating, though some private sec- 
tor borrowers — which owe three-quarters 
of the total, some A$73 billion — will un- 
doubtedly fail to meet their obligations. Nor 


Australia's debt placing 
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is the country likely to seek cold solace in the 
arms of the IMF as the federal government it- 
self is a net creditor and has strong reserves. 
The real question for the Australians and the 
ALP leadership — which is now under sus- 
tained attack for its economic policies by the 
Liberal-National Party opposition coalitior 
— is how much more sacrifice will be neces 
sary before the current-account defici 
stabilises. 

It is a tall order. According to a July £ 
produced by Macquarie Economics, t 
ratio of Australia's net external debt to GDI 

imisti could be stabilised at the cur 
rent level of 3095 if the current-account def 
icit is reduced from 5.3% to 2.5% of GDP. T: 
achieve this kind of reduction, Australi 
would have to turn its last year's A$4.2 bil 
lion trade deficit into an A$5 billion surplus 
This would require an almost 20% increas 
in 1988-89 export receipts, measured in Aus 
tralian dollars. Average annual expor 
growth during the 1980s of 676 falls consi 
derably short of that. 

In the short term, that means slashin 
imports, a task the ALP has been attemptin 
to achieve through the use of painfully blur 
and inexact monetary tools. Recently m 
leased indicators, such as demand for ne 
mortgages and job advertisements, sho 
that demand is cooling. The danger is thi 
this government or its successor would g 
too far, throwing the economy into r 
sion, unhinging the value of the vc 
Australian dollar and re-igniting import-le 
inflation. 

This balancing act is particularly diffic 
for Australia's economic managers, said B 
Kelty, general secretary of the powerf 
Australian Council of Trade Unions, b 
cause the domestic economy is small, d 
pendent for its health on a narrow base 
export earnings and prone to reacting erra 
cally to government stimulus. Kelty a1 
other policy architects caution that any u 
ravelling of the now longstanding wa 
agreement — known as the Accord and c 
posed in principle by the opposition 
would make a soft landing of the econor 
im le. 

In the longer term, the issue is whett 
the Hawke government's efforts radically 
restructure the Australian economy will p 
duce the anticipated benefit: that of maki 
the country more competitive internatic 
ally and less vulnerable to the vagaries 
world commodity markets. Much has be 
done to date: under six years of ALP lead 
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ship, Canberra has deregulated the banking 
sector, floated the Australian dollar, en- 
gineered a major reform of the income-tax 
system, and, ina featrarely paralleled among 
OECD nations, transformed an A$8 billion 
budget deficit into an equivalent surplus. 

The Hawke government has cut protec- 
tion to agriculture and manufacturing, it has 
deregulated local oil and gas prices and, 
perhaps most bravely for a political party 
with its roots in Australia's dingy union 
halls, negotiated a decline in real workers' 
wages for four years running. 

Central to whether the restructuring will 
make Australia competitive enough to re- 
verse the debt picture, is how all the borrow- 
ings have been used. While there is now 
firm evidence that the money was not 
mainly squandered on gratifying but ulti- 
mately unsustainable consumption, it is less 
7-77to what extent it has been employed to- 

is improving the country's external 
position by either boosting export capacity 
or helping to substitute for imports. 


art of the problem is putting the pic- 
ture together, a task which alludes 
even Canberra's own economists 


as the ALP seeks good ammunition 

for the election season. Whereas govern- 
ment or government-guaranteed debt rep- 
resents more than 50% of GDP of the major 
Third World debtor countries, net publicly 
guaranteed debt in Australia amounts to 
only 12%. This means prying information 
out of private companies, many of which 
have been borrowing offshore to fund the 
purchase of overseas assets, and are slow in 
general in passing along investment data to 
the government. “We really don’t know 
what the debt has bought Australia,” said 
Robert Graham, chief economist of Westpac 
Banking Corp. “You can see it physically, 
it is very difficult to measure statisti- 


Keating claims that a vast amount of the 
foreign borrowings have been put into pro- 
ductive investments that will lay the ground 
for future prosperity. The opposition 
charges that the ALP is exaggerating, 
that much of the money has been frit- 
tered away. The truth lies some- 
where in between. 

Evidence suggests that the private 
sector borrowings have been applied 
to three main areas: capital 
investment for the tradeable goods 
sector, such as manufacturing 
and mining; non-residential con- 
struction, which includes foreign 
exchange-earning resorts as well 
1s Office blocks; and corporate 
akeovers both at home and abroad. 
Another significant chunk has gone 
owards office automation, parti- 
ularly in the financial services 
sector, 
he atmosphere of deregulation. 

In the second half of 1987, gross 
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fixed capital iture by the private sec- 
tor grew by 16%, followed by a 26% upsurge 
in the first half of 1988, before retreating 
modestly to a still strong 9% during the 
second half of last year. During the first 
half of 1989, private fixed capital i 
ture has boomed anew into double digits, 
underlining the magnitude of the task Can- 
berra faces in getting the current account 
under control. 

The ALP government says this invest- 
ment has gone towards the retooling of Aus- 
tralia’s car, steel, chemical and building 
materials industries, for improvements in 
the privately owned distribution systems for 
commodities exports and for the computeri- 


Australia's debt burden 


sation of both manufacturing and services 
industry. While a handful of greenfield re- 
source projects have begun during the in- 
vestment boom, most notably the A$12 bil- 
lion Northwest Shelf liquefied natural gas 
project, it appears that Australian com- 
panies have done little to expand into new 
areas. Innovation has been slight; private re- 
search and development expenditure as a 
percentage of GDP remains far less than in 
other OECD nations. And Australia con- 
tinues to run a sizeable deficit in the trade in 
services like banking, insurance and en- 


g. 
While it is clear that the new investment 
has made Australian industry more effi- 





How Australia might fare 


" W y v 
| Ww 
wre 
"ww 
. 


ina ar tovt 
Pa m. 
Be RN d 


=. a à ^D 
SUNEN aCCOUnV GUT , 70 
.. Trade ín goods and $ 
GDP % ¢ 


Current 
Debt se 
Trade in go 


i ah L^ chang he ee 

"v ". D p t Seya » bia $ 

i. BUF% Ch X V v n Sage A 

Expori | MES "7o ee 
VE PM SY A 


ls and services/GDP, % 


YSS 
¥ 


it cS 
2 


E ll? 

n. 
AM 

» B 

j- um. alata - ¢ 

-areg Sym MALE 

| "e "i ^-- 1 

Li E ^» 

T» 


b Ü 
e. 


FAR EASTERN ECONOMIC REVIEW 





cient, said Ed Shann, research director of the 
Business Council of Australia, its impact on 
capacity is uncertain. “No one has a good 
feel for what the growth of foreign 
earnings will be down the road as a result of 
this spending," he said. 

Even more imponderable is the extent to 
which investment in construction will be a 
plus or minus when it comes to paying 
down the current account. Office blocks 
have absorbed the largest amount of invest- 
ment, recently soaking up as much as 
hotels, factories and shops combined, ac- 
cording to ANZ Bank chief economist An- 
drew Mohl. This implies that highly geared 
property developers will be extremely vul- 
nerable in the approaching downturn. 
While foreign buyers may be willing to take 
up some of the slack, property asset yields 
currently make Sydney and Melbourne 
tower blocks a far less attractive investment 
than a punt on the local bourses. 

Herscu's Hooker Corp., which 
owes A$1.8 billion and was forced by bank- 
ers into liquidation in late July, is likely to be 
only the first of several Australian develop- 
ers that will come to grief in the face of high 
interest rates and slowing demand. Other 
listed companies that have seen their share 
prices slump as this vulnerability becomes 
dearly apparent are Girvan Corp., Comre- 
alty, Citistate and Pennant Properties. 

Then there is the question of corporate 
takeovers. Although Australia has not yet 
fallen wholeheartedly prey to the habit of 
leverage buyouts, a sizeable though statisti- 
cally undefinable amount of the borrowings 
have certainly gone towards funding the 
asset-shuffling antics of Australia's colourful 
traders and raiders, exemplified by Alan 
Bond, Rupert Murdoch, John Elliott and 
Kerry Packer. Bond, Elliott's Elders IXL and 
Murdoch's News Ltd. together are responsi- 
ble for a third of the private-sector debt. 

Australian private holdings of corporate 
equities abroad quadrupled to A$41 billion 
between the end of 1985 and March 1989. 
Similarly, domestic take-over activity has 
been strong, particularly in the period lead- 

ing up to the global stockmarket 
f crash in 1987 and its aftermath, when 


, = several Australian high fliers came to 


earth. 

While some of the takeover 
borrowings went towards fund- 
ing the of resources 
giants such as Broken Hill Pro- 
prietary, MIM and CRA and those 
of manufacturing firms BTR Nylex 
and Pacific Dunlop, substantial sums 
were also deployed in such non- 
renumerative investments as Bond's 
takeover of US brewing company 
Heileman, and his failed attempt 
to wrest control of Lonrho from 
Tiny Rowland. Other attempts at 
foreign empi ilding which 
are unlikely to help Australia out 
of its present difficulties include 
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Hooker Corp.'s ill-starred foray into the US 
department store business and the aggres- 
sive Asian and Pacific moves of the now- 
failed Ariadne Corp. and Chase Corp. 

Other corporate takeovers, like the 
monumental US media acquisitions of Mur- 
doch's News Corp. and the purchases by El- 
liot's Elders IXL of major breweries in 
Canada and Britain, though adding to the 
current account deficit in the short term, 
may on balance be good for the Australian 
economy, or at least for their local share- 
holders. Less helpful, undoubtedly, will be 
the planned A$3 billion purchase by Elliott's 
private vehicle, Harlin, of a majority of El- 
ders shares. Among the highest leaveraged 
Australian companies are the John Fairfax 
newspaper group, Qintex and media and 
retailing group Westfield. 


Corporate analysts, particularly those 
who make money from aiding the proce- 
dure, play down the sums given over to 
asset shuffling. "Very little of the A$74 bil- 
lion in private sector debt is owed by bad 
companies," said Richard Mews, head of 
corporate finance at brokers BZW Meares. 
“If you take out Hooker and a few others, 
you have a good bunch of internation- 
ally oriented, well managed companies 
that have used their debt in a sensible 
manner." 

Indeed, government officials say they 
see little likelihood of a major corporate fail- 
ure causing the kind of systemic difficulties 
that would necessitate the government foot- 
ing some of the bill. They note that Austra- 
lian banks are strongly capitalised at present 
and the failure of even as great a borrower as 
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Australia's debt is owed mainly by business 


A private function 


esides growing rapidly to its current 

net level of A$103.9 billion (US$79.43 

billion), the composition of Austra- 
lia's foreign debt has been radically trans- 
formed in the 1980s. It is increasingly the ob- 
ligation of the private sector, rather than the 
federal or state governments, it is increas- 
ingly denominated in Australian currency 
and its maturity profile has, at least in statis- 
tical terms, been steadily decreasing. These 
trends reflect both government restraint and 
the effects of deregulation, which have 
made a broader range of financing options 
available to Australian corporations. 

At present levels and given an only mod- 
estly deteriorating current account deficit, 
many Australian economists believe that net 
foreign debt as a percentage of GDP will peak 
at 35% in 1990-91. As for Australia's debt- 
service ratio, the percentage of for- 
eign currency receipts given over to 
debt payments, it is at best unlikely to 
plateau until the mid-1990s, implying 
severe policy constraints on the next 
two governments to run the country. 
All bets would, of course, be off were 
commodity prices, and hence export 
earnings, to take a severe tumble. 

The massive run up in Australia's 
foreign debt is a fairly recent 
phenomenon, but not a new one. Ex- 
ternal liabilities tallied more than 
100% of GDP at the turn of the century 
and again at the start of the Great De- 
pression. The latest cycle of indebted- 
ness began in the second half of the 
1970s when the doubling of Austra- 
lia’s external debt reflected both 
public sector deficits and a decline in 
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private sector savings relative to investment. 
Both the government and private com- 
panies borrowed heavily in anticipation of a 
resources boom that failed to materialise in 
the wake of the second Opec price rise in 
1929. 
Although slowing somewhat through 
the 1981-82 recession, the borrowings were 
fuelled anew by economic recovery and by 
Prime Minister Bob Hawke government's 
long overdue 1983 deregulation of the bank- 
ing sector, which saw a proliferation of eager 
foreign lenders set up shop in Sydney and 
Melbourne. 

In the immediate wake of deregulation, 
Canberra in 1984 sought to clamp down on 
public sector borrowings through a credit ra- 
tioning body that dated back to the pre-de- 
pression borrowing binge. The Australian 
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Bond Corp., with A$8 billion in debt, would 
cause more grief to shareholders of foreign 
banks than to the Australian Government or 
the local lenders. 

Government officials do, however, 
admit to being worried about the psycholog- 
ical impact of more well-publicised cor- 
porate troubles, a point that has been driven 
home by Moody Investor Services' recent 
announcement that it was considering 
downgrading Australia’s credit rating. 
While Keating has petulantly argued that 
Moody’s opinion does not matter as the fed- 
eral government was no longer borrowing, 
Moody’s statement does add to the siege 
mentality of the ALP leadership as it attempts 
to balance out what is best for Australia’s fu- 
ture and what will help it get re-elected for a 
fourth term. * 


Loan Council, which is comprised of 
federal treasurer and representatives trom 
each of the states, has since annually sought 


to broker a public sector borrowing require- 
ment (PSBR), which tends to reflect the im- 
peratives of the federal government. 


Although often acrimonious, these loan 
council meetings have succeeded in impos- 
ing a respected nationwide borrowing ceil- 
ing and in rationalising the number of state 
enterprises allowed to go directly abroad for 
financing. From a level of 6.776 of GDP in 
1983-84, the total PSBR, which measures the 
total financing needs of the public sector, 
has fallen to an anticipated zero level in the 
fiscal year which began in July. 

This process of curbing public-sector bor- 
rowing urgency in 1985-86 when 
Australia's terms of trade suddenly and 
sharply deteriorated, sending the Australian 
dollar into a tailspin and shocking the Aus- 
tralian Labor Party (ALP) government into 
hitting the fiscal brakes. It was at that p 
that Keating made his now-famous ren 
that Australia was in danger of becoming a 
"banana republic" — an off-the-cuff remark 
which in retrospect helped build support for 
ending the government's drain on savings. 
By paring spending and altering 
| 5 the tax system, the ALP has rather as- 
_ = tonishingly reduced federal govern- 
'— ment debt growth to nil. While the 
states are still net borrowers — 
though not overstretched ones — 
Canberra has become a net creditor 
with a budget surplus of an esti- 
mated A$7.5 billion. “No other OECD 
nation, aside from the United King- 
dom which was helped greatly by 
asset sales, has achieved such an 
enormous fiscal turnaround,” Fi- 
nance Minister Peter Walsh told the 
REVIEW 


But while the public sector curbed 
its appetite for credit, the private sec- 
tor seemed only to become more in- 
dulgent. Goaded on by international 
bankers short of creditworthy cus- 
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tomers, and keen on borrowing as a 
result of a tax structure and inflation ™ 
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EUN oL A e 
rates which greatly favoured debt _ UE coniicit sd 


over equity, Australia's top corpora- — 
tions and a series of flamboyant asset _ 
traders quickly picked up the slack. 
Keating added fuel to the fire by cut- 
ting interest rates in April 1987 and 
leaving them low in the aftermath of 
the global stockmarket crash. 

According to the Australian Stock 
Exchange, net debt to equity ratios of 
the constituent companies of the all- 
industrials index rose from 61.7% in 
1985 to 112.7% by end-October 1989. 
Interest cover, a key ratio of a company’s 
ability to meet its debt obligations, has 
fallen apace, from three times in 1985 
to 2.4 times last year. The increase in 
borrowings coincided with the well publi- 
~-- offshore moves of a number of 

ralian-based en eurs, including 

^ai. Bond, Robert Holmes à Court, Ron 
Brierley, Kerry Packer and Bruce Judge 
who were able to parlay increasing asset 
values into higher and higher levels of 
debt. It also coincided with the efforts of 
major resource companies, like CRA and 
Broken Hill Proprietary (BHP), to modernise 
existing capacity, both in Australia and over- 
seas. 


As of March 1989, the public sector, 
which includes the federal government, the 
seven state governments and the Reserve 
Bank, accounted for 28% of gross external 
debt and 14% of net external debt. About 
20% of gross and 23% of net is held by pub- 
licly owned enterprises such as Telecom, 
Qantas, Australian Airlines and the state 
borrowing authorities. The balance — 52% 
of gross debt and 63% of net — is held by the 
private sector. 

In line with the percentage growth of pri- 
sector debt, the average maturity of 
ralia’s overseas obligations has fallen 

steadily. In 1980, according to a recent study 
by the Canberra-based Economic Planning 
Advisory Council, 15% of gross debt 
domiciled abroad matured in less than one 
year while 11% matured in one to two years. 
As of the end of 1987, 27.7% of gross debt 
matured within one year while the one-to 
two-year percentage had fallen to 6.8% The 
reduction in statistical maturities reflects the 
preference of private-sector borrowers for 
Euromarket issues, particularly short-term 
commercial paper, which are normally roll- 
2d over as soon as they become due. 

"Tax advantages have driven the private 
sector into the short-term paper market,” 
said Graeme MacGregor, corporate trea- 
surer of BHP. Eurobond and commercial 
aper issues are, unlike direct bank borrow- 
ngs, exempt from the 10% withholding 
ax on interest levied by the Australian 
sovernment. Major Australian borrowers 
uch as News Corp. and Bond Corp. have 
ought to stay even further ahead of 
-anberra’s tax bureau by raising most 
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of their borrowings through offshore en- 
tities. 

This practice is now threatened by new 
rules on the taxation of foreign source in- 
come which, coming in at the start of the 
1990-91 financial year, makes it less attractive 
for Australian companies to domicile in tax 
havens. 

Since the sharp 1986 depreciation of the 
Australian dollar, borrowers have also taken 
to reducing their foreign currency ex- 


É posure. The proportion of Australia's 


- e netexternal debt denominated in for- 


$ eign currencies has declined from 
75.7% of the total in September 
1986 to 50.7% in December 1988. 
"From a borrower's point of view, 
it allows the locking away of cur- 
rency risk while the lenders are 
happy to lend in Australian dollars 
because of the high effective coupon 
rate," said William Shields, chief 
economist at MacQuarie Bank in 
Sydney. 

For some major borrowers, however, the 
emphasis on hedging currency risk came 
too late. In 1988, the Electricity Commission 
of New South Wales attributed an incredible 
A$1.05 billion out of A$1.2 billion in total un- 
realised losses to uncovered foreign ex- 
change positions. The commission, which is 
no longer able to borrow directly abroad 
under the government's global lending re- 
gime, has an overall debt of only A$6.2 bil- 
lion. m Jonathan Friedland 
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Keating faces tough political decisions 


Will she be right? 





By Michael Malik in Sydney 
I: the 1850s, a huge change came over 














the hard life which early European 

settlers had endured in Australia for 70 
years. First gold, then other minerals were 
discovered in abundance, and mining be- 
came so much the Australian way of life that 
the inhabitants became know coloquially as 
“diggers.” 

Wealth was built primarily on metals, 
meat, wheat and wool — even with yields 
per hectare inferior by European or US 
standards, there was enough land to pro- 
duce rural commodity exports — plus seem- 
ingly inexhaustable forests. As merchants 
built huge fortunes and the cities rivalled 
those in any part of the world for opulence, 
the perception of the early settlers — of a 
cursed, barren and hostile place — changed 
into the general one of “the lucky country.” 

In 1910, with a population of around 3.5 
million, Australia had one of the highest 
standards of living in the world. Contempo- 
rary figures show that the average weekly 
income per family in Australia — at an aver- 
age of 4.7 members a family — was a third 
higher than in the US and almost double 
that of Britain, West Germany, France or 
Belgium, in all of which family sizes were 


As migrants flowed in — at first almost 
exclusively from Britain and Ireland — so 
their expectations increased. Even if the 
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work was hard, rural workers could gain 
title to tracts of land unimaginable in over- 
populated Europe. Those from the crowded 
slums of Victorian Britain created a dream 
which is with the Australian people to this 
day, summed up in the typical Australian 
aspiration for “a quarter-acre plot” and their 
own house. 

The small population at this time was not 
seen as any disadvantage — Australia had 
the vast market of Britain to supply, with 
“Empire preference” giving their imports 
the edge over competition. 

After World War II, the sunny, un- 
ravished continent on the other side of the 
world, became a magnet for a rush of mi- 
grants, not only from Britain this time but 
Italy, Greece, Turkey, Yugoslavia and other 
parts of Europe. Post-war prime minister 
Robert Menzies’ slogan of “populate or 
perish” undoubtedly had an element of 
white xenophobia about it — the hidden 
agenda being that if the country were not 
further populated by Europeans, eventually 
there would be no way of keeping out the 
Asian hordes. It was not until the 1970s that 
the “White Australia” policy was finally 
buried, though it still has its supporters. 

But the opportunity that the increase in 
population presented to provide a market 
for locally manufacturered goods was 
squandered. Reliance on exports of raw re- 
sources was the easy option. Life was still 
good and there was little incentive to change - 
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Workers at a strike meeting; Kelty: preventing wages breakout. 


the whole direction of the economy, until 
the sudden withdrawal of preferential treat- 
ment for exports when Britain finally joined 
the EC in 1972. 

As well as optimism and the urge to seek 
a better life, British migrants had brought 
with them something else which was to play 
a seminal role in the formation of Australian 
society — trade unionism. From the earliest 
times of hardship to the days of plenty, look- 
ing after each other's interests — the famous 
^mateship" syndrome — was important for 
survival, and on to this was grafted the trade 
union tradition for getting the best possible 
deal available. 

If it is popular now to blame the unions 
for the lack of competitiveness through high 
wages and low productivity which blights 
the Australian economy, the lack of good, 
innovative management also must take its 
share of blame. The popular Australian 
phrase "she'll be right" had become deeply 
rooted in the collective consciousness, and 
few doubted it. 

Paul Keating, a stern, zealous reformer, 
who has tried to revolutionise the economy, 
was the first person to seriously puncture 
that optimistic, laissez-faire attitude with his 
1986 warning that the country was heading 
in the direction of a "banana republic." 

But his prescription of deregulation, de- 
molition of feather-bedding tariffs and an 
“accord” on overall wage levels with the 
union leadership has come under increasing 
scrutiny. 

Keating was convinced only one year 
ago that he had got everything right. A tax 
cut, affordable out of a large budget surplus, 
was going to be the circuit breaker which, 
taking the place of a wage rise, would stop 
inflation in its tracks and start a "cycle of 
righteousness" — a real increase in the 
standard of living earned through years of 
restraint. 

But the figures on which Keating's Trea- 
sury officials had predicated this whole pic- 
ture were wrong. Inflation did not turn 
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down towards the 4.5% predicted but obsti- 
nately remained between 7% and 8%. The 
economy was far hotter than anybody had 
believed and demand was fuelling a mas- 
sive import bill. 

And the unions were restive. Despite 
Keating’s close relationship with Australian 
Council of Trade Unions (ACTU) boss Bill 
Kelty, not only was the A$15 a week tax cut 
delivered, but a new round of wage deals, 
approved finally by the Industrial Relations 
Commission on 7 August, will provide 
some A$20-30 a week more to average wage 
earners in two instalments over the next few 
months. 

Kelty and Keating say such a package 
was the only way to prevent a wages break 
out of far bigger proportions if the leftwing 
unions had broken ranks and gone for sepa- 
rate deals with employers who are enjoying 
record profits — partly due to Keating's 
generous cut in company tax, from a top 
level of 49% to 39%, as an incentive to rein- 
vestment. 

But while Keating looks to be in a desper- 
ately tight political corner with a new budget 
to present and an election on the near hori- 
zon, the opposition Liberal-National coali- 
tion faces no better a prospect. 

New shadow treasurer John Hewson, a 
well-respected professional economist but a 
political novice, finds it hard to present a via- 
ble and truly different economic platform 
from Keating/s, agreeing that deregulation 
was the way to go — he wants even more — 
and that there are no easy solutions to the 
present short- or long-term problems. 

He suggests that the coalition would 
help to bring down the present high interest 
rates, the hottest political topic which may 
well win or lose it the next poll, with spend- 
ing cuts across the board, including welfare 
— itself possibly electoral suicide. 

Hewson maintains that he, unlike Labor, 
would move to deregulate the notoriously 
protected coastal shipping industry, which 
is barred to foreign competition, and would 
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clean up labour abuses in the docks — «wo 
problems he sees as major impediments to 
Australian competitiveness — without con- 
fronting the unions. 

Denying that he is a “Thatcherite” and 
wants to break union power, Hewson main- 
tains that once the coalition is in govern- 
ment, the ACTU will have to cooperate with 
them and there is no reason why such sores 
as coastal shipping should not be healed. 
But he contradicts his own assertion of mod- 
eration when he adds that if the unions will 
not agree to a limited opening of coastal 
shipping to foreign competition, he will 
merely tell them that they either settle for 
part of it or loose it 100%. 

Kelty and the designated next presiden! 
of the ACTU, Martin Ferguson, while agree 
ing they will work with a non-Labor govern: 
ment, make it quite clear in public and pri 
vate that they do not believe a conservative 
government could fail to become confrc 
tional. 

The unanswered question is whethe 
Hewson and his leader, Andrew Peacock 
could carry the business community witl 
them. Many believe managements, as ha: 
been their tradition, would rather settle for ; 
quiet life, even at the cost of a continued lacl 
of competitiveness. Tellingly, few member 
of the Australian business community ar 
criticial of Keating, even if he is not quite th 
wonder boy he was once thought to be. 

One senior Labor politician suggests the 
the coalition, if it won power, would delibe:i 
ately engineer a recession rather than a so 
landing to try to force the business commur 
its hand in supporting them in a 
onslaught on the unions. But his — obv 
ously biased but not necessarily wrong - 
conclusion is that the unions will be to 
tough and it would be the coalition whic 
would lose its nerve first. 

That is a presciption for political balanc 
with economic priorities remaining much e 
they are now — increasingly that is th 
scenario accepted by most analysts. 
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AGRICULTURE 


Taipet under US pressure to open local markets 


Friction on the farm 


By Jonathan Moore in Taipei 


he Taiwan Government's Council of 
1 Agriculture (COA) is under pressure 
from the US to open local markets to 
cheaper agricultural imports. Meanwhile, 
Taiwan's farmers are becoming increasingly 
vocal in their demands for continued protec- 
tion as the authorities face the prospect that 
the farm sector could become a social and 
political liability. 

Trade frictions between the US and 

n over agricultural products are not 

unciy to go away quickly. For example, fol- 
lowing a recent false alarm in South Korea 
over US products supposedly contaminated 
with the carcinogenic chemical Alar, for 
two weeks in mid-July Taiwan's news- 
papers took up the cry, charging that US 
grapefruit or cherries were sprayed with the 
stuff. 
US trade promoters downplayed the 
suggestion that the scare displayed a pre- 
judice against US imports, and tests by 
Taiwan quarantine officials finally quashed 
the allegations. But the commotion, which 
hit sales of the suspect fruit, served as a re- 
minder that imported agricultural products 
remain a sensitive issue in Taiwan. What is 
taxing politicians and farmers is that it is by 
no means clear what place agriculture 
should and will occupy in Taiwan. 

The current structure of Taiwan agricul- 
ture has its origins in the successful land re- 
f policy of the 1950s, implemented with 
! | uidance of US technical advisers. Ironi- 
cally, the result of their efforts — Taiwan's 
overproducing farming sector — is now re- 
turning to haunt US trade officials. 

But for all its success, a system has 
emerged in which high prices only partially 
protect farmers from falling behind. For 
every hectare of rice farmed, farmers can sell 
about half the average 4,000 kg of rice pro- 
duced at a guaranteed price which is usually 
around 50% higher than the domestic retail 
price. Sugar, tobacco, wine grapes, milk, 
soybeans, corn and sorghum also have 
guaranteed prices. 

Nevertheless, the average income of 
farm households is only about 7096 that of 
urban households, and the gap is widening. 
Farmers say they feel left out of Taiwan's 
economic boom. 

The reasons are not hard to find. While 
absolute production levels have climbed, 
agriculture's importance in the overall econ- 
omy has fallen dramatically. In 1964, agricul- 
ture accounted for 28% of GDP — in 1988, the 
level had fallen to 5-6%. And while Taiwan's 
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overall trade surplus has climbed to US$10.9 
billion in 1988, Taiwan is no longer a net ex- 
porter of farm products, and in 1988 re- 
corded a net agricultural trade deficit of 
US$2.15 billion. 

The same economic constraints which 
have forced Taiwan's industries to restruc- 
ture are at the root of agriculture's woes. 
Currency appreciation has made exports 
less competitive and imports more attrac- 
tive; available land and labour supplies are 
shrinking, and pollution from factories has 
made growing crops difficult and unplea- 
sant in many areas. Critics say that its heavy 
protection has weakened the agricultural 
sector by insulating it from the changes. 

Farming is still usually done on a small 
scale — the average farm in Taiwan mea- 





sures only 1.2 ha — and this too makes it a 
costly enterprise. Similarly, local distribu- 
tion networks consist of numerous small 
middlemen, which results in high prices 
for consumers but slim profits for far- 
mers. 

Even the Taiwan Sugar Corp., the is- 
land's largest farming operation, produces 
corn at about 30% above world prices. Prices 
of other products can reach several times 
competitive world prices. 

With development, changing consump- 
tion patterns have lowered demand for 
traditional crops, such as rice, while raising 
demand for new crops, such as wheat. 
Farmers have found it hard to respond. 

Taiwan has made a concerted effort to 
lower the barriers to imported farm pro- 
ducts, in reponse to US trade pressure. 
Taiwan imported some US$2.3 billion of US 
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agricultural products in 1988, making it the 
fourth-largest foreign market for US agricul- 
tural goods. It exported US$500 million of 
farm goods to the US. 

Economists say the opportunity cost of 
supporting the huge overproduction and 
high costs of Taiwan agriculture is un- 
realistically high, given that the island's fac- 
tories face serious land and labour short- 
ages. 

Taiwan has far too many farmers, given 
the small contribution agriculture makes to 
GDP. Of Taiwan's working population, 1.2 
million — no less than 15% — earns at least 
some of its income from farming. That said, 
only about 80,000 work on the farm full 
time. The agricultural subsidies are an ex- 
pensive means of supporting the shrinking, 
but still sizeable, farming population. 

In many areas, farms exist alongside 
urban areas and industrial parks. Farmers 
are eager to sell the land, but under the pre- 
sent strict zoning laws, the land cannot be 


converted to industrial use. 
Economists argue that a number of imba- 
lances could be corrected by a plan- 


ned re-zoning policy, which represents the 
government's best hope for reforming the 
agricultural sector. With judicious re-zon- 
ing, farm production could be cut, high 
prices for industrial land would fall as sup- 
ply increased, and the extra labour would be 
freed to ease the shortage for more profitable 
industry. In a report to be issued later this 
year, COA will address the issue of re-zoning 
agricultural land for industrial use. 

For now, however, COA officials defend 
Taiwan's costly farm support policy as a 

evil. ^If you look at the problem 
from the point of economic efficiency, there 
are some real reasons against continuing to 
support agriculture," said Kao Yu-hsin, 
deputy director of economic planning at the 
COA. "But agriculture is a different kind of 
industry. We have to have some kind of sec- 
urity in our food production." 

The COA is also understandably wary of a 
faster pace of social change than is already 
taking place. Some 4 million people in 
Taiwan are now considered rural — a figure 
Taiwan's Council of Economic Planning and 
Development expects to fall to around 
900,000 by the year 2000. Other concerns are 
maintaining farming as a cultural tradition 
and minimising the environmental cost of 
trading green space for industrial parks. 

The cOA's plans include encouraging 
crop diversification, especially to some spe- 
cialty crops such as tropical fruits, and im- 
proving the distribution system. 

Thecaution expressed by the COA reflects 
a political reality: the economic support of 
farmers has become a more pressing issue as 
farmers have become better organised in 
voicing their dissatisfaction. 

In 1988 two independent farmers' associ- 
ations were formed. And in recent months 
farmers have staged protests over imports of 
fruit and turnkey pieces. » 
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ECONOMIC MONITOR: INDIA 


Industry forges ahead 


ebounding from the failure of the 

monsoon in fiscal 1988, India's GDP 

grew by 9% in fiscal 1989. The 

economy's resilience — despite 
what was proclaimed to be one of India's 
severest droughts — is the result of struc- 
tural changes. 

Agriculture, which accounted for 50% of 
GDP in the 1950s, has now seen its share fall 
to 30%. The industrial sector has increased 
its share to 30% from 18%, while the services 
sector has seen a rise in its sectoral share to 
40% from 33%. 

The economy is to perform well 
in fiscal 1990. The Centre for Monitoring In- 
dian Economy (CMIE), expects GDP to grow 
by 6-7% in real terms. This optimism is pre- 
dicated on the combined effects of a modest 
4% increase in agricultural production in fis- 
cal 1989 (on top of a 18.8% increase for the 
previous year) and a continued surge in in- 
dustrial activity. The index of industrial pro- 
duction is expected to grow by 9.5% in the 
current year, compared with the previous 
year's 9.3%. 

India’s foreign-trade figures are still a 
worry. Despite the weakness of the rupees 
and a spurt in exports, India’s still has a 
trade deficit. The imbalance for fiscal 1990 is 
forecast at Rs 70 billion (US$4.26 billion). 

The foreign investment situation is more 
encouraging. CMIE’s Economic Outlook, 


prepared in June, notes that there has been a 
“spurt in foreign investment approvals from 
an average of about Rs 1 billion per year 
from 1984 to 1987, to Rs 2.4 billion in 1988 — 
and further to a record Rs 1.4 billion during 
the first three months of 1989." 

Some Indian industrialists feel the uncer- 
tainties caused by the recent events in China 
will direct more foreign investment towards 
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India. However, a major inflow of dollars is 
unlikely without a dramatic change in 
India’s still restrictive foreign investment 
laws. 

Since this is an election year, any policy 
changes designed to encourage big 
business, whether foreign or domestic, 


will have to wait. No one expects the 
government to announce any pro-business 
reforms until the next budget, due in 
February 1990. 

In fact, there are fears that the govern- 
ment's eagerness to win votes by injudi- 
cious largesse will trigger a rise in inflation. 
To date there has been no increase in gov- 
ernment spending to catch votes. For fiscal 
1989, inflation, as measured by the con- 
sumer price index, was 9.1%. However, the 
effects of a good monsoon and resultant 
higher food production — a key eleme=* *^ 
rising prices — should limit inflation t 
for the current year. 

The Eighth Five-Year Plan, which gets 
under way in 1990, has yet to be finalised. 
The Planning Commission is predicting, 
and preparing for, a higher level of growth. 
The growth rate has been 34% for 
most of independent India’s economic 
history. The average growth rate for 
the Seventh Five-Year Plan is expected 
to be 5%, and the eighth plan may set a 6% 
target 


However, merely setting higher targets 
will not ensure the economy realises its full 
potential. The next government — no mat- 
ter what stripe — will have to ensure that 
business, be it domestic or foreign, con- 
tinues to feel comfortable in investing long 
term in India. m Ajit Dayal 


Company results 
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The Commerzbank report on German business and finance 


No. 8/89 


The DTB: West Germany's new 
options and futures exchange 


As a financial market- 
place, West Germany unde- 
niably has many advantages: 
it offers political and econ- 
omic stability, the D-mark is 
one of the world's hardest 
currencies and cross-border 
movements of funds are in no 
way impeded. In addition, its 
banking and stock exchange 
systems operate smoothly 
and securities transactions 
are handled quickly and 
reliably. 

Based on their combined 
turnover, the eight German 
regional bourses rank second 
in Europe, behind London 
yet ahead of Paris and Zurich. 
Nonetheless, the significance 
of West Germany's financial 
markets is in no way com- 
mensurate with its economic 
power. One reason for this is 
the absence of an efficient 
market in options and finan- 
cial futures contracts. 


Hedging instruments 


For some time now, the 
global financial markets have 
had to cope with highly vol- 
atile exchange and interest 
rates. Institutional investors 
in particular generally want to 
protect their assets against 
excessive market fluctua- 
tions and for this purpose à 
number of innovative finan- 
cial instruments, including 
options and financial fu- 
tures, are available to 
them. The popularity of both 
has increased dramatically 
over the past few years 
thanks to the development 
of standardised contracts 
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and the fact that they can be 
traded on key exchanges 
such as Chicago, New York, 
London and Paris. 

Unlike its major rivals, 
West Germany still imposes 
certain restrictions on fu- 
tures trading. Options con- 
tracts have been traded since 
1970 on shares and since 


1986 on bonds as well, yet 
the significance of this seg- 
ment of the market is margi- 
nal. And there is still no mar- 
ket at all in West Germany 
for DM futures contracts, 
which clearly places "Finanz- 
platz Deutschland" at a com- 
petitive disadvantage. But this 
deficit is now to be remedied: 
In 1990, the DTB (Deutsche 
Terminbórse) will open its 
doors in Frankfurt for busi- 
ness in options and financial 
futures. 

The new bourse will be 
fully computerised like its 
Swiss counterpart, Soffex. 
Dealers will conduct their 
business via display screens 
linked to a central computer 
rather than on a trading floor 
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as they do at the country's 
stock exchanges. Market 
entry will be possible from 
any point in West Germany. 
Computerised trading will 
guarantee a high level of 
market transparency and 
the rapid handling of trans- 
actions. As regards trading 
practices, the orderly func- 





tioning of the market, and the 
procedures employed, the 
highest standards can—and 
will-be maintained. The 
exacting criteria which must 
be met by clearing firms, 
together with the exchange's 
high margin requirements, 
will also help prevent trad- 
ing abuses. 

Another new departure 
for West Germany is the fact 
that some players will act as 
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market makers in order to 
guarantee that the market 
has sufficient depth in the 
equities in which they regu- 
larly deal during trading 
hours. 

The key decisions have 
also been taken concerning 
the instruments to be traded. 
Initially, call and put options 
will be available on 14 high- 
turnover German equities. 
In addition, financial futures 
will be offered later. The-- 
will take the form of contrac 
on a German stock index or 
on a “notional” German 
Government bund with a 
nominal interest rate of 696 
and a maturity of 8 to 10 
years. Furthermore, plans 
call for the introduction of 
short and medium-term in- 
terest-rate futures. 

However, a lot of work re- 
mains to be donebefore the fu- 
tures exchange can open for 
business. So far, though, ev- 
erything is running to sched- 
ule. The Government is 
helping to get the exchange 
off to a good start: for in- 
stance, it will probably allow 
German insurance and 
investment companies to 
trade in futures contrac'^ 
As from early next year, t 
DTB will be able to provide 
both domestic and foreign 
investors with valuable 
services; institutional in- 
vestors from abroad will 
then have access to 
DM-based hedging instru- 
ments which are com- 
parable to those they are 
accustomed to using in 
their home markets. 
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Grey market, red faces 


ondon and New York are filled 
with horror stories these days 
of the fall-out from Big Bang or 
deregulated stockbroking. Now 
the effects are inevitably trickling into the 
Asia-Pacific region. The latest case concerns 
British blue blood James Capel, whose con- 
duct in the June privatisation by way of flota- 
tion of Philippine National Bank (PNB) is 
worthy more of the racing track than a City 
room. 

Perhaps Capel was just naive. An in- 

"formed judgment is not easy, as no one is 
"y _ king. What has emerged, however, is 
Vl... Capel was privy to a scheme which 
sstrained the leash of legality, and came 
"something of a cropper. Inevitably, the inci- 
sdent again raises questions over the quality 
»of Capel's accident-prone management. 

PNB, it will be recalled, was floated at 
P170 (US$7.76) a share. The locals moaned 

sabout the terms but Capel thought the 
sshares a bargain. Its problem was that for- 
reigners could not legally trade PNB shares 
until after their 21 June listing. So Capels 
thatched a scheme to buy 800,000 shares 
rom Makati brokers Asian Oceanic Merit 
"Securities, ADC Securities and others at 
P190, and apparently committed itself to 
«lients at around this price. 

Given the market's adverse sentiment, 
KCapel's bigwigs reckoned PNB shares would 
drop in value after flotation. Their thinking 
‘was that it would be easy to clean shares off 
the locals in the pre-flotation grey market. 
I~ 'xals, however, were quick to spot that 
a er-hatted Brit was in town in quest of 
PNE snares. Every spiv hung on to his PNB 
holding, the price soared — putting Capelin 
a classic "short squeeze." 

Despite supply problems, Asian Oceanic 
still booked a 480,000-share crossing on 21 
[une at P230 a share. But Makati exchange 
president Vivian Locsin had to force Asian 
Oceanic actually to deliver the shares. Capel 
bought the balance in the market, probably 
at prices up to P300 a share. It implies that 
its total damage was about HK$10 million 
‘US$1.3 million). 

The setback is small, considering that 
Capel has lost its parent, Hongkong & 
shanghai Banking Corp., some HK$600 mil- 
ion since 1986. More disturbing is the impli- 
"ation that Capel is so desperate to make 
noney that it resorts to chasing a fast buck in 
he Philippines' treacherous grey market. 

Capel's troubles flow from a lack of profit 
n its core agency business. The broker now 
vants to play catch-up to the US investment 
'anks by starting new product lines in mar- 
‘et-making and derivative trading. Global 
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research-based stockbroking is also em- 
phasised. But that is leading to fiascos such 
as PNB. 

Capel might succeed at global agency 
broking. But Big Bang stockbroking is likely 
to stratify along lines of a few global market- 
making giants and regional director-owned 
brokers, operating perhaps on larger capital 
bases. Capel has yet to show that it fits in 
either category. Perhaps the Hongkong 
Bank should anticipate events and sell Capel 
to Nomura, Daiwa or some Japanese suitor 
while it can still receive a decent return on its 
investment. 


Capel's furtive chase for PNB stock has 
also played into the hands of Filipino 
xenophobes and others against privatisa- 
tion. Far too many corrupt Filipino bureau- 
crats and company managers see privatisa- 
tion as a threat to their privileges. The PNB af- 
fair gives them a marvellous excuse to rail 
against "selling out" to foreigners. Congress 
is now likely to cut the maximum off-shore 
shareholding in the country’s banks from 
40% to 30%. 

For its part, the Philippines Securities Ex- 
change Commission (SEC) is 
examining Capel's role in the 
affair. The tragedy is that 
these steps might discourage 
much-needed foreign invest- 
ment and related privatisa- 
tion. Capel apart, another 
problem looms in the plans 
of SEC chairman Rosario 
Lopez to compel multina- 
tionals to float 25% of their 
local subsidiaries' equity. 

"We're inviting foreign 
companies to widen the mar- 
ket's base and raise money 
for their projects here," EN 1 
Lopez tells Shroff. The multi- VEHI 
nationals, however, might  Li:rushjob. 
see such moves as expropria- 
tion Filipino-style. A sensible approach 
to privatisation rests on the public sale of 
state assets. The government has no short- 
age of quality assets that could be sold to the 
market. 

More positively, Lopez intends soon to 
release new rules creating a framework to 
restart the country's mutual fund move- 
ment. The rule requiring each fund to main- 
tain paid-up capital of P50 million seems 
steep, especially if new entrants are limited 
to a handful of élite foreign fund managers. 

But the crucial issue, if mutual funds are 
to succeed and the markets to be moder- 
nised, will be the ability of privatisation to 
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broaden the range of quoted stocks. Sadly, 
however, the government's ability to make 
headway against corruption and vested 
interests appears limited. 


Abuse of power of a different kind is tak- 
ing place in Hongkong, as marked by the 
1 August withdrawal of charges against 
former stock exchange chairman Ronald Li 
of taking bribes in the May 1987 flotation of 
construction outfit Kumagai Gumi. 

Li, the man who initiated the infamous 
closure of the Hongkong market during the 
October 1987 crash, must still stand trial on 
other counts. But the handling of this case 
by the Independent Commission Against 
Corruption (ICAC) — whatever the court out- 
come — already amounts to an abuse of 
power. Consider the facts, Li and two others 
were arrested at the start of 1988. To protect 
reputations, such arrests are normally kept 
secret until formal charges are laid. 

Former ICAC commissioner Graham 
Barnes, who presided over Li's arrest, 
routinely prosecuted journalists for the most 
trivial breaches of the secrecy provision. The 
ICAC, however, citing public interest, in this 

case released the names 
$ which, predictably, were 
* splashed across every front 
> page in town. But Li was 
only charged 10 days later 
with the Kumagai offence, 
now withdrawn. 

A month later, one of the 
other men arrested was freed 
unconditionally. The ICAC 
took another six months to 
charge the third. Further 
charges — those now re- 
maining — were only press- 
ed against Li seven months 

Mm later. 

SEHE The arrests smack of a 
rush job. The obvious be- 
neficiary was the govern- 

ment, notably Financial Secretary Piers 
Jacobs, whose handling of the October 1987 
stock exchange closure was then running 
into strong off-the-record criticism from a 
key member of the government-appointed 
Securities Review Committee into the 
market's closure. Li's publicised arrest, 
though unconnected with the market clo- 
sure, diverted attention from the govern- 
ment's role as accomplice in the débacle. 
Jacobs’ reward is a knighthood from Bucking- 
ham Palace. Li's is to wait for the chance to 
face his accusers. Legislative councillors 
should call the ICAC to account. 


B Christopher Marchand 
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Toyota reforms crowded ranks of middle management 


Battle of the bulge 


By Nigel Holloway in Tokyo 


ver since Toyota was on the brink of 
E bankruptcy in 1950, Japan's domin- 

ant car maker has been run extremely 
conservatively by the Toyoda family. But 
the car market is changing too rapidly even 
for a firm with Toyota's resources to cling to 
the old style of management. It has now em- 
barked on the biggest change to its manage- 
ment structure since the company was 
founded in 1937. All 25,000 white-collar em- 
ployees out of a total Japanese workforce of 
68,000 will be affected by the reorganisation. 

The problem was simple — too many 

tiers of management. Fresh ideas and pro- 
s had to go through an elaborate 
hierarchy of decision-makers before they 
could be adopted and acted upon. Up to 
seven layers of management had to affix 
their personal hankoo, or seal, of approval. 

From this month, most decisions will 
only require three stamps, which is ex- 
pected to halve the time taken for most deci- 
sions. "We have big-corporation disease, 
where people do just what they are told to 
do," says Atsumi Kamano, general man- 
ager of the personnel office. Now decisions 
can be taken lower down the pecking order 
^to provide every employee the opportunity 
to work creatively," according to the presi- 
dent, Shoichiro Toyoda. 

This is being done by cutting out either 
one or two levels of management from 140 
divisions (out of a total of 177) so that there 
will be a couple of layers between the staff 
and the divisional general manager. In some 
cases there will only be one "staff leader" to 
refer matters up to the divisional manager. 
Work will be divided into 1,600 groups, with 
an average of 16 people a group and a "staff 
leader" in charge. Each group will be re- 
sponsible for a single project, so that it can be 
assigned the task of, say, designing a new 
car or retooling a production line. 

Within the company, the order has gone 
out that everybody will be referred to as san, 
even up to the chairman, Eiji Toyoda 
(though it remains to be seen whether any- 
body will dare to address him in such an in- 
formal way). Toyota says that about 1,000 
middle managers will be moved from 
purely supervisory positions to operational, 
white-collar jobs. The beauty of the changes 
from a Japanese viewpoint is that everybody 
affected will still retain his or her existing job 
rank, so that nobody will be demoted and 
rank names will be used when employees 
are outside the firm's premises. 

Toyota is currently negotiating some- 





thing equally important with the company 
union — a new system of salary evaluation 
for both white- and blue-collar workers, 
which the firm hopes to introduce next 
April. At the moment, 60% of the pay award 
depends on how well the plant is doing and 
40% is the basic wage. In future, plant per- 
formance will be given a 40% weighting and 
10% will depend on the individual worker's 
age and 10% on his ability. Thus, pay will be 
linked partly to a person's own achieve- 
ments. 

This sort of reorganisation may be radical 


| SANITISATIon | 


for Toyota, but it has become old hat for 
Japan. Koshi Asakawa of consultants Ar- 
thur D. Little says that manufacturers have 
been rationalising middle management 
since numbers began rising rapidly 15 years 
ago. 

Japanese industry is suffering from a 
middle-management bulge caused by an 
ageing population trying to fit into a rigid 
social and economic pyramid. The result: 
frustration and waste which new job de- 
scriptions can only ameliorate, not remove. 
Toyota and others say they want to see more 
creativity to cope with shorter product cycles 
and fussier customers. But management re- 
structuring can also be regarded as a way of 
making workers fit more flexibly into the 
pyramid. 

Toyota’s people deny that the changes 
have anything to do with the counter-attack 
by their smaller rival, Nissan, which has rad- 
ically improved its entire model range r 
its own management reorganisation in .. _. 
But it must have been a great shock to 
Toyota, whose share of the domestic pass- 
enger car market has fallen from a peak of 
46.2% in 1987 to 44.3% in the first half of this 
year. The decline for light trucks was even 
sharper. This has had little effect on operat- 
ing profit, which rose 9% to X179 billion 
(US$1.28 billion) in the half-year to De- 
cember 1988 on sales of ¥3.5 trillion. 

A management overhaul was what the 
doctor ordered, but it is unlikely to change 
the basic structure of decision-making at 
Toyota. Stephen Marvin of Jardine Fleming 
Securities likens it to a feudal daimyo system 
in which power is concentrated in the hands. 
of the Toyoda family and its closest as- 
sociates. But he thinks the changes are a step» 
in the right direction. * 
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Changes give New Zealand investors a boost 


Confidence 


By Colin James in Wellington 


I nterest rates have moved sharply down- 











ward and the stockmarket sharply up- 

ward as New Zealand business recovers 
confidence in the wake of policy and leader- 
ship changes. Both markets were already 
moving before the well-received 27 July 
budget (REVIEW, 10 Aug.), which gave the 
trend added impetus. Then a change of 
prime minister on 7-8 August sealed the im- 
proved mood. 

The interest rate move came after Fi- 
nance Minister David Caygill, frustrated 
that rates were not following inflation 
down, decided on 21 July to use the pro- 
ceeds of state asset sales and repayments of 
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trick 
debt by state-owned enterprises to repay 
maturing domestic debt rather than to retire 
foreign borrowings. The policy switch, 
which had the backing of the Reserve Bank 
but was opposed as risky by the Treasury, 
was announced with the budget. 

A shortage of new bonds had almos 
emptied the market of buyers by June. Ther 
after some tactical manoeuvring betweer 
the National Bank and the Reserve Bank ir 
early July had reversed a slight downwarc 
movement, rates had begun to shift in the 
week before the budget. On 21 July, the 
benchmark five-year government stod 
dropped below 13% for the first time sinc 
October, except for one day in February. Or 
the day of the budget it traded at 12.86%. 
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The switch to domestic repayment, 
promising a severe shortage of bonds, had 
an immediate effect: the five-year rate fell to 
12.7176 the next day and to a low of 12.3295 
on 2 August. It then settled around 12.45%, 
little affected by, first, the restoration of 
former finance minister Roger Douglas to 
the cabinet (but not to a finance role) on 3 
August and then the resignation of Prime 
Minister David Lange on 7 August and his 
replacement by his deputy, Geoffrey 
Palmer, on 8 August. Ninety-day bank bills 
had also dropped to trade at 12.95% on 8 
August. 

Opinion was divided about future direc- 
tions, but the dominant view was that rates 
would be likely to settle near current levels 
before perhaps moving down again later in 
the year. One comfort for the inflation-fight- 
ing Reserve Bank: the kiwi dollar did not dip 
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as it did when interest rates dropped this 
time last year. 

Instead the dollar moved up slightly, re- 
flecting renewed foreign interest in the New 
Zealand stockmarket. Since a month after 
the 1987 crash, the market had traded in a 
range around 1,900-2,100 on Barclays index, 
with occasional dives lower. The return of 
institutions to the stockmarket in June and 
July — because of the inactive bond market, 
portfolios overweighted with bonds and the 
end to uncertainties over private superan- 
nuation schemes which had prompted 
them to remain liquid — had already 
nudged the market up before the budget. 
After budget day it took off: the index 
climbed 14% in the next eight trading days, 
most of that between 2 and 8 August, before 
correcting by 12 points on 9 August — to 
2,247.74. 





Low grade coals force India to expand imports 


A burning problem 


By Jayanta Sarkar in Calcutta 
I is one of the world's largest coal 





producers, but its industry is in such a 

mess that the country's steel industry 
must buy foreign coal, and analysts believe 
imports will have to rise if the steel industry 
is to expand. 

The problem is the quality of the coal 
mined. The coal industry, nationalised in 
1973, has nearly doubled its output over the 
past 10 years. Much of the coal comes from 
t` ely new open cast mines, but is of 
^ »oor quality that the steel industry has 
Ko import higher-grade coal. From nothing 
ín the late 1970s, imports have risen to 3.71 
million tonnes in the year to June 1989. 

This is not the only problem facing the 
«oal industry — despite repeated price rises, 
the industry is inefficient, overstaffed, and 
haemorrhaging funds. Moreover, reserves 
are dwindling and coal seams are becoming 
more difficult to mine. 

India's steel plants need coking coal with 
a maximum ash content of 17-18?5. Most In- 
dian coals are of lower grade than this. A 
chain of 19 washing plants handle 11-12 mil- 
lion tonnes of coal a year, but this alone can 
not meet the steel industry's needs. 

Blending domestic coal with higher qual- 
ity imported coal can. New mines in Assam 
are producing coal with an ash content of 
only 4%. This will help, but imports will be 
needed in increasing quantities to match 
steel industry expansion plans. India's 
«nown reserves are in any case meagre — 
ess than 1% of the global total. In heat value 
erms, the prospects are even chillier — 
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India has only 0.5% of known world re- 
serves. 

Most of the coal is coming from Austra- 
lia, the proximity of which gives it an advan- 
tage in freight costs. But Poland and other 
suppliers have also sold India coal from time 
to time. A trial shipment recently arrived 
from the Soviet Union and the possibility of 
regular imports from both the Soviet Union 
and China is being explored. 

Imports of coking coal started in 1979-80, 
but have shot up recently. The Steel Author- 
ity of India Ltd (SAIL), which manages the 
five integrated public-sector steel plants, 
was the first importer, and it was later joined 
by Tata Iron and Steel Co., a private concern 
which also owns coking coal mines. 

SAIL is forecasting that imports will grow. 
A 1987 SAIL paper envisaged hot metal pro- 
duction of 12.2 million tonnes in the current 





Unloading coal: poor quality. 
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It was a welcome boost to business confi- 
dence, which even in July had reached the 
highest level since 1983 in the authoritative 
New Zealand Institute of Economic Re- 
search (NZIER) quarterly survey of opinion. 
Business welcomed the budget and also the 
change of prime minister, which promises a 
period of more stability at the top than for 
the past 18 months during which Lange 
fought a pitched battle with Douglas. Con- 
sumer confidence also bounded ahead in a 
snap public opinion poll taken by the 
Heylen Research Centre on the change of 
leadership to the strongest level recorded. 

The gloom that has gripped the country 
since late 1987 has lightened. The NZIER now 
reckons growth will be 3% over the next 
year — the best since 1984-85. The one big 
spot of doubt: investment intentions remain 
low. a 


year (1989-90), requiring 17.5 million tonnes 
of coking coal, of which 3.5 million tonnes 
would be imported. In the event, this level 
was passed in 1988-89. By 1999-2000, sam. 
thinks India will have to import 5.79 million 
tonnes of coal to support hot metal produc- 
tion of 17.98 million tonnes. These are only 
forecasts, but the message is clear: more 
steel production means more imported coal. 

This is an extraordinary situation for a 
country which in 1988-89 produced 194.62 
million tonnes of coal, and frantic efforts are 
being made, with foreign collaboration, to 
modernise the industry. In addition, the 
coal authorities have urged users to switch 
to boilers capable of using high ash coal. The 
response, however, has been lukewarm. 

Coal India Ltd (ciL), which accounts for 
88% of production, has added more than 
100 million tonnes of production since the 
1973 nationalisation. Most of the increase 
has come from open-cast mines — produc- 
tion from underground pits has virtually 
stagnated at around 60 million tonnes. This 
approach has worked well so far, but now 
most of the reserves lie deep underground. 

The old mines, overstaffed and ineffi- 
dent, have proved to be a drain on the in- 
dustry, depressing the output per man-shift 
(OMS) and adding to the wage bill. In the 
newly modernised mines the OMS has been 
much higher than the industry average of 
1.11 tonnes (1988-89 figure). 

Meanwhile, CIL’s losses keep mounting, 
and have now reached an enormous Rs 22 
billion (US$1.22 billion). It claims that the 
coal price, which is set by the government, 
does not cover the cost of digging it out of 
the ground. Despite the price being re- 
peatedly raised, coal is still cheaper domesti- 
cally (average price Rs 249 a tonne) than 
abroad — unlike most other industrial in- 
puts produced in India. 

Wages alone eat up nearly 45% of all CIL's 
revenues. And only recently another back- 
dated wage rise for the industry's 800,000 
workers was granted. * 
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Time Engineering captures big highway order 








By Nick Seaward in Kuala Lumpur 


hile the stockmarket is still pon- 
W cee the implications of the re- 

cent share swap between Time 
Engineering and the controlling shareholder 
of United Engineers (Malaysia), Malaysia's 
civil engineers are soberly reflecting on the 
coup by Time in nabbing 10% of the forecast 
capital expenditure on the country's 900 km 
proposed North-South Expressway (NSE). 

The net result of the share swap will 
be that Time ends up with 30% of the 
increasingly profitable United Engineers 
(UEM) and Hatibudi Nominees with 56% in 
Time. But clearly, the main incentive behind 
Time’s move was the access it gave to the 
M$400 million (US$149.9 million) equip- 
ment supply contract from UEM's 50% sub- 
sidiary, Projek Lebuhraya Utara-Selatan 
(Plus), the owners and operators of the NSE. 

In common with Hume Industries, 
which was awarded a M$500 million con- 
tract for the supply of aggregates and pre- 
cast concrete items in April, Time 
is obliged to restructure its equity so 
that at least 30% is held by bumiput- 
ras — indigenous, mainly Malay, 
Malaysians. It was one of the govern- 
ment's conditions laid down in its 
concession agreement with UEM, 
which came into effect on 31 May last 
year, that major contracts be 
awarded only to companies with a 
minimum 30% bumiputra owner- 
ship. 

Under the terms of the contract, 
Time will supply the toll equipment, 
booths, emergency telephone and 
general telecommunication network 
for the whole expressway, with the 
exception of toll equipment already in- 
stalled on the 400-odd km which Plus in- 
herited from the Malaysian Highway 
Authority. The contract also includes 
lighting, weighing systems and steel guard- 
rails. According to Time, it expects to 
make a profit of M$60 million on the contract 
over the five-year construction period of the 
NSE. 

With such a plum now gone, few oppor- 
tunities for really large contracts remain. 
Last year, Plus bought some 800,000 tonnes 
of cement for future delivery from Pemasa- 
ran Simen Negara — the joint marketing 
arm of Malaysia's three government-owned 
cement manufacturers — at a time when the 
fixed selling price was M$180 a tonne, mak- 
ing a total of around M$125 million, allow- 
ing for volume discounts. In April, Hume 
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Construction work on the NSE. 


Winner on the road 


landed the contract for the aggregates and 
the pre-stressed beams. 

This leaves only the contract for some 
300,000 tonnes of bitumen still to come for 
the main raw material requirements. Al- 
though some 200,000 tonnes of steel bars 
will be needed, these will be sourced indi- 
vidually by the subcontractors. 

Robert Garin, the French adviser to the 
chief executive of Plus, Halim Saad, told the 
REVIEW that he estimates that in addition to 
the M$400 million worth of equipment to be 
supplied by Time, around M$1.1 billion 
of civil works contracts will have been 
awarded by the end of this year. Total capi- 
tal expenditure for the whole project is put at 
M$4.029 billion, with a further M$1.229 bil- 
lion to be spent on debt servicing and in- 
terest. 

Already, therefore, nearly 40% of the 
capital outlay has been committed. This per- 
centage would be even higher at more than 
50% if the value of the cement and aggre- 
gates contracts were included, but Garin 
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said the cost of these materials will be 
worked through into the individual con- 
tracts for the road portions. 

Condensing the construction period (at 
the request of the government last year) 
from seven years to five has meant that by 
the end of this year, about a third of the 512 
km which remains to be built will be under 
construction. Peak activity will come to- 
wards the end of next year when contracts 
for all but five stretches of road will have 
been awarded. At that stage, the project will 
be employing directly and indirectly some 
15,000 people. 

The accelerated schedule has put consi- 
derable pressure on Plus' original cashflow 
forecasts, prompting the company to push 
ahead as fast as possible with the comple- 
tion of the toll-bearing New Klang Valley Ex- 
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pressway, a relief road for the existing badly 
congested Federal Highway which links 
Kuala Lumpur with its main dormitory 
towns of Petaling Jaya and Subang Jaya, and 
its main port at Klang. 

Contracts for two of the three stretches of 
the Klang Valley route were awarded last 
year while the third — for a 10-km run from 
Damansara to Sungei Buloh — is expected 
to be signed soon. The M$101 million con- 
tract has been won by a Taiwanese-Malay- 
sian joint venture between Ret-Ser En- 
gineering Agency and Tripart. A M$15 mil- 
lion contract for excavation works at the 
Bukit Lanjan interchange, which will form 
part of the 10-km stretch, has been awarded 
to a Malaysian company called PATI Sdn 
Bhd, 50% of which was acquired by UEM last 
year. 

Additional road-building contracts to be 
awarded by the end of this year include the 
38.2-km run from Pagoh to Yong Per i 
Johor, and the 20 km from Yong Pe... .» 
Ayer Hitam, which — when completed — 
will bring the highway all the way from 
Kuala Lumpur to within 45 miles of Singa- 
pore. Plus is also expected to award three 
contracts covering a total of 56 km from 
Sungei Buloh, on the outskirts of Kuala 
Lumpur, north past Rawang to Tanjong 
Malim, on the Selangor-Perak border. 

Originally it was intended that a 100% 
owned subsidiary of UEM, Pen 
_ Lebuhraya, would handle all the de 
$ sign, tendering and supervision as- 
: pects of the project. However, such is 

8 the pressure on the company’s stafi 
ý that Plus is considering the award o! 
some stretches on a turnkey basis foi 
the first time. 

Plus has also made changes to its 
original plans on the financing side. 
When first conceived, the NSE was tc 
be financed predominantly bv “~ 
eign loans but a strong respon 
locally based banks to a M$1.9 buuon 
syndicated loan managed by 
Amanah Merchant Bank — together 
with some gentle prodding from the 
central bank, Bank Negara (BN) — 
has encouraged Plus to take all its financing 
in ringgit. Under the terms of the concessior 
agreement, Plus already has secured a sup 
port loan of M$1.65 billion from the govern 
ment. 

The terms of the loan are extremely fine 
with interest set at 0.65 points above base 
increasing by 0.1 points every year of the 
loan. Plus is also seeking a M$575 millior 
standby loan but as nearly every bank ix 
Malaysia is involved in the M$1.9 billios 
loan and up to the central bank-imposec 
single-customer limit of 30% of their share 
holders’ funds, this is proving a problem 
Sources in Plus told the REVIEW that as B^ 
had encouraged the company to source 
its funding locally, it was hoping that i 
waiver of the single-customer limit would be 
given. 
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Traders wary of Taipei 
currency market 


> Bankers took a wait-and-see attitude 
towards Taiwan's new interbank foreign- 
currency market, despite an infusion of 
US$3 billion from the central bank's massive 
reserves and a 30% increase to US$18 billion 
in the liability ceiling for foreign-exchange 
banks. Turnover on the first day totalled 
US$120 million, comprising a dozen deals 
with terms ranging from overnight to one 
month. The interbank-offered rate was 
pegged at 8.876, one-sixteenth to one-eighth 
below major world interbank dollar 
markets. But, without instant access to key 
financial screen services, Taipei traders 

1 ned on the sidelines. 


Indonesia bans sales 
of pirated software 


> Indonesia has taken another step 
towards protecting intellectual property 
rights by banning the sales of pirated US 
computer software. On 1 August, a bilateral 
copyright protection agreement went into 
effect in Jakarta and Washington, signalling 
the end of a booming counterfeit market in 
Indonesia. Last year, Jakarta banned the 
sale of unauthorised copies of cassette 
tapes. New laws protecting trademarks and 
patents are expected to have a more difficult 
passage through the Indonesian 
parliament. 


Malaysia to sell off 
250 state enterprises 
œ The Malaysian Government plans to sell 
the private sector nearly 250 of its 
-unercial enterprises, worth a total of 
M$16.3 billion (US$6.1 billion). Speaking in 
Kuala Lumpur on 8 August, the director- 
general of the Economic Planning Unit, 
Datuk Mohamed Sheriff Kassim, said that 
according to the government's privatisation 
masterplan, which is nearing completion, 
59 of these enterprises, worth M$3.5 billion, 
would be hived off within two years. A 
further 107, worth M$9.5 billion, would be 
privatised over two to five years. 


Hongkong airlines seek 
Vietnam route rights 

> Hongkong's Cathay Pacific Airways has 
ipplied to fly to Hanoi and Ho Chi Minh 
-ity in Vietnam. Hongkong Dragon 
Airlines also intends to apply for these 
‘outes. Both airlines have wanted these 
lestinations for more than a year — Cathay 
ast flew to Vietnam in 1975. But in the past 
hey had been advised that they would be 
vasting their time because of the 
/ietnamese refugee problem. Now the 
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Hongkong Government has withdrawn its 
objection to their applications, leading to 
speculation that a deal may have been 
reached with Vietnam on the repatriation of 
refugees now in Hongkong camps. 
Industry sources say that because noise 
regulations would prevent the Vietnamese 
airline’s present elderly Soviet-built 

aircraft from flying into the territory, a 

joint service using Cathay aircraft might be 


sought. 


Thailand amends rules 
on residents’ permits 


> Thailand has adopted new guidelines on 
granting residential permits to foreigners. 
Under the new rules, which analysts say 
might help sustain the flow of foreign 
capital into the country, foreigners will be 
eligible for residential permits if they invest 
Baht 10 million (US$389,863) and/or take 

a 25% share of an investment-board 
promoted project, depending on the size of 
the project. 


Business indicators 
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Tokyo tightens share 

offer guidelines 

> Japan's Finance Ministry and the 
securities industry have agreed on 
guidelines to regulate prices for third-party 
share offerings. These prohibit companies 
from issuing such shares at discounts of 
more than 10% to average market prices for 
six months starting from the day before 
they decide on an offer. Firms violating the 
rules will be barred for two years from 
issuing new shares, convertible bonds and 
bonds with warrants. The move follows 

a court ruling against two retailers, 
Chujitsuya and Inageya, which attempted 
to issue discounted shares to each other to 
fend of a possible bid. 
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Singapore GDP rose 

9% in second quarter 

> Singapore's economy grew by 9% in 
the second quarter of this year, down from 
the 11% GDP growth rate recorded in the 
same quarter of last year. GDP growth in the 
first half was put at 9.1% after the first- 
quarter figure was revised upwards from 
8.4% to 9.276. For the year as a whole, the 
economy is projected by the Ministry of 
Trade and Industry to expand by 7.5-8.5%, 
against a previous estimate of 6-775. But 
economists noted that despite the better- 
than-expected growth rate the economy 
showed signs of slowing, especially in the 
manufacturing sector. 


Moscow to sign flight 

accord with Kathmandu 

> The Soviet airline Aeroflot is expected to 
begin regular services to Nepal later this 
year. Moscow and Kathmandu signed a 
draft agreement on commercial flights at the 
end of July. The pact, which is expected to 
be finalised soon, could give a significant 
boost to Nepal's tourist industry. Aviation 
experts say the planned weekly flights 
could carry as many as 6,000 tourists to and 
from Kathmandu. The accord also signals a 
significant improvement in Nepal-Soviet 
relations which have been at a low ebb since 
the 1970s. 


Unrest clouds China 

prospects, says CIA 

> The US Central Intelligence Agency (CIA) 
has issued a pessimistic assessment of 
China's economic prospects, predicting that 
after the Peking massacre the Chinese y 
leaders will be preoccupied with ; 
maintaining order and unable to attend to 

the serious economic problems plaguing 

China, including persistent inflation, 
growing unemployment and declining 
living standards. Foreign businesses and 
governments will be slow to sign new F 
investment and loan agreements, the CIA 
said. 


4 
Daewoo pays record 
US custom fraud fine 
> South Korea's Daewoo Corp. has agreed — — 


to pay a record US$ million fine to settle 5 
customs fraud charges and end seven years 

of litigation with the US Customs Service. A 
The fine settled a case involving some 800 ry 
alleged violations of US customs law by 
Daewoo's US subsidiary from 1980-82 
when the company artificially inflated its 
reported selling prices to avoid setting off an 
anti-dumping investigation. Daewoo will 
pay the fine over the next 10 years. 
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PRICES AND TRENDS 


Last sale to 7 Aug. Latest Previous week — 3months ago Year ago Average of representative high-grade issues 
Gold London (2) 365 95 3068.65 377 75 432.25 7 Aug. Latest 1 month ago 6 months ago 
Copper New York (3) US$ 
Current detivery (Sept ) 11280 109 40 130 30 94 20 Domestic 3-5 yearst 802 791 921 
Dec. delivery 109.75 1-10 yearst 8.04 8.03 9.08 
international -5 years 800 7.99 934 
Aluminium London (7) $ 
Current delivery Aug.) 815.00 174500 226000 2358.80 iW yeast 812 81 924 
Tin Kuala Lumpur (1) 25 00 25 06 27 98 19 24 Yen 
Domestic 3 yearst 508 523 417 
M nt) m 1494 1475 61 15 54 50 TO yeurst 5.08 S 500 
Dec: deli 75,96 International 3-5 yearst 502 5.18 418 
 Givery 7-10 yearst 502 516 485 
Rubber Kuala Lumpur (8) 
Current delivery (Sept ) 247 50 254 00 285 00 345 50 Dm 
Nov delivery 248 50 Domestic 3-5 years" na na ha 
Jute Dhaka (11) 37000 370.00 370.00 310.00 ——— RA —- x. tr MA 
Palm Oil Kuala Lumpur (4) 7-10 yearst 6.67 6.80 £73 
Current delivery (Aug ) 645 00 654 00 952 00 1.057 00 
Oct. delivery 648.00 AS : ; m 
Domestic yearst 139 14 145 
Sugar New Vork (3) 10 yearst 12:31 1351 135 
Current delivery (OcL) 14.18 1467 1232 11.94 vem Sent 1495 47 ‘aa 
Jan. delivery 1263 7-40 yearst 1367 1413 1441 
Pepper Singapore (3) 
Sarawak Asta blk 100% 415.00 395.00 closed 51750 c$ : 
Domestic 3 years" 9.49 924 10:46 
Wheat Chicago (5) 10 years” 910 946 10.16 
Current delivery (Sept ) 367.40 387 60 437 00 37900 yiterriational ^ 1-5 yearst q69 971 1047 
Dec, delivery 401,40 7-10 yearst 950 957 1037 
Maize Chicago (6) 
Current delivery (Sept ) 21940 229.00 280 40 306 60 £ 
Dec delivery 222 00 Domestic 3 yearst na nà na 
10 yearst na na na 
Rice Bangkok (7) 
5% while fob 37000 370.00 31000 30500 need S O04] AT 399 
Soyabeans Chicago (5) 
Current delivery (Aug.) 590.60 649.00 759.40 876.40 NZS 
€ e — 192 8——35— 0 
years] 12. . 
ME SOS LL NEED — CE — ARS — — ftem Qum tef 1319 13225 
Dec. delivery 1.34900 = | 
Coffee New York (3) SFr 
Current delivery (Sept) 81.61 82.02 136.44 982.50 3-5 yearst 554 555 5.15 
Dec delivery 83 40 7-10 yearst 548 542 522 
— — 745 750 830 1545 ECU 
hghi i i i : 
Brent London (10) 16.90 1720 1835 na MIL e a K 
(M$ akg (2)US$anaz (3I) USTa lb (4) M$ a tonne (5) US¢ a 60 Ib bushel (6) US¢ a 56 Ib bushel -AAA corporate  tGovemment Source: Teterate 


(7)US$atonne (8)PSSt.Meakg (9)S$2100kg (10) USS a barrel (11) BWO; Chittagong/Mongla, US$ a tonne 
Source. Telerale, International Jule Organisation 





Economic indicators, selected Asian countries 


Australia China Hongkong India Indonesia Japan Malaysia 
Economic Growth % (real) (1) 
1988 3 122 75 3 38 575 87 
1989 24-35 5-6 4-6 9/4) 3-5 45 65-75 
International Reserves (5) 
Latest US$12.19b (May) US$19.10b (Apr.) na. US$4.02b (May) US$A.71b (Jan.) US$94.80b (May) US$6.16b (Aor.) 
Year eartier US$12 09b US$18 57b na US$5 56b US$5 09b US$86 54b US$6 22b 
Trade Balance (total merchandise) 
Latest 3 months —US$1 04b (Jan-Mar) =tUS$3 89b (Apr June) —US$083b(Apr-June) —US$1 39b (Nov -Jan ) 4-US$2 1649) (dan.-Mar) + 11S$16. 38b (6) (Apr -June) - US$0 BBb (Dec. -Feb ) 
Previous 3 months —USS$1.01b = US$1.895 - US$0.906 —US$1.62b +US$2.27b & US$17 206 +US$1.04b 
Year earlier 3 US$0 31b =US$0:57b =US$0.890 =US$1.37b +US$2.19b *US$17 730 4US$1 24h 
Exports (7) 
Latest 3 months US$8 52b US$12 59b US$17 96h uS$3 46b USS$5 12b(9) US$67 52^ (6) US$5 33b 
% change previous 3 months 33 +30.2 +139 +42 1.0 -10 =0.4 
% change year earlier -31 *40 *209 +174 +52 +40 #191 
Imports (8) 
Latest 3 months US$9 56b US$16 48b US$18 79b US$A 85b uS$2 315(9) US$51 14b(6) US$4 45b 
% change previous 3 months med +42.6 +127 -19 ~20.4 +03 +23 
% change year earfier #133 *301 #194 #125 =137 +83 *346 
Consumer Prices 
Base July 80-June 81—100 — Jan 1988— 100 Oct B4-Sept85— 100/2) 1960—100 Apr 77-Mar 78— 100 1985— 100 1980— 100 
Latest.3 months index average 192.6 (Apt.-June) 127.412) Jan.) 128.5 (Apr.-Jung) B19.67 (Nov.-Jan.) 330.19 (Apr.-June) 103.3 (Mar.-May) 132.7 (Jan.-Mar.) 
% change previous 3 months #24 na +30 +t5 +25 16 408 
Q change year ealier 4-1 +274 +104 +88 +43 +24 +33 
Money Supply (3) 
Latest A$158.43b (10)(May) —— Rmb 955.96b (Oct.-Dec.). HK$375.64b (June) Rs 1.95110) (Apr) Ros 41.271 (Jan.) ¥ 423.121 (May) M$61.49bb (Feb.) 
% change previous month +10 na +05 +28 -17 +06 -05 
% change year earlier +250 420.14 +158 +188 +20.4 +94 *-12 


(1) Official and other estimates of GDP (GNP in Japan) - (2) Consumer Price Index A (3) M2 or currency plus bank deposits (4) To March (5) MF definition of reserves minus gold except for Singapore (6) Customs basis (7) fob 
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Effective exchange rates 








7 Aug. US$1 Worth Banknote rate”  Officialrate — Spotratet Previous weekt 3months agot Year agot Five Year Currency 
Australia dollar 1.3072 1.308 1312 1328 1248 1244 
Bangladesh taka 26.95 32 15 na na na na 
Britain pound 0.6192 0.622 0.625 0.6029 0.597 0.587 
Brune dollar 19525 1955 na na na na 
Buma kyat 20.50 6.70 nā fa. ha 15.197 
Canada doltar 1174 1178 1.1768 1 182 ! 184 ! 206 
France Iranc 6.45 6.446 6.4875 6.3365 6.4055 6.362 
Hongkong dollar ? 8058 ? 980 ? 8081 ? 806 77815 7 808 
india tupee 18 65 16 40 16 55 1643 16.01 14.15 
Indonesia fupiah 1,670.00 1,745.00 177800 177300 1.76200 1,696.00 
Japan yen 139.35 139 60 140.00 138 00 134 55 133 285 
Macau palaca 8.045 8.05 fa ha fa fa 
Malaysia dollar 2574 2 668 2 674 2 6645 26% 264 
Nepal rupee 25.00 24.00 (Là. ha ha ha 
New Zealand doflar 1675 167 t67 7Y t6001 1509 
Palustan tupog 21.05 4100 41.0289 21.0289 20.275 17.83 J Se ee Rey ANE ne 
Papuan: G king 0.802 087 na 0.862 na na 1985 1986 1987 1988 1989 
Phippies peso 2180 2190 2140 21.25 21575 2104 (end year) 
Singapore dolar 19225 1:955 19535 1952 1.9523 2 
South Koma won 660 00 665 00 668 10 667 30 666 40 12350 
Sii Larikà (upee 3100 3555 3547 34.8926 34 135 32.206 Monthly/Weekly Summary 
P-Yrertand franc 1639 164) 1647 1609 16955 1574 

wan NT dollar 25.75 25.70 25.69 25.57 2590 28.62 200- 

wand baht 25 B0 2565 25 78 2566 2562 25 56 
West Germany — mark 1.906 1.905 1.9145 1.8705 1.897 1.887 180- Japa 
Communist countries: China US$—8mb 3722 HK$—Rmb 0476 Soviet Union US$ — Roubie 0 6344 Laos US$ Kip 57 1 00 160- 

Vietnam US$ = Dong 3800.00 . Cambodia US$ = Riel 150.00 
Other SOR} —US$1 2818 ECUT- UST 0906- S$1- M$1-3695. £1 HK$ 12 606 MÓ- Taiwan, mmm 
J months forward. Japan Y 138.2805 Hongkong HK$7.8055 Singapore S$1.9083 120- = = = 


fMiddie rate- “Selling rate Source" Telerale for spot and forward rates from Asian money markets, Republic National Bank ol New York and 
Hongkong Bank for banknote seling rates on the Hongkong market and Deak tnternationat ttd for official rates 


interest rates (%) : 
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Prime 1-yeartreasury Interbank Interbank Interbank Eurocurrency and Asian currency S 
7 Aug. lending bilis/bondst 1montht 3monthst 6monthst unit deposit ratest 








ly val 
Australia — 1975 . 17.875 — 1780125 17.50 1 3 6 12 Wr re 
Britain 14.00 138125 13.8125 13.6875 month months months months 
ong 1909 - Aoi 02019 — 03005 — — Ui — T ° an Y. aaa T. 847 
Indonesia — 22.50 16.75 1775 19.00 Five Year Currency 
Jagan "i 33:95 — 548975 — 54375 — tlg 138125 138125 135875 13375 
4 
Malaysia 575 525 545 565 Yen 31875 353125 53125 525 ET o e Enim 
New Zealand 1575 - 13.00 12 90 12.95 - Singapore 
Philippines 17.00 20:10 1550 119375 —1475 SwssFr- 725- 70625 69375 68125 110- _ Malaysia 
ee one D me AOA 2 RI T 685 —68/5 68/5 68126 -a i, 
South Korea 11.50 1570 : 
Taiwan 10:50 4 20 - = 
Thailand (250 , (150 (175 AS 16.375. 1650 1650 16.5625 80 
us 1050 814 8 875 8 75 8 625 C$ 23125 121875 1175 —11625 
“Tong term  *"Shorrterm — fOffered rate Source: Telerate 
Philippines Singapore South Korea Taiwan Thailand 
67 H TIT 133 163-110 
9-4 6-8 6-8 5-7 8-10 
USSO 565 (May) US$17:415 (Mar) US$15 70b (M3y) US$75.16b (Feb) US$7 646 (May) Monthly/Weekly Summary 
US$0 6?b US$15 70b US$8 23b US$76 71b USS4 75b ia 
— 

USSO 45b (Jan--Mar )- — —US$1- 44b (Apr--June) — —US$0.050/6) Apr--June) --U5$3.41b4Aor-Jun) -— —US$1 16b (Feb.-Apr.) 110- Singapore 
-US$0. 158 US$1.42h t US$. 090 +US$2.760 -US$0.580 
—US$0 23h —US$1 18b +US$1 730 +USS3 21b —US$0 90b 90- 

80- Thailand 
US$1.77b US$ 1.090 US$15 HOG) US$17.180 US$4 51b ——— OA WC a 
&D EITT F74 F150 z09—. T0- E u — e 
+142 +154 +46 +108 +236 60- Malaysia 
US$2-22b US$12.53b US$15.160/6) US$13 760 US$5 680 40- Philippines 
£70 $104 +85 E131 ENJ 30- 
+243 +158 +192 +119 +244 Indonesia 

20- 
19/8— 100 June 82-May 83— (00 — — 1986 100 1886 100 1876 100 " CM Re Uo A 
$32.3 [Aot -Jung) 106.0 (Mar. -May) 118.6 (Mar.-May) 106 0 (Apr.-June) 217.5 (Mar -May) (weekly values) 1989 
+19 +09 +17 -8 +13 
+88 +19 +54 152 +40 

Weighted for 1987 trade with the countries shown plus the US 
F.207.96 (Junie) SSAA 375 (Ant) Won 49.381 (June) NT$5.20t (May) Baht 1,021.15 (Apr) d Coe and 14 European countries | 
+16 +10 +05 -05 hed Figures are for the week ended 4 August 
+199 £217 +174 $186 +214 


(8).01 (9) Excluding petroleum. (10) M3..(11) %.change over past 3 months (12) One month Source. Official statistics Source: UBS—Phillips & Drew 
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BUSINESS AFFAIRS 


STOCKMARKETS 


a a a Roller coaster ride in Hongkong a a a Taipei breaks 10,000 again u a u 
New Zealand rockets as Lange quits « a « Manila hits two year peak «== New York 
welcomes back the bulls in period ending 5 August = a u 


Tokyo 
Nikkei Stock Average, 34,759.48 
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Hongkong 


Hang Seng Index, 2,607.94 
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Singapore 
All Shares index, 361.95 
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Kuala Lumpur 
KLSE Composite Index, 460.90 
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Bangkok 
SET index, 624.27 


jl 
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Composite Index, 1,201.86 


i! 


ON DJ AMJJIA 


Shares moved within a narrow rangein | | Seoul | 


dull and featureless trading. Market 


Composite index, 906.10 
sentiment was generally steadied by Wap We RE CS ANTE 
strength on Wall Street and domestic x 
political developments. Matsushita ‘a 
gained ¥60 to ¥2,410, while Sony was up : 
¥380 at ¥8,300 and Canon rose ¥60 to 
1,810. Trading totalled 497m shares a "i 
day, worth ¥884b (Us$6.33b). |  SWETFWAWITAS 

| 
The market bounced back and forth, first 
rocketing 2% on hopes of a cut in interest Weighted Index, 10,022.10 
rates, then slumping 2.1% on rumours of | | 
Deng Xiaoping's imminent death, only to | |), 
recover 1.7% in sympathy with Wall | 
Street. Trading rose to average a brisk : 
1.14b shares daily, valued at HK$1.308b 
(US$167.7m). Cheung Kong rose 5 HK | poa T 


cents to HK$8.25. 


ON DJFMAMJAJAS 


Fears for the health of Chinese leader 
Deng Xiaoping sent the market sharply 
lower, but the release of good half-year 
economic growth figures sent prices back 
up to higher levels. Singapore Bus put on 
15 s cents to s$5.50, but DBS Land ended 
4S cents lower at 5$2.80. Average daily 
volume was 102.9 m shares, valued at 
$$183.3m (US$93.8m). 





Prices drifted lower as investors dabbled 
in lower-liners for most of the period, but 
some of the losses were recouped as 
bargain-hunters moved in after strong 
gains on Wall Street. Bedford rose 7 M 
cents to 89.5 M cents but fellow property 
stock IGB lost 12 M cents to M$3.62. 
Volume held steady at 47.3m shares a 
day, valued at M$79.2m (US$29.7m). 
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The SET cautiously recovered the ground 
lost in the previous period, partly driven 
by mid-term dividend-chasers. Textiles 
were strongest, while banks generally 
ended slightly lower. Turnover averaged 
around Baht 1.2b (US$46.4m) a day. 
President Rice recovered Baht 78 to Baht 
446, while New Plus Knitting rose Baht 23 
to Baht 120. 





Bombay 
Stock Exchange index, 705.52 
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Capital Int. World index, 543.7 
it igh scale en 


The index hit a two-year peak of 1,200 
before profit-taking set in. PLDT jumped 
P40 to P342.50 and Philippine National 
Bank rose 237.50 to P430. Atlas 
Consolidated's rights issue plans 
attracted investors, as did Benguet 
Corp.'s 100% dividend declaration. Daily 
turnover averaged 1.8b shares worth 
P312.7m (US$14.3m). 
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Volume dropped sharply as institutional 
investors stayed on the sidelines and the 
summer holidays took their toll. Financia* 
shares rose later in the period but 
investors remained cautious. Insurance 
shares rose 7.7% but short-term finance 
companies gained 4%. Wood products 
and fishery shares fell slightly. Daehan 
Fire & Marine gained 14.6%. 


The market broke through the 10,06 
mark for the second time on bullish Se 
about the economy. Turnover hit a 
single-day high on 8 August, at 
NT$136.37b (US$5.3b). Average turnover 
was a record NT$120.15b. San Fang 
Chemical jumped by 22.5% to NT$92.50. 
Advanced Datum Info Corp. rose 
NT$18.50, to NT$100.50. 


The All Ordinaries index rose 3.71% over 
the period, with a series of post-crash 
highs. Overseas investors led the charge, 
with local institutions following close 
behind. Wall Street's strength, and a 
perception that interest rates have 
peaked, both helped. Turnover was a 
brisk 572m shares. CRA rose 51 A cents (3% 
US cents) to A$10.45. 


The market welcomed both a steady 
budget, and the replacement of David 
Lange as prime minister by Geoffrey 
Palmer. A series of post-crash highs 2 
achieved. Volume was a heavy 85.7 
shares, worth NZ$283.3m (US$169.6m). 
Fletcher Challenge rose 55 NZ cents to 
NZ$5.10. Brierley Investments was up 40 
NZ cents at NZ$2.35. 


Another week of uncertain trading left 
the market slightly lower. The authorities 
made sporadic attempts to bolster prices, 
but investors were not appeased and 
continued to liquidate their holdings. 
Tisco lost Rs 54.50 (US$3.32) to close at Rs 
1,252.50 and Colgate fell Rs 12.50 to Rs 
302.50. Reliance bucked the trend, rising 
Rs 2.50 to Rs 110.50. 


Employment figures showing the US 
economy to be stronger than expected 
triggered a change in sentiment which 
saw investors sell defensive stocks and 
buy cyclical counters. This newly found 
confidence pushed the Dow Jones 
Industrial Average to almost record 
levels. Despite this, volumes were lower, 
averaging 183.6m shares a day. 


17 AUGUST 198€ 









] | Property 


TIMBERLAKE RANCH 
VAENDIULUEEDAMNUSITTUNUEEROUN MU SUENERS ERREUR PPM. 


OZARKS, USA 





FOR SALE: Beautiful 712-acre ranch in Marshfield (SW) 
Missouri. Lovely pastu res, woods, ponds and farmstead. 
Access from state highway; within 25 miles of airport. 


Two bedroom, 1-1/2 bath main house with great room, di- 
ning room, kitchen, office and enclosed porch overlook- 
ing heated pool. | 


Separate two-car garage and storage tower. 
ree bedroom, two bath guest house, over-looking lake. 
Three bedroom, two bath manager's house. 


Many other features including boat house with sundeck, 
cabin/office barn, horse barn, two-story rental dwelling 
and dairy building. 


Contact: Marshall Eisenberg, Esq. 
208 South LaSalle Street 
Chicago, Illinois 60604 
USA 












PHUKET 


S00 yards from Kata Beach. Brand new 
condominium. 2 room apartment for sale. 
Fully furnished Baicony, sea view, 2nd | 
(top) floor. in-house organisation able to | 
tent and service as holiday apartments if 
‘equired. Brochure available. Purchase. 
t David Geneen, GPO Box 160, 1 
ong for fuli information. | 






= Courses 






UNIVERSITY OF BRISTOL 


| MSc courses available for 
| 1989-90: Development Ad- 

ministration and Planning, 
Comparative Social Policy 
and Planning, Economic | 
and Social Development, 
Islamization of Social Po- 
licy. - 
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The combined efforts of the Far - 
Eastern Economie Review's large. 
and highly skilled editorial team : 
have made it the premier source of 
information for those who do busie 
ness, or have an interest, in or with | 
Asia. Qus 


-For further information write 
1o Professor Peter Town- 
send/Pervaiz Nazir, De- 
partment of Social Policy 
and Social Planning. 

The Alfred Marshall Build- 
ing, 40 Berkeley Square, 
Bristol, BSB 1HY, U.K. 






AS. a testimony to the publications 
editorial quality, many Review arti- 
cles have, over the years, been te- 
printed in newspapers, magazines, 
educational. textbooks, newsletters 
ete throughout the world. 
Should vou as. án editor, publisher or 
on behalf of an organisation, educa- 
tional establishment etc wish to en- 
quire about our reprint and 
copyright. charges, please address 
your correspondence to: 
















Readers are 
lo make apprópnate enquiries and take | 
appropriate advice before sending any- 
money, incurring any expense or enter- 
ing into à binding commitment in rela- 
ton loan advertisement, The Far East 
em Economic Review shall sot be f- 
able to any person for loss or damage 
incurred or suffered as a result of his/ 
. her accepting or-offering to accept an 
—Od. inv containéd in any advertise- 
Sb he Review. 






. Managing Director 
Review Publishing Company Limited 
GPO Box 160, Hong Kong 
Tek 58328300 — Fax: 5-8345987 
Telex 62497 REVAD HX 
We welcome enquiries from all in- 
terested. parties and assure vou of 
our prompt, individual attention, 
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FINANCE DIRECTOR 
INNER MONGOLIA 
Our dient is a manufacturer of heavy industrial equipment based in. 


the United Kingdom, which has entered into a new joint venture - 
with a Chinese corporation to build a plant in Inner Mongolia. 




















Reporting to the Managing Director and based in Inner Mongolia, . 
the Finance Director will assume total responsibility for financial 
and management accounting, treasury operations, and the deve- 
lopment and maintenance of computerised accounting systems. 


Candidates aged around 35, will be fully qualified accountants with ot 
several years’ relevant manufacturing experience. Knowledge of _ 
computerised systems is essential, as well as total fluency in Manda- - 
rin and English. Initially, there will also be a familiarisation period - 
both in China and the United Kingdom. | 


A first class compensation and accommodation package is offered 
for this unusual but challenging opportunity. 


Please reply in strictest confidence with full career details and con- i 
tact telephone number to: p 





Martin Darke 

Ernst & Whinney 
Executive Search Division 
15/F1 Hutchison House 
Hong Kong 


Ernst & Whinney 


Management Consultants 


E: 












investment Opportunities 


| An exclusive and probably unrepeatable offer... 


D kh " fy 

= BE H m e € 
THAILAND | 

Few remaining beach front houses and apartments in a sec- 2 A d 

luded managed property at Kamala Beach. Prices from US$ iM NUES || 

75,000. Completion August 1989. l l UH a a Slt E E 

Cali Mr. William Pinsent of Phuket Land now on 66-76-321 3 is 


115/1 Kalim, Patong, Phuket, Thai hp Serv. 




































land; Fax 66-76-213812: Telex 69513. 










U.S. REAL ESTATE 
$30 MILLION 
Affiliate of New York Stock 
Exchange Listed Company | 
| with $135 million in R. E. as- 
sets; 5075 ownership available | 
for $30 million. An ultra-se- | 
cure joint investment with an | 
experienced U. S. developer & | 
Property manager; large up- 
| side from diversified proper- | 
ties in California, Arizona, | 
Texas; 
Palms & Compan y, Inc. 
Fax: US 206-881-6125 





This space is 
reserved for 
Classified 
Advertisements 














Reservations should be 
addressed to: 












International Classified Manager |. 
Far Eastern Economic Review, p 
GPO Box 160, Hongkong 
Tel: 5-8328300 
Telex: 62497 REVAD HX 







If you have something 
to say... sayit 
in the Classifieds! 






REVIEW 1946 


"The present position and potentialities of 
this region justify optimism." 


“Given the potential economic and 
political development of Asia we anticipate a 
growing demand for reliable, concise and 
above all objective assessments of events." 


" we discern a remarkable thirst for 
more and better education, information and 
knowledge, and intellectual satisfaction." 


“At any time and in every case, unbiased 
and dispassionate, factual and balanced 
reporting will be our aim and policy." 


The Editor 
Far Eastern Economic Review 
First Issue 1946 





© BLONDEL LA ROLIGERY PARIS FRANCE 
ASIA CIRCA 1946 


Forty 


years 
On-* 2. 


In the middle of a decade which had 
seen the greatest upheaval the world had 
ever known, a group of men with faith 
and foresight set their eyes on Asia. 

They recognized the need to chronicle 
the restructuring of Asia from the ashes of 
war. À region that they felt would rise and 
grow at an astonishing rate, perhaps faster 
than any other. A region that they felt the 
world would need to watch carefully. 

In October of 1946, a publication 
dedicated to balanced, objective coverage 
of Asian affairs was born. Its name: The 
Far Eastern Economic Review. 

In the decades that followed, the 
phenomenal growth of Asia astounded the 
world. The prophecy of those visionaries 
echoed strongly; leading the Review to 
consistently serve as an important channel 
of information on Asia. This dedication 
and foresight has not changed. 

Today, 42 years later, the Far Eastern 
Economic Review is the world's premier 
publication on Asian affairs. Unmatched 
by any other. 

Today, more than ever, when the Review 
speaks, Asia listens. 











FarEastern Economic 


Unparalleled influence in Asia. 
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A record of dissent 

South Korean political activist Kim Sang 
Hyun, 54, a prolific writer as well as vice- 
president of the opposition Reunification 
Democratic Party, caused a stir recently by 
announcing the revival of his political jour- 
nal, Dari ("The Bridge"), which the late pre- 
sident Park Chung 
Hee closed 17 years 
ago. 
A monthly journal 
of trenchant commen- 
taries on political and 
economic affairs, Dari 
was among the first 
magazines to be hit by 
' Park’s Yushin, or Re- 
vitalising Constitu- 
tion, which empow- 
ered the dictator to run the country 
through a series of emergency decrees. 

The publisher paid a stiff price for speak- 
ing against Park and his successor, Chun 
Doo Hwan. He had two spells in jail, adding 
up to four years and three months, between 
1972 and 1982. For 17 years, he could neither 
vote nor run for any public office, let alone 
write. He recalls having been placed under 
house arrest a record 73 times by the police, 
who wanted to prevent him attending va- 
rious opposition meetings. “I hold the dubi- 
ous record of probably the longest depriva- 
tion of civil rights in [South] Korea," he said. 

Kim wants Dari, due to appear in mid- 
August, to recapture its reputation as à 
major voice of dissent, but this time with a 
broader interest in Asia and particularly in 
Asean affairs. 





Win some, lose some 

Indian development economist L. C. Jain, 
64, won the Magsaysay award for public 
achievements on 31 July for his job creation 
schemes. His triumph was followed, how- 
ever, by an Indian Government textile po- 
licy decree that would remove protection for 
1 million handloom weavers. 

Jain is essentially self-taught, developing 
his theories on development economics as 
he promoted the interests of craftsmen, arti- 
sans and weavers. He was actively involved 
in the establishment of the All India Handi- 
crafts Board and the Cottage Industries Em- 
porium outlet in New Delhi which have suc- 
cessfully promoted traditional handicrafts. 

However, Jain bemoans the fact that "in 
India we have been able to achieve almost 
everything [except] employment for the 
poor." He makes no secret of his opposition 
to government policies which he believes 
are anti-employment. Jain helped prepare 
the blueprint of the panchayati raj, or village- 
level government, practised in Karnataka 
province. He is currently associated with 


PUBLIC EYE 





about a dozen government and non-gov- 
ernment bodies dealing with various as- 
pects of development economics. 


Dissident breaks the block 

How dissident Taiwan journalist Chen 
Wan-chen, 39, slipped back to the island 
more than three months ago, despite a ban 
on her return, is still baffling immigration of- 
ficials. Chen, who lived in New York for a 
decade, remained mum on the subject dur- 
ing her recent trial for illegal entry, for which 
she was sentenced to five months' jail or a 
fine of NT$13,950 (US$542). 

An attempt to return in 1987 ended with 
Chen being dragged, kicking and scream- 
ing, back on to a foreign airliner at Chiang 
Kai-shek airport. But this time, she was 
spotted when she attended the funeral in 
May of a dissident journalist who had set 
fire to himself. 

Chen, who cannot be deported now, 
says she is back "to stay." Officials have pri- 
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| thought. Id 
Seen everything. 








vately assured her that her seven-year-old 
son, a US national, will not be deported. Nor 
will her conviction prevent her from run- 
ning for parliament in December's elections, 
if a vacancy can be found on the ticket of the 
opposition Democratic Progressive Party. 
She last stood for parliament in 1974 as a 
member of the ruling Kuomintang. But her 
blunt anti-government pronouncements led 
to her being kicked out of the party. 

After graduating from Taiwan Normal 
University, Chen worked as a reporter for 
the daily China Times. In 1979, shortly after 
reaching the US on a tourist visa, she staged 
a hunger strike in New York to protest at 
Taipei's suppression of the opposition jour- 
nal New Tide. 

That act earned her a place on Taiwan's 
immigration blacklist. It also brought her in 
contact with fellow-dissident Chang Wei- 
chia, who became her husband and who re- 
mains in Los Angeles running a video rental 
business. Chen's own US business, a 
Chinese-language bookstore, has been 
turned over to her partner. 
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Drug buster scores one 

Kalim Dil Jan, 40, chairman of Pakistan's. 
narcotics control board, has produced hisi 
first coup in a crackdown on local drug traf- 
fickers with the surrender on 26 July of a La- 
hore cinema owner, Mirza Iqbal Beg. 

Jan comes from the North West Frontier 
Province (NWFP), where he served as the po- 
lice commander for Mardan until 10 years 
ago. He was sacked by the NWFP's governor 
Fazle Haq, now under arrest on a murder 
charge, for his alleged involvement in crimi- 
nal activities. The tall Pathan spent the next 
decade in self-imposed exile in Britain where 
he remained in touch with fellow-exile 
Benazir Bhutto. 

This articulate police officer, wh s 
appointed by Bhutto earlier this E 
lead her high-profile crackdown on drug 
smuggling, enjoys a high reputation, de- 
spite opposition party claims that Beg's 
“negotiated surrender” is aimed at implicat: 
ing the opposition in heroin dealing. 








Yellow press strikes senator 

It is ironic that Philippines’ Senator Orlandc 
Mercado, 43, a formidable newscaster be- 
fore martial law, has fallen victim to sen: 
sationalist reporting. Mercado, who used tc 
hang round at Manila's National Press Clut 
bar having drinks with his former col 
leagues, resigned his key position as major 
ity floor leader last month because of un 
abated rumours that he was sexually in 
volved with the daughter of another sena 
tor. The rumour was sparked off, and kep 
alive, by a newspaper columnist who ap 
pears determined to spread similar rumour 
about other senators. 

Mercado, married with three chi | 
had aroused the Marcos government's ir 
just before martial law with his on-the-spo 
coverage of police brutality towards studen 
demonstrators. He was imprisoned by th 
Marcos regime immediately after martie 
law was declared on 
trumped-up charges 
of subversion. 

After his release 
from detention, Mer- 
cado concentrated on 
hosting a television 
show designed to get 
medical help for indi- ! 
gents, a role which 
garnered substantial 
popular support in the 
country. His resignation as majority flo 
leader has temporarily stalled his poli 
ical career, to the consternation of som 
supporters who had believed in h 
idealism. Mercado, who remains a senato 
is now pursuing a postgraduate degree i 
politics. 
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Come and make it in New South Wales, Australia. 


We deliver — or Business Migration. 

o Asian Markets 3 Infrastructure For further information please contact: 

o Pacific Markets O Agriculture Business Investment & Migration Service, 

O Australian Markets O Energy N.S.W. Government, G.P.O. Box 4169, Sydney, 

O Skilled Labour o Tourism NSW 2001, Australia. mmEBHBENBEBF 
= À Rit Vee a 

o Manufacturing a Advanced Technology Sydney EEN Y ap 


The New South Wales Government Phone: 6128950111. ~w 
welcomes your interest in Business Investment Fax: 61 2 6892773. DID0216 
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A Group Tour as most airlines see it. 
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As a means of seeing the 
world cheaply and con- 
veniently, group tours are 
very popular. 

Unfortunately, with most 
of them you're tied to the 
group. So the opportunities 
of being treated like an in- 
dividual are rare. 

Royal Orchid Holidays 
with Thai, on the other han: 
are uniquely different. With 
us, you have the option on 
all tours and excursions to 
opt in or out of the group 
depending on individual 
preference. 

All of the fundamental 
arrangements of a holiday 
to our wide range of des- 
tinations are taken care of. 

Confirmed reservations of 
flights and accommodation 
is no problem for Thai, ev 
in the high season. 

And for an added cost 
your own special options can 
be included in any tour 
package. 

If you're looking for the 


advantages 








of group 
travel, 


but without 





the group, 


just focus 
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Tailor-Made Services 
for Worldwide Markets. 
Just One Fuji Advantage. 


No matter where you do business, or what kind of business you do, 
chances are Fuji Bank can offer the services best suited to your 
particular financial requirements. 

In 40 cities overseas, we're developing innovative systems and 
strategies offering services uniquely fitted to each of our markets. 
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away. Now imagine that with a few keystrokes 
you could test your ideas against the data right 
on the spot, seeing new patterns of useful 
information, new opportunities and new courses 
of action. 


IBM is making this potential a reality, with a 
technology called SAA (Systems Application 
Architecture). SAA enables a company to share 
information not only among applications, but 
among different IBM computer systems — and 
among people. Under SAA, every application 
uses the same intuitive graphic interface, 
making it faster and easier to learn. Better yet, 
SAA applications automatically share 
information with each other. The information 
the sales department generates on a host 
computer can be instantly graphed by the CEO 
on his personal computer. 
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Seoul's success defies the sceptics 

Three cheers for Aidan Foster-Carter! In The 
myth of South Korea [THE 5TH COLUMN, 3 
Aug.] he has the courage to say loud and 


rhe Swiss name 

- Gi m clear that South Korea's economic success 

in in ern a ion c owes much to turning conventional eco- 
EN nomic wisdom, on both the Left and Right, 


| onits head. 

_ Seoul's fiscal and monetary policies and 
its crucial decision to challenge the big boys 
in the developed world in heavy industries 

| such as steel and shipbuilding, should send 

| the theorists back to their books, to rethink 

neo-dassic principles, or, on the Left, to 
shake off out-dated notions of reality. 

In line with Foster-Carter's remarks, 
perhaps, REVIEW readers might wish to have 
a look at Alice Amsden's book, Asia's next 
giant: South Korea and late industrialis ` 
(Oxford University Press). 

Because the big boys in the First World 
are in financial trouble, for the most part, it 

_ does not necessary follow that in the Second 

and Third World late industrial countries 

may not continue to flourish. 

New York JACQUES CAMBRIA 








The rambling voices of officialdom 

Is there no respite to be had from the rambl- 
ings of various hacks employed by the Sin- 
| gapore Government to abuse the patience of 
the REVIEW's subscribers through your cor- 
respondence columns. 

I would not pretend to know what the 
rights and wrongs of the Francis Seow case 
are or that of any of the other issues, 
from jailed political dissenters to allegedly 
drunken politicians. But in writing about 
them it seems that sanctimony has been de- 
veloped into an art form by the Singapore 
Government's spokesmen, whose pro 
so humourless, so self-congratulatory ...... 
so self-satisfied, that with the best will in the 
world one finds oneself puzzled as to whai 
| planet these people belong. Can we not be 
| spared such inflictions in the future? 
Vancouver LEI REN HI 








> The Singapore Government has attemptec 
to block the REVIEW from reporting on Singa 
| pore affairs by refusing to allow REVIEW staf 
to work in the country, even on short visits. Thu 
REVIEW does not intend to apply similar censor 


ship by excluding Singapore official views from it 
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Equally, I disagree with the writer's as- 
sertion that the Thai Government can effect 
positive changes in Burma. It is only in- 
terested in exploiting our rich natural re- 
sources. I think we can solve our problems 
without foreign interference. 

Many people are comparing the situation 
in Burma with that of China. That is an in- 
correct analogy. China's economy is impro- 
ving and many countries around the world 
still want to do business there, but the Bur- 
mese economy is at rock bottom and the mi- 
litary junta is completely incapable of revers- 
ing the economic chaos and the social prob- 
lems in Burma. 

Ne Win and his cronies cannot even feed 
their murderous army of 200,000 and they 
simply ignore the plight of the other 40 mil- 
lion Burmese. At the same time they are 
buying arms to fight ethnic minorities. 
Members of the ruling junta should realise 

Ne Win and his family will escape in 

r personal helicopter once the people 
rise up; the other junta members and their 
families will be left behind to face the anger 
of the people. The junta needs a face-to-face 
dialogue with the major opposition figures, 
leading to free and fair elections. This needs 
to be done now, or it will soon be too late. 
Sydney 'AN OPTIMIST 


Blot on pharmacists' copybook 
| read with interest the article by Mark Clif- 
ford on the South Korean doctors' feud with 
pharmacists [13 July]. In particular, I noted 
the claim that, "for 40 years pharmacists 
haven't done any harm to people." 

I worked in Kangwando, South Korea, 
in a clinic for children in the 1960s. Many 
children came with chronic illnesses such 
as TB and osteomyelitis. Many suffered 
from the side effects of drugs because their 
parents had bought them from the phar- 

y, without prescription, indiscrimi- 
nately and without the correct advice on the 
need to administer the drugs, especially 
intibiotics, correctly and over a carefully 
specified period. The only control was there 
»eing enough money to buy one, two or 10 
ablets. 

The correct prescription of drugs is cru- 
tial to their effective and safe use. 
uondon FANNIE STORR 


zebu pays the price 

Nigel Holloway's articles on the problems 
aused by foreign investment in Hawaii 
3 Aug.] seem familiar to those of us living 
m the island of Cebu, Philippines. Cebu 
ised to be a vacationers' haven. But for 
he past few years, Cebu's economic 
rowth, fuelled by domestic trade and ex- 
'orts, has run above the national average. 
\s exports increased, so did contacts with 
reign businessmen. Cebu's beaches, 
heap accommodation and hospitable ser- 
ice soon complemented business trans- 
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actions. The tourism industry picked up. 

The ordinary Cebuanos, especially those 
in the middle-income bracket and below, 
thus find: 

P Food supply, water, power and telecom- 
munication utilities, and public transporta- 
tion inadequate. 

> Land prices rising astronomically, with 
housing units in short supply and rents con- 
siderably higher. 

> Public rest and recreation areas, particu- 
larly beaches, increasingly owned by for- 
eigners, mostly Japanese. 

Sadly though, it seems that the local gov- 
ernmenrt's thrust is to invite yet more invest- 
ors, rather than make a concerted effort to 
solve our social ills, and provide a higher 
quality of public service. 

Indeed, many of us feel Cebu is no 
longer ours. If this is the price of an eco- 
nomic boom, is it worth it? 
Cebu 


ERNESTO G. YAP 


Sydney group wants honour 

A group has been formed of Sydney people 
concerned for Hongkong with the object of 
stimulating Australian support for the terri- 
tory's claims on Britain in respect of the 1997 
handover to China. 

The group comprises members of va- 
rious professions, who have knowledge 
of and access to different organisations 
and institutions in Australia, including the 
media, politics and local Chinese organisa- 
tions. 

We believe that Hongkong's fellow 
Commonwealth members — Australia, 
Canada, New Zealand, India, Pakistan, the 
African countries — who enjoy indepen- 
dence and stability can and should exert 
pressure on the British Government by all 
reasonable means to act honourably to- 
wards Hongkong and afford maximum 
support and protection for the “high degree 
of autonomy" under Chinese sovereignty 
promised under the Sino-British Joint Dec- 
laration. 

We in Sydney can immediately offer ad- 
vice and assistance, within our capabilities, 
to any spokesperson or campaigner for 
Hongkong's case who seeks a support 
group or "facilitator" in Australia, and we 
welcome any bona fide inquiry in that re- 
gard. Our contact address is 902/170 Ocean 
Street, Edgecliff, New South Wales, 2027. 

(Dr) ADRIAN CHAN, ROBIN HUTCHEON, 


PETER KWAN, (Dr) MABEL LEE, 
PATRICIA PENN 


Sydney 


Correction 

In Local anaesthetic (REVIEW, 17 Aug.) it was 
incorrectly stated that Daewoo only re-entered 
South Korean car manufacturing in 1987. It 
should have said: “For most of the 1980s, 
Hyundai and Daewoo were the only companies 
permitted to manufacture passenger cars. In 1987 
Kia was allowed to re-enter the passenger car 
business . . ." 
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With Chinese 
dissidents who 

- escaped abroad after 
the 4 June massacre 

- calling for their help 
in overthrowing the 

- leadership in Peking, 
the 30 million 
Overseas Chinese 
around the world are 
EL being urged to form 
a political base in the same way their 
forefathers did for Sun Yat-sen and the 
republican movement early this century. 
Yet while the ties of blood have 
undoubtedly been stirred, the Chinese 
outside China are reacting in disparate 
ways. As deputy arts and society editor 
Lynn Pan writes, they are split by exposure 
to different ideologies, and integrated to 
varying degrees into the cultures of their 
adopted countries — as Paul Handley in 
Thailand and N. Balakrishnan in Malaysia 
help illustrate. In the US, writes Washington 
bureau chief Susumu Awanohara, the 
dissidents-in-exile face division between 
those who seek the overthrow of the 
Chinese Communist Party and those who 
still see reform possible from within. In 
Hongkong, reports Emily Lau, pro- 
democracy activism is wilting under 
Peking’s threats, while Lincoln Kaye 
reports that Chinese nationalists in Taiwan 
find young dissidents still conditioned into 
refusing their "tainted" support. 16 





Cover illustration by Michael McKeever. 


IN TELLIGENCE 


Peacekeeping Force 

An 11-nation UN military team which 
recently visited Cambodia to examine 
prospects for monitoring the promised 
Vietnamese troop withdrawal at the end of 
September and the military situation of the 
four warring Cambodian factions, has 
concluded that the job would need a 
6,000-man UN force. This is a much larger 
force than previously envisaged. Although 
the team has been saying little to the press 
about its mission, it is also understood that 
an initial UN force of only 150 men could 
be mustered in the short timeframe 
between now and the Vietnamese 
withdrawal. The 6,000 figure was arrived 
at when the difficult task of monitoring all 
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Kaifu kerfuffle (12). 


Regional Affairs 


Afghanistan : Mujahideen 

With the mujahideen interim government 
on the verge of collapse, various rebel 
factions have secret talks with 
elements in the Kabul regime 10 


Thailand : Politics 

Even as Prime Minister Chatichai 
completes a successful first year in office, 
military leaders warn that the army must 
retain a role in politics 11 





Japan : Cabinet 

The conservative government will 
operate in a more tricky parliament, 

as the opposition-controlled upper 
house can force it to seek help in 
passing much legislation. Meanwhile, 
the new Kaifu cabinet gets off to a shaky 
start 12 


four factions plus the Vietnamese in 
difficult terrain and the poor infrastructure 
was taken into consideration. 


Trading with the Enemy 

The US Government is preparing slowly 
for normalisation of trade relations with 
Vietnam, which have been long 
suspended under the Trading With the 
Enemy Act (TWEA). Wick Torrison, a 
private trader who has been given written 
authorisation from the Treasury 
Department to engage in “informational 
media” trade with Vietnam, has agreed 
with his Vietnamese counterpart to 
exchange “everything from books, 
newspapers and movies to calendars.” 
This follows the US Congress’ decision in 
late 1988 to deprive the president of his 
authority to restrict free flow of information 
between the US and countries covered by 
the TWEA. However, government officials 
also have been particularly receptive to US 
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"5 China : Education 


Authorities intensify political education 
in universities to stem the tide of 
student disaffection with party 
ideology 13 


Taiwan: KMT 

The ruling KMr shows signs of losing its 
grip over the island's political system 
following two embarrassing 
confrontations, one within the party itself 
and the other with increasingly vocal 
dissidents 15 


Indonesia : Politics 

The increasingly effective lobbying of. 
donors by non-governmental groups 
concerned about human-rights issues 
draws a warning from President 
Suharto 23 


Mongolia : Nationalism 

As the Soviets wind down their long- 
standing involvement in Mongolia, the 
country grapples with restructuring and 
experiences an upsurge in nationalism 24 


Philippines : Foreign Affairs 

President Aquino doles out plum 
diplomatic postings to officials ousted fron 
her administration under political 
pressure 27 


Burma : Communists 

The collapse of Burma's communist party 
now appears complete, with its senior 
cadres encouraged by China to retire 
quietly in Kachin-held territory and the 


businessmen's complaints that they were 
falling behind their counterparts from 
other Western countries in Vietnam trade 
Many other US businessmen, including 
members of the American Chamber of 
Commerce in Hongkong, have been 
discussing deals with the Vietnamese and 
US officials have been "encouraging." 


Coming to Beef 


Canadian diplomats are fuming at their 
exclusion from selling beef to South Kore: 
Under a restrictive import system, where 
whimsical quasi-government agency 
controls all imports, only US and 
Australian firms have been invited to bid i 
the latest tenders. Canadian Trade 
Minister John Crosby is likely to raise the 
issue during his scheduled 19-23 
September visit to Seoul. Canada has had 
15% of the imported beef market since 
Seoul began limited imports in mid-1988. 
The tender procedures have generally 
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dispersal of its fighting units among 
various anti-communist minority 
factions 28 


Arts and Society 


Australia: Tourism 

Trouble has come to Surfers Paradise as 
the once homely resort tries to cope with 
rapid development and beach erosion 30 


immigration : Crime 

From Los Angeles to Melbourne, 
Vietnamese gangs are the dark side of the 
-spora of refugees 31 


Where to put your money 


This month wrPYM looks at Asian-focused 
country funds, fine art versus equities, 


property bargains in the US, and 
electronics stocks in Tokyo 


Equity funds : Nice little earners 42 

Fine art : High quality earnings 44 
Philippine stocks : Bargain basement 46 
Property : Uncle Sam's sell-off 47 

Tokyo market: Power plays 48 


Business Affairs 


South Korea: Indus 

Hitachi helps South Korea's Goldstar 
become a major manufacturer of 
microchips 50 


| 


favoured US and Australian companies, 
probably reflecting their governments’ 
more assertive diplomatic posture on the 
issue. Both the US and Australia have Gatt 
complaints outstanding; Canada does not. 


Non-Aligned Dilemma 
Indonesian officials — 


have offered a less i2, 

o sri e i 
than unanimous WER 7 —- 
response to 2 £ 
Singapore's offer to XE 


host US military 
facilities. The official 
view is that since the 
offer is far from 
becoming a reality, it 
is too early to 
comment on the move. But several 
high-ranking Foreign Ministry officials 
have privately expressed strong 
reservations. However, military sources 
have let it be known that they would not 





Suharto. 
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YAHI NYOBON 


China : Economies 
Private entrepreneurs come under 


pressure 51 


Australia : Companies 

BTR Nylex, a plastics, packaging and glass 
manufacturer, targets East Asia as an area 
for future growth 52 


India : Companies 

Economic liberalisation under Prime 
Minister Gandhi gives India's Tata group 
a new lease of life 56 


Australia : Budgets 

Treasurer Paul Keating holds out little 
hope of lowering record interest rates in a 
cautious budget 64 


Indonesia : Commodities 

Top palm oil trader PT Mindo opens a 
London office in a bid to secure a larger 
share of overseas markets 64 


Japan : Markets 

The Ministry of Finance drops hints that a 
20% withholding tax on dividends may be 
abolished 65 


Philippines : The Law 

The Presidential Committee on Good 
Government renews efforts to prosecute 
Marcos crony Lucio Tan 66 


Thailand : Banking 

Bangkok's successful debut issue in the 
Yankee bond market is likely to prompt 
other Southeast Asian governments to tap 
the market 66 


necessarily object to the move. The issue 
comes at an awkward time for Indonesia 
which is again actively lobbying for 
leadership of the non-aligned movement 
(NAM), which changes in 1992. Just a 
month before President Suharto attends 
the NAM meeting in Belgrade, officials are 
having to balance the preservation of a 
semblance of cherished Asean unity 
against the need to polish up their NAM 
credentials. 


Gathering Intelligence 

The Japan Defence Agency is taking the 
opportunity of the planned move of its 
headquarters from one part of Tokyo to 
another in 1993, to start work on combin ing 
the intelligence sections of the agency itself 
and of the three armed services, into a 
single "intelligence headquarters" building 
in the new compound. Past rivalry among 
the different armed services had 
sometimes blunted the military intelligence 
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effort and it is hoped that putting the four 
groups into one building will make 
intelligence gathering more efficient. 


Assessing Eligibility 

The World Bank will send an economic 
mission to Vietnam before the end of this 
month to assess prospects in the country’s 
agriculture, energy and transportation 
sectors. This follows a recent mission from 
the International Monetary Fund (IMF), 
which hopes to be able to declare Vietnam 
again eligible for IMF finance — provided 
Hanoi can arrange around SDR 100 million 
(US$128.18 million) of bridging loans from 
commercial banks to enable it to repay 
arrears due to the IMF. The IMF mission 
followed Vietnam's progress in cutting 
inflation and reducing subsidies. The 
World Bank also has been encouraged 
enough by the progress to recommence 
activities in Vietnam, subject to the 
findings of its own proposed mission. 


REGIONAL AFFAIRS 





AFGHANISTAN 


Mujahideen hardliner plots with Kabul army leaders 


The tug of tribalism 








By Ahmed Rashid in Islamabad 


ith the divided mujahideen in- 

terim government on the verge 

of collapse, and US and Pakis- 

tan hopes of a guerilla military 
victory virtually ruled out, at least two and 
possibly more rebel factions have held secret 
talks with elements of the Moscow-backed 
Kabul regime. Ideological differences be- 
tween Islam and communism have taken à 
back seat as groups on both sides line up 
with tribal and ethnic allies, fuelling fears of 
growing anarchy in Afghanistan. Mean- 
while, Iran has moved significantly closer 
to the Soviet position and now is willing 
to talk to President Najibullah's govern- 
ment. 

Western and senior Pakistani diplomats 
said that Gulbuddin Hekmatyar, leader of 
the fundamentalist Hizbe Islami 
group, met with senior army officers 
belonging to the Khalq faction of the 
Afghan regime outside Kabul last 
month. Sources said they discussed 
the possiblity of a Khalq-led army 
coup against Najibullah, which 
would be backed by Hekmatyar. 
Western diplomats said that last 
month's temporary disappearance of 
the Afghan Defence Minister Lieut- 
Gen. Shahnawaz Tanai, a leading 
Khalqi, and the surveillance of about 
eight Afghan generals, was a move 
by Najibullah to pre-empt such a 
coup. Although Tanai has reap- 
peared in public, Kabul is reported to 
be tense. 

Khalqi officers, who dominate the 
army and remain bitterly opposed to 
Najibullah's Parcham faction of the 
ruling People's Democratic Party of Af- 
ghanistan, are largely Ghilzai Pathans from 
eastern Afghanistan and advocates of 
Pathan nationalism. Hekmatyar and his 
commanders are also Ghilzais. Currently, 
because of the alleged massacre by his party 
of 30 guerillas from a rival group, the US has 
suspended arms shipments to him and 
though he is foreign minister of the interim 
government, Hekmatyar has been denied 
entrance to the US, said diplomatic sources. 
While he still receives funds from Saudi 
Arabia, a Khalqi coup in Kabul currently of- 
fers the only route to power for him. In 
Peshawar early this month he publicly ex- 
pressed his support for a Khalqi coup, 
though the six other parties in the interim 


10 


government turned down in July his pro- 
posal to support such a coup. 

Pir Ahmed Gailani's moderate National 
Islamic Front of Afghanistan (Nifa) has also 
had contacts with Kabul. One of Gailani's 
relatives secretly met Najibullah three 
months ago, to explore the possibility of 
forming a government with the former king 
Zahir Shah, according to Nifa and diploma- 
tic sources. Nifa and many senior Parchamis 
including Najibullah are associated with the 
Durrani Pathans, who supplied Afghanis- 
tan's rulers before the communist coup of 
1978, and are bitter rivals of the Ghilzais. 
Ghilzai Pathans of both the Khalq faction 
and the resistance hate the idea of again 
being ruled by Durranis. However, Zahir 
Shah has refused to return to Kabul as long 
as Najibullah remains president. 

Thus, with a rebel military victory consi- 





Captured government soldiers: growing anarchy. 


dered a remote possibility and the interim 
government bitterly divided, elements in 
the resistance are attempting to get together 
with their tribal and ethnic allies in the Kabul 
regime in a spate of intense political ma- 
noeuvring. This would appear to leave out 
important Afghan minorities such as the 
Tajiks and the Hazaras, who lack status or 
numbers in the power élite, but have mili- 
tary prowess. 

However, there has been intense but un- 
confirmed speculation that the Tajik com- 
mander Ahmed Shah Masud also has cut a 
secret deal with Kabul to allow food and 
arms convoys from the Soviet Union to 
reach Kabul through the strategic Sallang 
highway. Afghan sources said that Masud 
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has categorically rejected the interim gov- 
ernment as being unrepresentative, though 
he will not give up the holy war against the 
Kabul regime. 

Likewise the Hazaras, who are Shia 
Muslims and are backed by Iran, already 
have rejected the interim government and 
have moved much closer to the Moscow- 
Kabul position for a peace settlement. The 
minorities are nervous about any future 
government dominated by the Path 
who form 60% of the Afghan populatioi.. 

This highly complex and bizarre situa- 
tion in the current Afghan war leaves the 
Washington-Islamabad line of a mujahideen 
military victory even more difficult to 
achieve. "The interim government is an ab- 
solute and utter disaster. It has collapsed 
and we must look for alternatives,” said a 
senior Pakistani official in the first admission 
. that Pakistani policy has failed. "The 
* present political stalemate can only 

make things worse for Pakistan and 
the mujahideen,” said another Pakis- 
tani official. The interim government, 
formed in February, was largely 
bulldozed through by Pakistan': 
military intelligence. 


here is strong criticism from 
within the Pakistani civiliar 
establishment of Prime 
Minister Benazir Bhutto fev 
letting Afghan policy drift. Se 
officials said she had taken no in. 
terest in exploring new initiatives tc 
bring about a broad-based govern 
ment in Kabul and peace. However 
with the continuing conflict in Pakis 
tan between Bhutto, the army anc 
the opposition, nobody really know: 
who is formulating Afghan policy. The com 
mon assumption is that Bhutto's fragik 
domestic position demands that she take: 
the prevalent hardline on Afghan policy 
from Washington and the army. The US 
Pakistan position also has been severeh 
undermined by the success of recent Sovie 
overtures to Iran and the Iran-based eight 
party alliance of mujahideen. 

Soviet Foreign Minister Eduard She 
vardnadze arrived in Kabul early this montl 
on an unexpected visit to brief Najibullal 
about his talks with Iranian leaders. Afte 
meeting his Iranian counterpart Ali Akba 
Velyati in Teheran, the Soviet Union calle 
for a ceasefire in the war, beginning an intra 
Afghan dialogue and further talks on th 
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need for an international peace conference 
on Afghanistan. This moved lran even 
closer to the Soviet position on Afghanistan. 
The US, Pakistan and the Pakistani-based 
mujahideen have long rejected all these 
Soviet proposals. Western diplomats in Is- 
lamabad said that Iran has moved as close as 
it can to Kabul without actually legitimising 
Najibullah. 

However, in recent editorials, the gov- 
ernment-controlled English language daily 
newspaper, the Teheran Times said Iran 
should consider direct talks with the Kabul 
regime and described Najibullah as an Af- 
ghan patriot and nationalist. The Iran- 
based mujahideen also have increased 
their support among the Pakistan-based 
guerillas, after the recent announcement 
that three small and independent guerilla 
parties based in Peshawar have allied them- 
selves to the Iran-based rebels. These in- 

` `e Harakat Islami, led by Maulvi Man- 
, Which is particularly effective in Kabul 
itself. 

The dilemma for US-Pakistan policy is 
that the component parties of the interim 
government they support are themselves 
calling for its dissolution. Hekmatyar has 
called for dissolving the interim government 
and for elections among the 5 million Af- 
ghan refugees and Afghans living in liber- 
ated areas to choose a new government. He 


said the interim government had lost the 
confidence of the Afghans. The moderate 
guerilla parties, particularly Nifa, have taken 
no interest in the interim government and 
are still intent on calling for a Loya Jirga 
(Grand Tribal Council) that would ease the 
way for Zahir Shah to return to Afghanistan. 
The interim government also has failed to 
win endorsement from any prominent 
guerilla field commander. 


he war on the ground is increas- 
ingly becoming what one Western 
diplomat called “a phoney war" 
with little fighting but intense mis- 
sile attacks from both sides. In the past six 
weeks, the Kabul regime has fired off some 
400 Scud missiles on guerilla positions while 
the guerillas have fired some 280 rockets on 
Kabul, killing 160 people and injuring 500. 
Reports from Kabul suggest that these mis- 
sile attacks have considerably antagonised 
the population of Kabul, but with the unwil- 
lingness of guerilla commanders to launch 
attacks on cities, the missile offensive re- 
mains the only way the mujahideen can 
maintain pressure on the Kabul regime. 
Responding to the current crisis, UN Sec- 
retary-General Javier Perez de Cuellar has is- 
sued his third appeal this year for peace in 
Afghanistan. Expressing his grave concern 
at the escalation in the fighting, he said the 





THAILAND 


Military leaders seek restoration of political clout 





By Rodney Tasker in Bangkok 
“hai Prime Minister — Chatichai 
Choonhavan's “no-problem,” almost 
lighthearted, management style has 
successfully steered his government 
through its first anniversary — much to the 
surprise of many political analysts. But a re- 
cent show of strength by the powerful mili- 
tary leadership has served as a warning that 
the army cannot be taken for granted as a 
docile political force. 

The military has underpinned every gov- 
ernment in Thailand’s modern history, in- 
cluding the eight-year administration of un- 
elected former prime minister Prem Tin- 
sulanond, who was succeeded by Chatichai 
and his six-party coalition in August 1988. 

Army Commander Gen. Chaovalit 
Yongchaiyut also gave Chatichai's govern- 
ment his blessing at its inception. But politi- 
cal observers at the time thought this may 
have been partly because it was generally 
felt that the country’s first fully elected ad- 
ministration in more than a decade was so 
shaky that it was in danger of collapsing 
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Soldiers in the wings 


under its own weight in a matter of months. 

That scenario rapidly disappeared as 
Chatichai and his Chart Thai party managed 
to work out a modus operandi with the five 
other coalition partners and rolled the coun- 
try's booming economy along a path to new 
prosperity. The style of the prime minister, a 
former cavalry major-general but a suc- 
cessful businessman in later 
years, was to treat the coun- 
try more or less as Thailand 
Inc. 

This, together with a gen- 
eral euphoria over the coun- 
try's heightened degree of 
democracy, ensured a pro- 
tracted period of popularity 
for the government. 

“We have proven that an 
elected civilian government 
can run the country," he 
said. "At least it has out- 
lasted many other non- 
elected governments of the 
past and stayed in office long 
enough to make its presence 
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Chatichai: surprise. 


Afghan people and the international com- 
munity should find a political and not a mili- 
tary solution to the problem. It is the first 
time that he has obliquely criticised the US 
administration, which is still insisting on 
waiting out a military victory by the mujahi- 
deen. 

At the end of July, Soviet-US talks on 
Afghanistan were held in Stockholm, 
but there was no agreement between the 
superpowers with both sides sticking to 
their respective positions. The US still insists 
that the mujahideen will be “militarily as- 
cendent by the end of the year,” while the 
Soviets want a ceasefire and immediate 
talks. 

But the attempts by several of the 
mujahideen factions to engage in secret talks 
with various elements of the Kabul regime, 
despite their public rejection of any negotia- 
tions, could prove disastrous. Sheer anarchy 
seems a likely prospect as guerilla groups 
cut separate deals with factions in Kabul but 
are unable to form a government which 
commands broad enough support. “There 
is a crisis of legitimacy in Afghanistan and 
Zahir Shah is the only national figure who 
could possibly cut across the divide,” said a 
Pakistani diplomat. However, the former 
king is only prepared to act if there is an in- 
ternationally backed peace process and 
there is still no sign of that. s 


felt and initiate new policies." Chaitchai re- 
ferred to his period in power as the "golden 
age of the Thai economy," with GDP growth 
expected to bubble along at nearly 10% this 
year, exports up by 27% on last year's fig- 
ures and prices of rice and other agricultural 
exports reaching comfortable levels. 
Other economic achievements Chatichai 
listed were the raising of civil service salaries 
and two increases in the minimum wage, 
the encouragement of rural industries and 
massive spending on infrastructure and 
other investment-oriented development. 
The budget was also running at a surplus, 
he said. 
Politically, a system of "mobile" cabinet 
meetings held in different parts of the coun- 
e try had brought central gov- 
5 ernment to the rural masses, 
security problems had re- 
laxed enough for an amnesty 
bill to be passed, freeing al- 

i leged communists and other 
subversives from detention, 
and parliament had agreed 
on legislation allowing the 
elected house of representa- 
tives speaker to take over 
as parliamentary president 
from the speaker of the ap- 
pointed senate. 

On foreign policy, 
Chatichai's radical move to 
change Thailand's previous 
hardline attitude towards 
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area as a marketplace rather than a 
battlefield appears to have reduced regional 
tensions. Thai businessmen, always upper- 
most in the prime minister's mind, have par- 
ticularly welcomed the prospect of state 
backing for doing business with the Viet- 
..namese, Lao and eventually the Cambo- 
..dians — all of whom were previously 
_ thought of more as enemies than business 
|. partners. 

_ Few could quibble over such a record, 
_ though Chatichai did not mention a worry- 
. ing spiral in consumer goods prices, which 
- ds hitting particularly lower-paid, white- 
collar workers, and the fact that mobile 
cabinet meetings have yet to lead to a sub- 
-stantial flow of funds to the country's poorer 
'rural areas. He also failed to mention rela- 
‘tions between his administration and the 
military. 





































olitical analysts suspect that certain 
elements in the military leadership 
Bare frustrated with the back-seat poli- 
tical role they have been engineered into by 
othe civilian government's evident stability 
‘and popularity. Having endorsed the ad- 
- ministration at the outset, it is thought they 
want more of a say in charting the country's 
` political destiny. And some military leaders, 
including Chaovalit, are understood to nur- 
-ture their own political ambitions and are 
- not happy at the prospect of sitting out the 
ext three years of Chatichai's term. 
. One political source even felt that “politi- 
àl tension is now rising," following the dis- 
play of military clout on 7-8 August. At that 
time, some 1,000 army officers gathered in a 
Bangkok hotel to protest against remarks 
- made by one of Chatichai's senior policy ad- 
| visers, Sukhumbhand Paribatra, who had 
ndirectly retorted to a complaint by 
Chaovalit about corruption in the govern- 
ment and had called on the army to be more 
professional and less political (REVIEW, 17 
Aug.). Sukhumbhand, a respected acade- 
mic who advised Chatichai mainly on for- 
eign policy, was forced to resign and has 
been lying low. | 
- . Since then, Chatichai has told his coterie 
of six young advisers not to be so out- 
|. spoken, political sources said. The advisers 
|. were noticably absent from a first anniver- 
~ sary party hosted by Chatichai at his resi- 
....dence, which was attended by Chaovalit 
|. and other senior officers. Some of the advis- 
= ers, including the prime ministers son 
_. Kraisak Choonhavan, are known to have 
forthright views on the military’s place in 
modern Thailand. Until now, the advisers 
are thought to have played an important 
role in helping Chatichai draw up policies. 
^We are an alternative information route," 
chief adviser Pansak Vinyaratn told a Thai 
newspaper recently. 
. However, a prevalent view in the mili- 
tary leadership is that the advisers are some- 
what radical young academics who should 
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who are taught to view radicalism with a 
wary eye, but one military source said 
Chatichai had gently warned Chaovalit not 
to allow any of his senior officers to interfere 
too directly in his administration. _ 

Chaovalit’s political philosophy, which 
he has voiced several times in the past, con- 
fuses those trying to get to grips with his po- 
litical gameplan. The army commander has 
talked about a “democratic revolution,” 
starting with a settlement of the struggle 
with the now emasculated Communist 
Party of Thailand and ending with what 
amounts to a national socialist programme. 
His recent jibes about government corrup- 
tion are seen by analysts as a veiled attack on 
Chart Thai-style, business-oriented politics, 
prompting Chatichai to say in his television 
message that if he was given evidence of cor- 
ruption he would not exempt anyone from 
punishment. 

Security agencies are reportedly taking 
seriously anonymous bomb threats, follow- 
ing the Sukhumbhand affair, directed at 
Chatichai and Interior Minister Pramarn 
Andireksarn, the prime minister’s brother- 
in-law and a key Chart Thai minister. The 
threats followed a recent Claymore mine at- 
tack in the city of Nakhon Ratchasima in 
which logging tycoon and Chart Thai finan- 
cier Ang Thong was killed, along with a 
dozen others. There have been no arrests. 

If the Chart Thai party is being targeted, 


oo much. That n ay it would mesh with reports t at som 


tary circles are agitating for a ruling coalition — 
shakeup, to exclude Chatichai’s party. In 
this context, analysts had been watching a 
prolonged exercise to choose the new police 
director-general, to replace retiring Gen. 
Pow Sarasin. While Pow had made it 
known that he would like to be succeeded 
by one of his deputies, Gen. Serm Charurat, 
Pramarn, whose ministry controls the police 
force, was adamant that another deputy 
chief, Gen. Sawaeng Thirasawat, be chosen. 
Sawaeng was selected by the police com- 
mission, headed by Pramarn but excluding 
Pow. But the final decision in favour of 
Sawaeng was with the cabinet, even though 
Pramarn had said he will remain with the 
choice of Sawaeng whatever the cabinet de- 
cided. Sawaeng, who at the age of 57 has 
three more years until retirement, is de- 
scribed by a political source as the "darling of 
the Chart Thai party." There is speculation 
that his appointment will upset political — 
ponents of Chart Thai — and even otner | 
parties in the ruling coalition — because it - 


means another influential area will becomea  . 


bastion of the ruling party. E 

Pow, on the other hand, is said by police 
sources to have wanted Serm, 59, to have a 
year as police chief because the two are 
close, and he would have been able to have 
retained influence over the police force 
through him. Pow, a brother of Social Ac- 
tion Party Deputy Prime Minister Pong Sara- 
sin, is particularly friendly with Chaovalit. ™ 





JAPAN 


Socialists positioned to score parliamentary points 


Diet of discord 


ruling Liberal Democratic Party (LDP) 

has breathed new life into the coun- 
try’s two-chamber parliament. The party's 
defeat in July’s upper house election has 
provided a foretaste of difficulties to come 
when parliament reconvenes in September 
to debate political ethics and tax reform. 

The vote for prime minister is normally a 
procedural. affair in which parliament rub- 
ber-stamps the choice already made by the 
LDP for party president. This time, though, 
the two houses voted in favour of two differ- 
ent people; the lower House of Representa- 
tives for Toshiki Kaifu of the LDP, the upper 
House of Councillors for the Japan Socialist 
Party (jsp) leader, Takako Doi. A joint com- 
mittee of the two bodies was then set 
up and failed to agree, so in. accordance 
with the constitution, the choice of the 
lower house was given precedence. It was 


T he collapse in the fortunes of Japan's 


the first time this had happened since 1945. 
There was never any doubt that Kaifu 
would become prime minister, because the 
LDP still has a large majority in the lower 
house. But it was a big embarrassment for 
the government and sets the scene for par- 
liamentary battles to come. The main oppo- 
sition parties are planning to use their upper 
house majority to introduce a bill next 
month to repeal the consumption tax, one of 
the most important pieces of legislation 
pushed through by the LDP in recent years. 
Under the constitution, if a bill passed by 
the upper house is rejected by the lower 
house, it is automatically killed. The LDP can 
thus rely on its majority in the more power- 
ful chamber, but the process could prove 
highly damaging. It was the LDP's use of its 
majority to impose the tax in the first place 
that has undermined its popular support in 
recent months. The LDP is expected to fight 
hard to prevent the bill from reaching the 
lower chamber, by trying to sow disunity 









within the opposition. 

Although the upper house is constitu- 
tionally inferior, the LDP is likely to have 
great difficulty in dealing with it for years, 
not just weeks, to come. Pollsters already 
predict that the LDP will not regain its lost 
majority in the upper house when the other 
half of the seats come up for election in three 
years' time. 

The upper house cannot block passage of 
the budget or international treaties for more 
than 30 days, but its power over legislation is 
much greater. Any bill rejected by the upper 
house can be tabled again in the lower 
chamber, but it requires a two-thirds vote in 
the latter to pass it. No party has ever en- 
joyed such a big majority. The LDP would 
need to form an alliance with some of the 
opposition parties — which are currently 
grouped against it in the upper house. 

While they scent power, life is also get- 
tine difficult for the |JsP and the other opposi- 

parties. At the moment, five of them — 
uie JSP, Komei, the Democratic Socialist 
Party (DsP), Rengo and the United Social 
Democratic Party (USDP) — appear united on 
tabling a bill to repeal the consumption tax. 
But they are unlikely to agree on how to re- 
coup the revenue lost. 

The opposition parties could not even 
compromise on the favoured candidate for 
prime minister. In the upper house, DSP 


members voted for their chairman, Eiichi 
Nagasue, in the first round of balloting, and 
in the run-off between Doi and Kaifu, left 
ballot sheets blank rather than vote for Doi. 

The reason was that a wholehearted en- 
dorsement of the the jsp leader would make 
it look as if the DSP was being swallowed by 
the larger socialist group. But if the two 
socialist parties can bury at least some of 
their differences, which are mostly over de- 
fence policy, there would be less and less 
reason to stay separate. 

Real power seems closer to the opposi- 
tion because the new cabinet chosen by the 
LDP does not seem to have re- 
stored the party's credibility. 
There was a clean sweep of 
the ministerial posts, but the 
distribution of jobs con- 
tinued to reflect the balance 
of power among the main 
factions. 

Indeed, Kaifu was seen to 
have had little influence on 
the final choice. He is said 
to have wanted to appoint 
one of his rivals for the 
party presidency, Yoshiro 
Hayashi, to a senior position, 
but this was blocked by the 
mainstream factions. Kaifu 
asked two diplomats, includ- 
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Political education ts set to return to universities 


Top Marx 


By Robert Delfs in Peking 


N Y hinese authorities are intensifying 
Marxist training on university cam- 
puses in a bid to halt the disaffection 

of students with party ideology. But unlike 
previous short-lived campaigns to tighten 
political standards, there are clear indica- 
tions that some party and academic leaders 
are seeking to expand these measures and 
re-impose political tests as a criterion in uni- 
versity admissions, faculty hiring and selec- 
tion of candidates for overseas study. 

All university students are to receive a 
month of political indoctrination, and the in- 
coming freshman class at Peking University 
will be required to take an entire year of poli- 
tical instruction under military supervision, 
sources in Peking said. Most of the 35,000 
students beginning graduate school in the 
liberal arts and social sciences this year will 
also have to work for a year in factories and 
villages before continuing their education, 
the China Daily reported. 

Special self-criticism sessions are being 
conducted on several campuses in Peking. 
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Students and recent graduates have been re- 
quired to study party documents and write 
confessions of their thoughts and acts dur- 
ing the period of "turmoil and riots," a refer- 
ence to the May-June pro-democracy agita- 
tion. But at least some of the students who 
participated in the study sessions have been 
"slow in making an ideological turn," the 
People's Daily said. 

The new emphasis on Marxism is certain 
to affect the morale of China's embittered in- 
telligentsia. If political tests for student ad- 
missions, job allocation and faculty hiring 
are brought back, these could further 
weaken China's higher-education system, 
which has not fully recovered from the rav- 
ages of the Cultural Revolution. 

"Putting grades first" and reliance on in- 
tellectual development as the sole standard 
in determining admissions, scholarships, 
academic prizes and selection for overseas 
study is a "deviation," said Xu Jialu, vice- 
chancellor of Peking Normal Teachers Col- 
lege, writing in the current issue of Liaowang 
magazine. The cause of this deviation, he 
said, is that after the "smashing of the Gang 
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Kaifu: little influence. 


ing the current ambassador to Washington, 
Nobuo Matsunaga, to become his foreign 
minister, but they refused, apparently on 
the ground that Kaifu's administration was 
likely to prove short-lived. 

For the first time, two women were given 
cabinet posts, in a belated attempt to counter 
Doi's successful "Madonna" strategy of gar- 
nering the female vote. This has not helped 
the LDP much, because the media made 
greater play of the fact that five ministers (in- 
cluding Kaifu himself and the new finance 
minister, Ryutaro Hashimoto), and two 
new party leaders had received money from 
the scandal-tainted Recruit 
company. 

As if to underline the 
mistrust felt by the Japan- 
ese for their top politicians, 
the Nagoya Times report- 
ed that Kaifu had fathered 
an illegitimate daughter 
many years ago. The news- 
paper, which circulates in 
Kaifu's constituency, was 
forced to publish a retrac- 
tion almost a week later. 
But a few months ago, the 
media would probably not 
even have considered pub- 
lishing this kind of 
scuttlebutt. a 


of Four, some comrades improperly used a 
bourgeois standpoint in criticising [the late 
party chairman] Mao Zedong’s mistakes.” 

Xu and other Marxist academics advo- 
cate that universities should employ strict 
ideological criteria, particularly in admis- 
sions and the selection of candidates for 
graduate and overseas study. 

"Institutes of higher learning must stick 
to a socialist orientation and properly re- 
solve the issue of what kinds of people the 
college is to foster," Vice-Minister of Educa- 
tion He Dongchang said in Wuhan on 6 Au- 
gust. “There is in fact contention for success- 
ors between us and the bourgeoisie, and it is 
sometimes very acute." 

Extreme leftist academics also apparently 
believe that it is necessary to impose tighter 
ideological control over faculties and to 
purge politically unreliable teachers. "Why 
is bourgeois liberal ideology so prevalent 
among our best students and graduate stu- 
dents at our top universities? Why is it that 
we 'sow dragon seeds, but only reap biting 
fleas?” asked Zhou Xincheng, vice-director 
of graduate studies at the People's Univer- 
sity, in another article in Liaowang. 

The problem, said Zhou, is that academic 
advancement currently depends entirely on 
writing books, publishing articles and teach- 
ing, but there are no political requirements. 
"We cannot let people who are politically 
unreliable be teachers. We should reduce 
the ranks of professors and not foster politi- 
cal opponents." a 
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Korean dissidents arrested 
as they re-enter South 


> South Korean student activist Lim Su 
Kyong and Roman Catholic priest Moon 
Kyu Hyon defied the Seoul government's 
warning and crossed the military 
demarcation line on their return to the 
South on 15 August, the anniversary of 
Korea's division. Lim and Moon, who went 
to North Korea in July to dramatise their 
commitment to reunification of the divided 
peninsula, were promptly arrested by 
police and other security officials on charges 
of breaking the national security law 
banning unauthorised contacts between the 
two countries. Meanwhile, the Catholic 
Council for Justice announced in Seoul that 
it will fight for the right to take private 
initiatives to promote reunification. 


Japan likely to 

resume China aid 

> Japan's new foreign minister, Taro 
Nakayama, said the government was likely 
to resume aid to China frozen after the 
massacre in Peking on 4 June. “The Chinese 
situation seems to be heading for stability," 
he said, adding that he was also considering 
whether to ease restrictions on official visits 
to China. Commercial bankers have taken 
the cue to say fresh lending to China may 
resume from October. 


Douglas returns to 
New Zealand cabinet 


> Former New Zealand finance minister 
Roger Douglas will have a cabinet 
responsibility for special projects, the new 
Prime Minister Geoffrey Palmer said when 
announcing a cabinet reshuffle on 11 
August. Douglas is ranked 12th in the new 
cabinet — or eight below his previous 
position — and also has the minor portfolios 
of police and immigration. His re-election to 
the cabinet by Labour members on 3 
August helped spark the resignation of 
former prime minister David Lange on 8 
August, who had sacked Douglas in 
December 1988 over economic policy 
differences. 


US Senate wants allies 
to pay more for defence 


> Before going into recess in early August, 
the US Senate passed amendments 
expressing dissatisfaction with security 
burden-sharing among US allies. The 
amendments require, among other things, 
that President George Bush negotiate with 
Japan to have it pay 100% of the costs of 
stationing US forces there — Japan now 
pays about 40% — and prepare a report on 
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the deployment of US forces in South Korea 
over the next five years, including 
discussion of the reduction of US presence 
in that country. The House of 
Representatives is likely to agree with the 
Senate on burden-sharing when the two 
houses meet in September to discuss 
defence spending, and a tough US-Japan 
exchange is expected to ensue. 


New Bangladeshi 
vice-president 

> Bangladesh President H. M. Ershad 
has appointed prime minister Moudud 
Ahmed as the country's new vice-president, 
replacing Nurul Islam, who has retired. 
Deputy prime minister Kazi Zafar Ahmed 
has been made prime minister. The 
appointment of a new vice-president was 
widely forecast following a constitutional 
amendment in July that restricted the 
president's tenure to two five-year terms 
and made the post of vice-president an 
elective one. 


Social indicators 
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South Korea detains 

700 political offenders 

> The South Korean Government has 
detained more than 780 university students 
and labour leaders for various political 
offences during the past seven months, 
according to a survey prepared by dissident 
groups. The survey, reported in the 
Hankoyreh Shinmun newspaper on 11 
August, showed that the number of 
dissidents in detention more than doubled 
from the period under former president 
Chun Doo Hwan. Labour leaders topped 
the list of detainees, with 35.6% of the total, 
followed by students with 35.1%, it said. 
Others included school teachers fighting for 
a union movement and non-student 
dissident figures, respectively 6.1% and 
5.2%. 
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Malaysia offers military 
support facilities to US 
> Malaysia would be 
prepared to offer 
repair and other 
support facilities to 
the US military and 
has no objection to 
Singapore doing the» A" 
same, Prime Minister | 
Datuk Seri Mahathir 
Mohamad said inan Mahathir. 
interview with a US 

newspaper. However, Mahathir reiterated 
that Malaysia remained strongly opposed 
to the basing of US aircraft or warships 

in Singapore. He also said Malaysia 
supports the continued presence of 

US troops in the Philippines and that it 
would be premature for the US to pull ou: 
now. 
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Australia chooses frigates, 
New Zealand doubtful 


> After months of lobbying between rival 
shipyards, the Australian Government 

has opted to contract Melbourne's 
Williamstown to construct 10 West 
German-designed Meko 200-class frigates 
at a cost of A$4.36 billion (US$3.3 billion), 
with an option to take eight for A$3.5 
billion. The loser was the yard in Newcastle, 
New South Wales, which proposed to build 
Dutch-designed M-class frigates. The 
Williamstown bid came in at A$350 million 
below its rival. New Zealand has yet to 
decide on whether to join the project — 
increasing the order to 12 ships at a total cost 
of A$5 billion. However, the election of two 
opponents of the project to the New 
Zealand cabinet on 3 August and the 
subsequent resignation of David Lange — 
who supported the deal — as prime 
minister on 8 August, have raised doubts 
over New Zealand's involvement. 


Indonesian environment 

group loses test case 

> In what was seen as a test case, 
Indonesia's leading environmental 
pressure group lost a court battle against a 
pulp and rayon mill in North Sumatra it was 
suing for causing environmental damage. 
The 14 August court ruling in favour of PT 
Inti Indorayon Utama came as no surprise 
as itis widely believed to be owned by 
influential individuals. The presiding judge 
ruled there were insufficient grounds to 
support the Indonesian Environmental 
Forum's charge that Indorayon proceeded 
with the construction of the US$185 million 
pulp mill before obtaining environmental 
clearance from the government. 
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Political embarrassments shed doubt on KMT’s grip 





By Lincoln Kaye in Taipei 

pair of mid-Au gust political meetings 
A took a toll on the credibility of the rul- 
ing Kuomintang (KMT). The two con- 
claves could hardly have been more differ- 
ent in purpose or tone, but the message was 
the same: the KMT can no longer stage-man- 
age, as it used to, Taiwan's political scene. 

At the first meeting, held by the national 
issembly’s constitutional research commit- 
ee, more than 150 mainland-elected repre- 
wntatives served notice on Taiwan's Presi- 

Lee Teng-hui that they had no inten- 
10n of retiring soon. The elderly mainlan- 
lers — average age well over 70 — have 
een in office since 1948, the last time the 
«MT was able to conduct all-China elections 
»efore its retreat to Taiwan. 

During nearly four decades of martial 
aw, they served as a rubber-stamp electoral 
college, dutifully returning Chiang dynasts 
is president every six years. But since the 
»olitical liberalisations of 1986, the aged as- 
semblymen and their equally elderly col- 
eagues in the Legislative Yuan (or parlia- 
nent) have proved more of a political liabil- 
ty than an asset. KMT strategists fret that 
heir continued tenure could cost the ruling 
zarty votes in island-wide elections sche- 
luled for December. 

One Taiwan-elected legislator, Lin Yu- 
siang, a rising KMT star who is seen as close 
o Lee, went so far as to suggest that the na- 
ional assembly be abolished and the presi- 
' be chosen by direct suffrage. The re- 

se from the assemblymen was unam- 
"iguous — if Lee entertained any such no- 
ions, he would face an uphill battle to wring 
| second term out of the electoral college in 
990. 

The president chose discretion over val- 
ur. After shaking hands 
vith each delegate at the 
onstitutional research com- 
nittee meeting, he delivered 
| speech in which he assured 
hem the only body that 
ould dissolve the assembly 
vas the assembly itself, add- 
ng that the representatives' 
etirement was entirely their 
wn choice. 

Not all members of the 
ational assembly were 
heered by this. Throughout 
ee's speech six Taiwan- 
lected opposition assembly- 
aen hurled themselves at a 
uman wall of plainclothes 
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Wasting assets 








military policemen in the lobby downstairs 
in a vain bid to reach the meeting hall, where 
they sought to demand the president dis- 
miss the elders. 

Lee was whisked out without meeting 
the protesters, who had to content them- 
selves with handing the veteran assembly- 
men retirement applications and a sarcastic 
"IQ Quiz,” purportedly designed to test for 
senility. They emblazoned the doorway 
with a Chinese couplet: "If Old Reps Won't 
Go, Democracy Won't Come." 

If the KMr's failure to ease out its own 
superannuated stalwarts were not suffi- 
ciently embarrassing, the next day the ruling 
party suffered a further blow to its credibility 
when outspoken critics seized the national 
limelight, despite a ban on their entry into 
Taiwan. 

The government had ample warning 
that the exiled dissidents would appear at 
j the 16th annual meeting of 

the World Formosa Associa- 
tion (WFA) in Kaohsiung. 
The group, mostly compris- 
ing overseas-based Taiwan 
independence advocates, has 
long demanded repeal of 
a “blacklist” of Taiwan citi- 
zens abroad who are barred 
from returning to the is- 
land. 

While Taipei denies it has 
such a list, officials admit 
there are 100 or 200 Taiwan- 
ese overseas whose retum 
would pose a national sec- 
urity problem. Chen Wan- 
jen, a dissident journalist 


FAR EASTERN ECONOMIC REVIEW 





vr NYDION 


convicted last month of illegal entry, claims 
the number of “blacklisted” exiles is nearer 
to 2,000, including children and grandchil- 
dren of dissidents. 


The scene was set for a showdown when - 


the WEA called its conclave in the southern 
port city rather than overseas, as it has previ- 
ously done. In the months prior to the 
Kaohsiung meeting a few other exiles slip- 
ped back into the island and lived under- 
ground before surfacing in public, much to 
the consternation of officials. 

The government initially tried to down- 
play these incidents. After her illegal entry 
conviction Chen was given a jail term — 
convertible to a fine — so light as to leave her 
free to run for election in the coming polls. 
Police blamed the entry of another exile, 
"Columbus" Lo, on a mix-up between his 
Chinese and English names on his US pass- 
port. 

But it became harder to avoid the issue of 
the “blacklist” when WEA chairman Li 
Hsien-jong and Formosan Independence 
League central committeeman Tsai Cheng- 
lung — who would presumably be towards 
the top of any such list — strolled into the 
Kaohsiung meeting in the full glare of 
publicity. So far, none of the returned 
exiles have revealed how they entered 
Taiwan. 

Officials could do little about the illegal 
returnees during the course of the four-day 
conference for fear of sparking a riot. In- 
deed, three undercover policemen were 
dragged from a taxi and beaten by the WFA’s 
own security men for tailing Li. 

That signalled the end of the “blacklist,” 
according to a cadre from the opposition 
Democratic Progressive Party (DPP), noting 

"it's a dead letter as soon as people no longer 
fear it." Other democracy advocates were 
less sanguine, fearing a quiet crackdown 
after the Kaohsiung meeting, or even the 
army's Garrison Command reasserting 
control over immigration — which it 
handed over to the Foreign and Interior 
ministries following the end of martial law in 
1987. 

However, such a move would only make 
the “blacklist” even more potent as a cam- 
paign issue for the DPP in the coming elec- 
tion. On the other hand, the most damaging 
thing the KMT could do to the opposition 
might be to throw Taiwan wide open to all 
exiles. The return of such dissident 
luminaries as former Taoyuan County 
Executive Hsu Hsin-liang or legal expert 
Peng Ming-min would only serve to divide, 
rather than unite, the DPP, one foreign ana- 
lyst suggested. 

"All they need now is another batch of 
self-important leaders on the scene," he 
said. "As it is, the DPP is all chiefs and no In- 
dians." As a precedent, he cited the feud 
that broke out between the younger work- 
ers of the "New Tide" faction and the older 
stars of the "Formosa" faction after the latter 
were released from jail in the mid-1980s. = 
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Dissidents seek Overseas Chinese help in ousting leadership 


Stirring the blood 





By Lynn Pan in Hongkong, with | 
N. Balakrishnan in Kuala Lumpur 
and Paul Handley in Bangkok 


hinese of the world unite!" Sou urges 

the 2 July edition of Democracy 

Tides, a Hongkong paper, in a clar- 

ion call against the current regime 
in Peking. 

“Chinese of the world” have heard quite 
a few such calls lately. They were asked to 
take to the streets in a global show of solidar- 
ity with the protesters of Tiananmen Square 
in May. They were urged to adopt a Gand- 
hian posture of passive resistance to China 
by a group of Chinese-Australians in New 
South Wales in June. They were mentioned 
by the old name for people of Chinese ex- 
traction, Descendants of the Yan and Yeliow 
Emperors, in the declaration inaugurating 
the All-America Chinese Students and 
Scholars Union on 31 July. 

Most compellingly of all, their support in 
setting up the China Democratic Front was 
appealed for in a manifesto signed in Paris 
on 20 July by the exiled activists Wu'er Kaixi, 
Yan Jiaqi and Wan Runnan, the Marxist 
theoretician Su Shaozhi, and the writer Liu 
Binyan. 

As always, rhetoric outstrips reality. Ob- 
viously, only a fraction of the 30 million or so 
Chinese settled in 109 of the world's coun- 
tries will rally to these calls. One has only to 
imagine the effect of Wu'er Kaixi's first tele- 
vision appearance after his escape from Pe- 
king — in the course of which he uttered the 
word zuguo, fatherland, seven times — to 
realise how widely the reactions will differ. 
The word will have no meaning for many 
because they no longer speak any Chinese. 
Others will recognise it but will be immune 
to its emotional resonance. Still others will 
feel their blood quicken. The world of Great- 
er China lacks homogeneity and has a bad 
track record for acting in concert. 

And yet, something like unity did seem 
to sweep across the diaspora as, in the after- 
math of the Peking killings, Chinese 
marchers from Los Angeles to Manila dem- 
onstrated their support of the democracy 
protesters. For a heady moment, the for- 
China-right-or-wrong kind of patriotism 
among the Chinese outside China seemed 
swamped by what the well-known political 
commentator Li Yi has described as an un- 
precedented unity of the Left, Right, and 
centre. 

Indeed, it was among the traditionally 
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pro-Peking Left, Li observed, that the pro- 
test was fiercest. The apparent unity per- 
suaded him to declare that, if yesterday's 
Overseas Chinese (who gave so generously 
to Sun Yat-sen's cause before 1911) were 
^the mother of the Chinese revolution" 
against the Manchu dynasty, today's may 
become "the mother of counter-revolution" 
against the regime in Peking. 

Now, two months after the killings, that 
unity seems less certain. For one thing, the 
Democratic China Front that is supposed to 
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rally the disparate forces into a single 
dynamic promises to be rich in fission itself; 
and not everyone is bowled over by Wu'er 
Kaixi, the exiled student leader turned po- 
pular hero. The émigré groups that had 
sprouted in France to support the Tianan- 
men demonstrators felt snubbed when, in- 
stead of inviting them to join the front, 
Wu'er Kaixi and Co. sent over to the US 
for collaborators. 

The sculptor Wang Keping, who belongs 
to an earlier generation of anti-establish- 
ment Chinese émigrés in Paris, said of the 
new "dissidents" that "they are too much 
creatures of their society to shake off their 
communist habits and attitudes." Yan Jiaqi 
and Su Shaozhi have indeed made it clear 
that the front will stop short of opposing the 





Wu'er in Paris: rhetoric. 
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Chinese Communist Party. This lessens the 
front's appeal to those who believe that 
party-power and people-power are funda- 
mentally antagonistic, and that without sys- 
temic change, any freedom won from op- 
pression will oppress in its turn. 

Prudence will prevent many other stu- 
dents from joining the front. The inaugural 
meeting of the Chinese Students Relief Or- 
ganisation, set up by Chinese students in 
Britain to support the protest movement. 
was boycotted, no doubt under pres 
from the Chinese Embassy in London, oy 
the officially sponsored Chinese Students 
and Scholars Association (CSSA). The stu- 
dents in Britain want to widen their interna- 
tional links, but the CSSA "is no longer a us- 
able form of networking," observes Simon 
Jones, the publisher of a Chinese commun- 
ity periodical invited to attend the meeting. 

All these bodies need an archetypal 
huagiao or two: open-handed Overseas 
Chinese patriots of the kind who gave 
money to Sun Yat-sen’s revolution. This 
was presumably what Wu'er Kaixi had in 
mind when he invoked Sun's famous last 
testament, "The revolution is not yet won; 
soldier on, comrades," while walking the 
well-trodden path of revolutionary fund- 
raising in New York. 


n Paris, the two main /tuagiao com- 
munities — the Teochew shopkeepers 
and restaurateurs from Indochina, ~~ 1 
the leather merchants and manufa 
ers from Wenzhou (Zhejiang province) — 
had given with a free hand to the democratic 
movement. But that was at a time of 
heightened responses, with Paris celebrat- 
ing the bicentenary of the French revolution, 
and Tiananmen and the Bastille fused in a 
synergy of fervour in the public imagina- 
tion. 

Wu’ er Kaixi and Co.'s biggest benefactor 
so far remains the Hongkong Alliance in 
Support of the Patriotic Democratic Move- 
ment in China, from which they are getting 

HK$1.2 million (US$153,800) as perhaps a 
first instalment. Added up, the donations tc 
the Tiananmen protesters by Hongkongers 
come to HK$30 million — a sum which, il 
dispensed, could make a considerable dif- 
ference to the fortunes of the expatriate 

It is basic to the reasoning of many ac- 
tivists that Hongkong's own political for- 
tunes are tied to the future of the democracy 
movement in China, and there has been 


24 AUGUST 198€ 





much talk of the territory serving as the 
"logistics base," the "bridgehead," or the 
"backup force" of the protest movement in 
China. The metropolis of the Chinese dias- 
pora, Hongkong does take some beating as 
a rallying point for transnational Chinese 
opposition to the Peking regime. 

But here, too, the torrent of public sup- 
port for the Peking protesters has de- 
bouched into many separate streams. Pe- 
king's perception of Hongkong as a hotbed 
of subversion and counter-revolution prom- 
ises to have the usual disturbing effect on 
public equanimity, but the deeper problem 
with the local protest is that it drew much of 
its impetus from an elementary tribalism, 
from a nationalistic sense of oneness with 
the Tiananmen protesters rather than from 
any democratic persuasion. A protest less of 
intent than of instinct, it has difficulty sur- 
viving as an united democracy movement, 
or channelling its energies into a campaign 

iccelerated moves to create democratic 
insututions in Hongkong itself. 

In this as in much else, Hongkong shows 
how much of its political life is determined 
by its huge neighbour. Only their lack of in- 
terest in local affairs makes Hongkongers 
seem like apolitical animals solely concerned 
with making money; seen in terms of their 
entanglement in the affairs of the mainland, 
they are intensely political. 

In this they resemble an earlier genera- 
tion of /uagiao, who were uniformly de- 
tached from the political lives of their 
adopted countries, concerning themselves 
exclusively with the affairs of the mother 
country. Today their host governments 
quite reasonably demand that they reorient 
their loyalties. Nevertheless, the old rivalry 
between the Kuomintang and Peking for 
the hearts and minds of the /nuagiao remains 
a facet of Chinatown politics in many coun- 
tries of Chinese settlement. 

“he events of Tiananmen did, it is true, 

je the long-standing Kuomintang- 
against-Peking cleavage in many Overseas 
Chinese communities. But there is more to 
the apparent unity than meets the eye. Take 
the Manila community, long a Kuomintang 
fief. The youngsters caught weeping by tele- 
vision cameras in a 300-strong demonstra- 
tion outside the Chinese Embassy in Manila 
turned out to be not /iuagiao but students 
from China studying in the Philippines. 
And the biggest rally, 2,000-strong, turned 
out to have been orchestrated by pro- 
Taiwan bodies. 

Young Chinese-Filipinos dedicated to 
the cause of integration are incensed by this, 
because it could be seen by Filipinos as yet 
another expression of the community's un- 
reconstructed Chineseness. There is cer- 
lainly something about the "Chinese of the 
world unite" calls that smacks of the old as- 
sumption that the appeal of Chinese civilisa- 
tion was universal. 

For some of the more nationalistic 
Chinese in Hongkong, whether or not one 
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answers the call has become a gauge by 
which one could call oneself Chinese. They 
forget that the licence given them by their 
British colonial government to be as Chinese 
as they like was denied their Southeast 
Asian cousins when their adopted homes 
became independent nations. The assump- 
tion that everyone should want to be 
Chinese, that every Chinese heart should 
bleed for the dead in Peking, lay behind the 
Hongkonger's disdain for the blandness of 
the Singaporean reaction. 


ut the events of Peking cannot be 
the first preoccupation of a nation 
which has deemed it so important 
to fight the irredentist tendencies of 
its population, and to prove to the world 
that it was not a "Third China." Prime 
Minister Lee Kuan Yew bluntly condemned 
the excessive use of force in Tiananmen; 
there was a run on the Bank of China branch 
in Singapore (by mostly older Chinese who 
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withdrew their savings as much out of fear 
for the safety of their money as from a wish 
to display their disapproval of China), and a 
modest protest by the Democratic Socialist 
Club of the National University of Singapore 
(which collected a few thousand signatures 
to submit to China's local trade office). But 
there were no public demonstrations in Sin- 
gapore. Nor could there be, when gather- 
ings of more than five people require a po- 
lice permit, and such permits would not 
have been granted. 

The Tiananmen "patriotic democratic" 
movement can inspire two kinds of reaction 
in the Overseas Chinese; it can touch tribal 
chords, or it can raise democratic aspira- 
tions. Depending on one's point of view, 
these responses can appear as Chinese 
chauvinism or as a challenge to authority. In 
Malaysia, incipient demonstrations by the 
Chinese community and the Malaysian 
Chinese Association went flaccid before the 
sternness of Malay disapproval. In Singa- 
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pore, letters appeared in the controlled press 
wondering how Chinese authorities could 
be expected to yield to a mob of misled stu- 
dents, and saying that for sound economic 
development, a strong government is neces- 
sary — precisely the ideology of the ruling 
People's Action Party. Feared as an exporter 
of communism in the Cold War era, China 
could cause as much discomfort to South- 
east Asian governments if its pro-demo- 
cracy activists were to be emulated by their 
Overseas cousins. 

What happens in China no longer has a 
claim on the attention and involvement of all 
Overseas Chinese. Their successful integra- 
tion into Thai life, for instance, is one reason 
the reaction of Sino-Thais has been so 
muted. Few Sino-Thais under 50 read or 
write Chinese, so the extensive coverage of 
China in the seven Chinese-language news- 
papers in Bangkok reaches only the older 
generation. The Kuomintang’s following is 
too weak to do much more than gloat. 

Besides, the Thai Government is a busi- 
ness-before-politics government, and the 
political-business community from Prime 
Minister Chatichai Choonhavan down is 
particularly close to Peking. Led by the 
prime minister himself, the most powerful 
politicians are deeply embroiled in business 
in China. Insiders say that Thailand's 
Chinese Chamber of Commerce regrets 
having published a letter protesting the Pe- 
king killings, measured as that protest was. 

Under direct or indirect pressure from 
the Chinese Embassy in Bangkok, the 
Chinese dailies have mostly toed the party 
line. The Chinese Embassy was so pleased 
with the Sino-Thais’ dociliy that they were 
rewarded with a visit — the first such visit to 
any Overseas Chinese community, local ob- 
servers say — by a high-placed Chinese 
representative whose mission it was to pre- 
sent the authorised version of recent history. 
The heir to Sun Yat-sen, if one were to 
emerge, would have to contend with some- 
thing that never bothered the father of the 
Chinese republic, the vested interests of the 
Overseas Chinese in business as usual with 
Peking. 

There is also this difference, that while 
the Manchu dynasty was ripe for over- 
throw, the game is not yet up for the 
Chinese Communist Party, if only because 
no one yet knows the rules of any other 
game. But to dismiss the Democratic China 
Front as an impotent force for change in 
China would be over-hasty. Expatriate dissi- 
dents can get up to much mischief. Not a 
great deal may have happened at the 
Maison Chinoise de la Démocratie, the 
building donated by the French couturier 
Yves St Laurent to serve as the headquarters 
of the overseas protest movement in Paris. 
But to the historically minded, it may recall 
No. 17 Rue de Godefroy, the house where a 
young Deng Xiaoping hatched what the 
Kuomintang could easily have called a 
counter-revolutionary plotinthe 1920s. m 
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CHINA 2 


Exiled dissidents split between revolution and reform 


In the land of the free 


By Susumu Awanohara in New York 


t a recent dinner here hosted by 
A prominent Chinese-American com- 

munity leaders, Wu'er Kaixi, the 
“warrior from Tiananmen Square,” con- 
cluded his moving speech by quoting Sun 
Yat-sen: “The revolution is not yet won; 
soldier on, comrades.” Wan Rennan, 
another Tiananmen “hero,” also recalled 
the support that Sun had received from 
the Overseas Chinese, and called on 
Chinese-Americans to support demo- 
cracy in China once again and thus “help 
write another new chapter of Chinese his- 
tory.” 

Indeed, not since Sun’s days and the 
years of Japanese aggression in China that 
followed, have the Chinese communities 
overseas been so traumatised by events in 
China or so moved by their common con- 
cern for that country. The immediacy of TV 
coverage of recent events no doubt contri- 
buted to this. There is a sense that things 
have gone terribly wrong and that some- 
thing must be done to save China. Many 
Chinese in the US — Chinese nationals and 
US citizens — feel the same way, as 
epitomised by displays of anger and an- 





guish at the Asian-American Arts Centre in 
the heart of New York's Chinatown. 

Numerous Chinese and Chinese-Ameri- 
can groups and individuals feel compelled 
to act, for their own reasons, to help put 
China on a correct path. They are far from 
united, however, and indeed are likely to 
splinter further once they begin defining 
their longer-term objectives and program- 
mes more precisely. For the moment 
"democracy" is the catch-all common cause. 
But it is felt that realistic political program- 
mes will have to be formulated before these 
groups can have an effect on China. 

Among groups of Chinese nationals, the 
China Democratic Front (or the "Paris 
Group"), formed in July in Paris mainly by 
post-Tiananmen massacre émigrés, has shot 
to a preponderant position, overshadowing 
all other exile groups. The group's five key 
founders — student leader Wu'er Kaixi, his- 
torian Yan Jiaqi, computer entrepreneur and 
deposed party leader Zhao Ziyang’s confid- 
ant Wan Rennan, dissident writer Liu Bin- 
yan and former head of Zhao’s Institute of 
Economic Structural Reform Su Shaozhi — 
give it unrivalled authority and glamour. 

Besides Wu’ er Kaixi, Yan and Wan, there 
are said to be as many as 80 post-Tiananmen 


exiles, including dependants, staying in 
France as exiles. But some of the Paris 
Group, and indeed the group itself, could 
end up in the US where there are an esti- 
mated 40,000 Chinese students to organise. 
The Paris Group is planning its next major 
meeting in September, probably in the US. 

Before the Tiananmen massacre, there 
were roughly 100 organisations of Chinese 
students and intellectuals in the US, based 
on and around university campuses 
throughout the country. Not all were 
against Peking. Shortly after the Tiananmen 
incident, the number of organisations 
jumped to 8,000 by one count and practically 
all condemned the incident. Hundreds of 
student communist party members have 
bolted the party, often in public ceremonies. 
The Tiananmen demonstrations and mas- 
sacre also galvanised Taiwanese and Hong- 
kong students in the US, who shared in the 
initial euphoria and then the shock and <^- 
row. 


robably the best-known and or- 
ganised exile group is the militant 
Chinese Alliance for Democracy (or 
Minlian) which is headquartered in New 
York, and publishes the monthly magazine 
China Spring. Long anathema to the Chinese 
Government, and most recently accused of 
being the “black hand" behind the chaos in 
Peking, Minlian claims a membership of 
1,000, 40 branches throughout the world 
and "secret members" in China. — . >ù 
Factionalism is a way of life among 
Chinese activists. "We all talk about unity 
but nobody will give up leadership," says a 
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Smug and smiling 


The bitter ironies of mainland China's brutally suppressed demo- 
cracy movement are hardly lost on Taiwan's ruling Kuomintang 
(KMT). After all, according to KMT Central Committee member 
and deputy Overseas Affairs director Chian Han-sheng, "we 
ourselves were the targets of an earlier so-called ‘democracy’ 
movement" which ousted the KMT from the mainland 40 years 
ago. 

The "democratic" auspices of the communist revolution, 
Chian feels, have been all too widely accepted both abroad and 
by the post-1949 generation of mainlanders. By the same token, 
the KMT's record on Taiwan — and, especially, its democratic re- 
forms of recent years — have been grossly under-reported, he 
argues. 

Hence, the extreme skittishness of exiled mainland student 
leaders about any sort of contact with KMT representatives. Star 
dissident Wu'er Kaixi recoiled in horror after he was inveigled 
into a meeting in Chicago in July with KMT Overseas Affairs direc- 
tor Cheng Hsin-hsiung. 

Such reactions are understandable, given the life-long diet of 
anti-KMT propaganda the mainland students have been fed, says 
Ma Ying-chiu, head of the Taiwan cabinet's research commis- 
sion, which is in charge of mainland affairs. After the Chicago dé- 
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bácle, press commentators here stressed the need for delicacy in 
approaching Chinese democracy leaders, lest they be tainted by 
too visible a KMT connection in the eyes of their constituencies on 
the mainland and abroad. 

Cash-rich Taiwan has even had a hard time finding takers fc 
relief funds raised by ostensibly apolitical voluntary groups he! 
on behalf of stranded mainland exchange students overseas. To 
tide them over for the next six months, Taiwan offers stipends of 
up to US$6,000 to demonstrably pro-democracy students whose 
financial support from the mainland has been cut off. 

Part of the money comes from recording sales of a Tiananmen 
commemorative ballad called The Wound of History. A collabora- 
tive effort of more than 30 Taiwan pop stars, the tape is reported- 
ly a popular item in the propaganda packages Taiwan sends by 
balloon to the mainland — where many of the singers have wide- 
spread followings. 

Royalties were earmarked for mainland students abroad. But 
most of the NT$6 million (US$233,463) proceeds remain undis- 
bursed, says KMT legislator Chao Shao-kang, who, in his private 
capacity, helped promote the recording. 

Nor has there been much enthusiasm for Taiwan’s offer of 
passports to mainland students to facilitate their stay abroad. 
More than 300 mainland Chinese have applied for the passports 
in Japan — where many illegal workers stay on student visas — 
but among genuine students in Europe and the US the response 
has been cool. 

Part of the reason may be fear of communist reprisals against 
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student leader, adding: "Unity is not 
possible, maybe not even desirable." 
But the recent attempt in Chicago at 
establishing an umbrella association 
of all Chinese students and scholars 
in the US reflected a yearning for — 
not accomplishment of — unity be- 
fore an uphill struggle. Seeing the 
charismatic pull of the travelling Paris 
Group leaders, US groups for a while 
vied among themselves, unsuccess- 
fully, to form special relations with 
the Paris Group. The Chicago rally 
managed to present a semblance of 
unity around the common cause of 
"democracy," hiding a widening 
cleavage between radical and moder- 
ate impulses. 

The Tiananmen incident has also 
politicised Chinese-Americans from 
all backgrounds, who may be vag- 

_ ‘interested in China's history and 

are but are for the most part not 
interested in its politics, and much 
less in influencing its course. Try- 
ing to organise these Chinese- 
Americans will be'the younger ones 
among them who have been touched 
in one way or another by the Asian- 
American movement, fighting for 





speak of a “pluralist” system with 
free elections — must be sought. A 
second school condemns paramount 
leader Deng Xiaoping and Premier Li 
Peng'sgovernment but maintains that 
the communist party is still legitimate 
and can be reformed from within. The 
third, a minority among activist 
students, is even more conciliatory 
towards Peking, placing the blame 
for the Tiananmen massacre on Li 
and other specific individuals but 
trusting it can cooperate with the re- 
formists even within the Li govern- 
ment. 

According to a common Chinese 
view, the activist's choice of school 
depends largely on his personal con- 
nections. If he has no friend in the 
communist party, the government or 
the Chinese Embassy (or consulates), 
he joins the first school; if he has 
friends, he will join the second or 
third school, whichever provides for 
a better future for him. But many 
have also acted against the dictates of 
personal connections; these include 
those who deserted the party and 
those who, having no friends in im- 
portant places, nonetheless quietly 


minority rights in an allegedly racist and 
bigoted US society. Some of these youth 
have visited China, only to come back dis- 
illusioned by the harshness of life and 
what they saw as the degradation of the 
individual. But the Tiananmen incident 
has galvanised them to explore ways to help 
the Chinese students and to gain influence 
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relatives of students who declare loyalty to the rival KMT govern- 
ment. Nor do the Republic of China even confer im- 
mediate right of abode in Taiwan: in line with e e 
standing policy on mainland immigrants, the students : 
iave to spend at least five years outside China and Taiwan before 
i spear irn e 

lag, Ma explains, tib ces to protect Taiwan's security 
and fend off a potential flood o mainland refugees. At the same 
time, he adds, his party and his government want to do what- 
ve He can "on humanitarian grounds" for the stranded stu- 

ts. 
The tion dilemma typifies the sort of 

Taiwan idan ister re nci esl enn 
contradictory priorities with the Tiananmen events. To justify its 
d ee its Verso ana 
circles, KMT epicted itself in the vanguard of 
China's saliva e Shan This monopoly, though, is 
strongly challenged by the emergence of an independent 
Chinese democracy movement with a high-profile leadership in 
At the same time, the abrupt plunge in Peking’ s international 
prestige odes a tempting opportunity for Taiwan to recoup a 
ittle of its lost diplomatic ground. Yet it must mute its rhetoric 
and its practical sanctions against the mainland, so as not to un- 
duly rile its massive and unstable neighbour across the Taiwan 


The KMT’s growing political maturity, Chian is convinced, can 


over US policymaking towards Peking. 

What do the various activist groups 
want, and how will they achieve their goals? 
The Chinese students were seen to be split- 
ting into three schools of thought in 
Chicago. The most extreme school holds 
that Chinese communism is bankrupt and 
an alternative political system — many now 


supported Peking. 


help it adapt to the sudden and drastic changes in the mainland 
and overseas Chinese scenes. Now that the party has come to 
terms with political pluralism in Taiwan, he says, itis in a position 
to much more credibly advocate — along with the mainland 
activists — a multi-party polity for a reunified China. 
Such an outcome need not even exclude a role for the Chinese 
Communist Party, a senior KMT source hinted, citing recent East 
Official figures showed a sharp downturn in mainland travel 
by Taiwan people from June onwards. But Taipei travel agent 
Wang Hsiou-jen reports that after a brief downturn, her 
meia males aine Mur Lcd A PONAM, He 
er holidays and China offering discount prices to lure back 
That policy t boomerang against the communists, Chian 
suspects. The eed UN Taiwanese who have visited 
China in the 20 months since travel restrictions were eased are 
"our best possible ambassadors of 'the Taiwan Experience'," as 
the KMT terms its message of growth economics and limited poli- 
tical liberalisation. | 
A similar rationale led the Taiwan Government to lift long- 


The Paris Group has not yet worked out 
where it stands in such a scheme. Some, 
with little to lose, will decide that overthrow- 
ing the communist party is the only way to 
go but others like Yan and Wan, despite 
their recent radicalisation, may give the 
party the benefit of the doubt, particularly if 


restrictions on direct postal and telecommunications 


links to the mainland in the immediate aftermath of Tiananmen 
and to announce its intention to maintain its ficial liaison 
offices in Hongkong after 1997. Although quite consonant with 
Peking's objectives, these moves were touted by Taipei as bold 
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reformists regain power and invite them 
back, experts say. 

Minlian clearly challenges the com- 
munist party's legitimacy but insists that it is 
not revolutionary (or counter-revolutionary 
as Peking brands it). Feng Shengping of 
Minlian's Washington office and key or- 
ganiser of a more broadly based lobbying 
group, the China Solidarity Committee, ex- 
plains: "The Chinese revolutionary ter- 
minology dadao [down with] implies de- 
stroying your political opponent, not mak- 
ing him resign from office; politics in China 
is a game in which losers must die. We sup- 
port a government which allows opposition 
and oppose a government which allows 
only support." 


or the moment, the activists are avoid- 
ing divisive issues such as the deter- 
mination of long-term objectives and 
es and what attitude to adopt to- 
wards Taiwan, which has emerged as an im- 
portant, if not the only, source of abundant 
and readily available political funds. The 
first stage of struggle is to campaign for the 
“lowest level of democracy," including civil 
liberties and freedom of expression, as Min- 
lian leader Hu Ping puts it in a dig at the 
communists’ claim of having achieved a 
“high level of democracy.” The second stage 
has yet to be formulated, according to Hu. 
The students have discovered lobbying 
on Capitol Hill to be an effective means of 
achieving some of their most immediate 
goals, including relaxed immigration regula- 
tions and tougher US attitudes against the 
continued crackdown in China. In fact the 
students hostile to Peking have been so suc- 
cessful in airing their views that some US 
China specialists are concerned about the 
long-term implications for overall US-China 
relations. Some Americans sympathetic to 
the democratic cause are also worried that 





effective lobbying by radical students can 
play into the hands of the hardliners in Pe- 
king, who they believe will use it as an ex- 
cuse to eliminate Zhao and other reformists. 

There is much talk of further encourag- 
ing the democratic movement in China and 
of establishing contact with disgruntled ele- 
ments within the communist party and the 
military, but hardly anybody now even 
claims to want to go back to China. “Stu- 
dents are receiving messages from parents, 
telling them not to come back. And we can't 
ask people to return to a dictatorship and 
sacrifice their lives," a stu- 
dent leader said. 

But some observers feel 
that the students' ability to 
challenge Peking — inside 
China cannot be ruled out. 
For one thing, Minlian claims 
some credit for helping dissi- 
dent academic Fang Lizhi 
and his wife to escape to the 
US Embassy in Peking. For 
another, out of the 21 most 
wanted democracy move- 
ment leaders, the Chinese 
have apprehended only four 
and two or three others have 
turned themselves in. The 
rest are now in the West, 
which makes it plausible to 
assume that there is a lot of sympathy 
for the movement and possibly even 
organisations which helped them to es- 
cape. 

A group of prominent Chinese-Amen- 
cans calling itself the "One Hundred 
Group" is being formed to support the 
democracy movement inside China and 
help Chinese students to stay in the US. Ac- 
cording to coordinator Lynn Chu, a lawyer, 
the group will be unique in maintaining a 
professional lobbying firm in Washington to 





Feng: challenge. 


recommend what is legislatively possible. 
She wants the group to take a forceful 
human-rights position and become a watch- 
dog against unprincipled lifting of US sanc- 
tions against China. In Chu's opinion, the 
US State Department should stop handling 
China with kidgloves for geostrategic 
reasons and should "deal with dissidents in 
China just as it deals with Jewish human 
rights in the Soviet Union." 

Believing that they have much to offer 
from their own experience at organising, 
some Chinese-American activists want to 
work more directly with the 
Chinese students, helping 
them to build a political 
movement in an alien land. 
These Chinese-Americans 
feel that the Chinese stu- 
dents must stop theorising in 
the abstract — either for 
psychological satisfactior 
to prove their moral rectit 
— and work out substan- 
tive programmes. They are 
somewhat impatient at the 
Chinese students for their 
use of "false symbols" (nota- 
bly the "goddess of demo- 
cracy” which they say hardly 
reflects American condi- 
tions), and at mainstream 
Americans for "patronisingly praising the 
students’ adoption of ideals that America 
does not practise." 

Another Chinese-American approach — 
to reason with Chinese leaders — is taken by 
Chen Xiangmei, better known here as Anna 
Chennault, who is a business executive, 
consultant and a prominent Republican. For 
years she has been close to the Kuomintang 
but she is also the niece of the late Liao 
Chengzhi, a top-ranking Peking official, and 
that fact has given her access and some in- 


Springtime in Paris 


Like Gandhi in South Africa, Sun Yat-sen learned his nationalism 
the sure-fire way — through sojourn in a foreign country. The 
long years he spent in Hawaii, Hongkong, Japan, and on the 
fund-raising circuit in North America, Europe and Southeast 
Asia made a patriotic semi-Overseas Chinese of him. Unencum- 
bered by a deep sense of Chinese history, he had no trouble con- 
templating an end to the 2,000-year-old monarchy. In contrast, 
his rival for the Overseas Chinese constituency, the classical 
scholar Kang Youwei, did not have the advantage of foreignness 
and went round Chinatowns soliciting support fora reformist em- 
peror (a Zhao Ziyang type) against the stick-in-the-mud Empress 
Dowager (a Deng Xiaoping figure). The reform-revolutionary 
conflict remains to be resolved by today's expatriate conspirators. 

The first of the secret revolutionary organisations Sun 
founded, the Review China Society, was established with 100 
Overseas Chinese members in Hawaii. Later, his Japanese Pan- 
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Asianist backers helped him muster the Chinese students and ac- 
tivists in Japan into organising the Revolutionary Alliance, the 
precursor of the Kuomintang, or National People's Party. 

Japan attracted the largest number of Chinese students, but 
France, with its revolutionary tradition, gave shelter to some of 
China's most famous communists. Appropriately, the expat- 
riates in Paris met at a leftwing bookshop, opened by the two 
sons of Chen Duxiu, perhaps China's first convert to Marxism, 
himself a returned student from France. Habitués included Zhou 
Enlai and Deng Xiaoping. In 1921 they formed themselves into 
the Communist Youth Party of China (later renamed the Com- 
munist Youth League of China in Europe), which had Li Lisan, 
Chen Yi, Nie Rongzhen, and Li Fuchun — all to enter the com- 
munist pantheon/demonology one day — among its 70-odd 
members. Deng proved such a dab hand at cutting stencils for 
the party organ, Red Light, that he was nicknamed Doctor of 
Mimeography. 

The Chinese Communist Party itself came into being in 
“foreign” territory, beyond Chinese jurisdiction. The founding 
con was held in Shanghai's French Concession, the favour- 
ite resort of revolutionaries and conspirators. u Lynn Pan 
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fluence in China. She hast cen in touch with 
the Chinese throughout the recent crisis in 
Peking and will visit Peking in the near fu- 
ture. 


Chennault believes that if the Chinese 
want to become one of the players in the in- 
ternational arena, they must follow certain 
rules and respect human rights. "Human 


rights are not a domestic affair," de says. At 


the same time Chennault believes she must 
be "very gentle" with the Chinese leaders. 
“We Orientals are concerned about losing 
face. Even though they have done some- 
thing terrible, if the outside world criticise 
them too much the Chinese leaders will get 
mad. We should talk to them as friends. We 
must not seek publicity," she said, conclud- 
ing: "Let the dust settle,let them look back 
and see." 

The dominant feeling among experts, 
CREE and non-Chinese, is that China' S 


are bound to heighten social and political 
tension. There is also agreement that the 
next crisis may well come with Deng's 
death, or near-death, touching off a power 
struggle among factions within the party 
and the military, 


Wh here is a vague consensus that critics 
| of Peking, and indeed even those 
who are sympathetic to Peking, 
could be doing more to ponder China's poli- 
tical future by, among other things, study- 
ing examples of other countries. Hu Ping 
and another dissident Chen Jun agree that it 
may be more realistic for China to learn from 
Eastern Europe or even Taiwan than from 
the West. 
John Zhao, formerly of the People's Lib- 
eration Ármy and now a researcher at the 
East-West Centre in Hawaii, is one of the 
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Hongkong critics hesitate under Peking’s threats 


loo close for comfort 
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By Emily Lau in in | Hongkong 
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ervour among the Hongkong Chinese 
F’ support of China's pro-democracy 

movement has dissipated under in- 
timidation from Peking, and it is questiona- 
ble whether activists will feel able to go 
beyond words in their response to calls to 
unite against the present Chinese leader- 
shi 

"The People's Daily's branding of the main 
umbrella group for protest — the Hongkong 

nce in Support of the Patriotic Demo- 
~u Movement in China — as “counter- 
revolutionary" and "subversive" has been 
taken as a warning that Alliance members 
could be arrested and charged if they set foot 
on the mainland. Peking is also understood 
to have asked the Hongkong Government 
to ban the Alliance, but this has been re- 
fused. 

The Hongkong Federation of Students, a 
member of the Alliance, was also warned by 
the official Xinhua newsagency's Hongkong 
branch, Peking's representative here, that if 
it continued to play a prominent role in sup- 
port of the "counter-revolutionary dissi- 
dents," its members would suffer the same 
fate as those of the Alliance. The students 
were also told not to go to China. 

Peking has meanwhile been reasserting 
its control over its local organisations. 
Shortly before the ion was declared 

“counter-revolutionary,” " Chinese 
Communist Party m ME ME groups, 
the Hongkong Federation of Trade Unions 
and the Hongkong Federation of Educa- 





tion Workers, quit the democracy grouping. 
Even activity within the territory is re- 
garded nervously by some. At the height of 
the protests in June, which involved many 
former mouthpieces of Peking, veteran CCP 
cadres here feared they might be taken back 
to China for punishment. The CCP is under- 
stood to have long maintained secret chan- 
nels to transport. "culprits" back to the main- 
land without going through the Hongkong 
Government, though they have not been 
used since the 1967 turmoil in Hongkong 
sparked by China's Cultural Revolution. 


s a result of the warnings, some Al- 
A liance members said they might have 
to assume a less direct and prominent 
role in pro-democracy activities in China 
and, instead, concentrate on liaising with 
Overseas Chinese. An Alliance general com- 
mittee member, university lecturer Yeung 
Sum, said the movement's aim was to use 
“peaceful, rational and non-violent” means 
to help bring about a democratic multi-party 
system in China. It did not advocate the 
overthrow of the CCP, so long as it could 
"peacefully coexist" with other political par- 
ties. 

Yeung denied Peking’s accusation that 
by providing financial support to the “fugi- 
tive dissidents,” the Alliance was meddling 
in China’s internal affairs. Under the con- 
cept of one-country, two-systems adopted 
in the 1984 Sino-British Joint Declaration, 
Hongkong Chinese were entitled to take 
part in the affairs of China. So long as those 
activities were legal in Hongkong, he did 


through economic activities and cultural ex 


AR EASTERN ECONOMIC REVIEW 












crisis is far from over; economic difficulties few Chines 


panese) in search of lessons for China. Zha 
believes in reform rather than overthrow o 
the communist p and does not clain 
necessarily that "today's Liberal Democrati 
Party [in Japan] is tomorrow's Chinese- 
Communist Party.” Yet he believes that. 
Japan is worth studying because it, like — 
China, was an East Asian country heavily __ 
influenced by Confucianism and had man- 
aged to move from authoritarianism to. 
pluralism; it had a strong ruling party which. 
allowed real opposition to coexist, even ab 
lowing differences within itself. D 

At rallies throughout the US, the Paris 
Group is still recounting the atrocities com- 
mitted at Tiananmen Square and declaring 
its determination to fight on for democracy 
But the people’s republic today is not where 
the Qing dynasty was in 1911 — yet. — a 



















not see any problem. But it would be dif 
ficult for Hongkong people to support di 
rectly the underground pro-democracy 
movement in China because of proximity 
to the mainland. Hongkong people could 
help to influence China's political culture 


changes. 
But open confrontation is favoured by 
some Alliance members, most notably jour 
nalist Ng Chung-yin. Often labelled an 
ultra-radical Trotskyite, Ng has a long record 
of involvement in political and trade union 
activities dating back to the early 1970s and 
some years ago was detained by the 
Chinese authorities for making contacts 
with political activists in the mainland. — - 
Ng said it was obvious from the Tianan- 
men massacre that Hongkong would have 
no future if China had no democracy. Since 
the majority of the Hongkong people could 
not leave after 1997, it was imperative tha 
they did their best to help China. The Peking 
regime had murdered its own people and 
had no legitimacy, and so should be over- 
thrown. Before 1997, Hongkong people 
should do everything they could to help the 
democracy movement in China. E 
A crucial test for the Alliance will be __ 
whether to take part in the China Demo- = 
cratic Front led in exile by dissident intellec — 
tual Yan Jiaqi and student Wu'er Kaba. T 
Another particular challenge facing _ 
Hongkong activists is the detention of Yao. 
Yongzhan, a Hongkong resident and a: 
Chinese citizen who was a student at Shang- 
hai's Fudan University and had played an. __ 
active role in the pro-democracy movement. - 
Arrested by the Shanghai authorities iñ- 
June, he could be charged with i oun 
revolutionary" offences. 
Yao's plight has aroused little interest 
in Hongkong, though the Hongkong Feder- 
ation of Students has taken up his case 
with Xinhua and helped him to get legal 
advice. a 
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INDONESIA 


Pressure groups warned about overseas activities 


Lobbying the donors 





By Michael Vatikiotis in Jakarta 
T he Indonesian Government has re- 








sponded to the suggestion that deve- 
lopment aid should be tied to the 
xuntry's human-rights record, by warning 
lomestic pressure groups to stop influenc- 
ng overseas opinion or face prosecution or 
'anning. Summoned on the orders of Presi- 
lent Suharto, a 12 August meeting of lead- 
rs of non-governmental organisations 
NGOs) was told by Home Affairs Minister 
` “ni that they had behaved unpatrioti- 
by "speaking ill of their country over- 
eas." 

But despite the warning, some sources 
uggested that Rudini seemed more in- 
erested in establishing a dialogue than im- 
osing restrictions, possibly reflecting the 
act that many in government value their 
inks with NGOs since they provide useful ac- 
ess to the views of young, politically in- 
'olved people. 

The government's reaction did, how- 
ver, reflect the increasing effectiveness of 
he NGOs. It was prompted by a meeting 
eld in April in Belgium, at which NGOs met 
o alert Indonesia's donors to social and en- 
nronmental problems associated with the 
ountry's development. 

"Our development is financed mostly 
rom overseas," a participant at the meeting 
old the REVIEW. "So NGOs have an active 
ole in influencing the policy process at an 
nternational level." The NGOs were anxious 

ighten donors' awareness of "people's 

apation [in development projects], en- 
ironment and development and human 
ights." 

With foreign aid accounting for most of 
he country's development budget, the 
ssue is a sensitive one. Last year's Interna- 
ional NGO Forum on Indonesia (INGI) meet- 
ng led to a confrontation between NGOs 
nd the authorities for a similar reason. 
articularly irksome for the government 
his year was a letter sent by the NGOs to 
he director of the World Bank, Barber Con- 
ble, at the end of April expressing concern 
bout the resettlement of some 1,500 
amilies from a bank-financed dam project 
1 Central Java. 

The small (30 MW) Kedung Ombo dam 
yade headline news in Indonesia in the 
arly part of this year after 7,000 people sche- 
uled for relocation refused to move be- 
ause of inadequate compensation. The INGI 
'tter also alleged that some families who re- 
ised to move were “physically beaten up 
nd their identity cards marked ex-Tapol, 
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branding them as ex-communist political 
ners." 

The World Bank and the Japanese Exim 
Bank were both involved in funding the pro- 
ject, which attracted attention in the press, 
was the focus of a rash of student demon- 
strations and became a test case for the NGOs 
of the government's commitment to local 
concerns in development. 

Embarrassingly for the government, the 
issue forced the the World Bank to send a 
special mission to Indonesia which was 
widely reported in the Japanese press and 
ultimately led to action to ensure the families 
were seen to be given fairer treatment. 

Matters came to a head when Suharto's 
attention was drawn to NGO lobbying and 
the possibility that both the World Bank and 
the Japanese Government might insist in fu- 
ture on more consideration of human-rights 
issues as a condition of aid disbursement. In 
a carefully phrased reply to the NGOs at the 
beginning of May, the World Bank express- 
ed support for the view that there was a 
need for "effective" monitoring and supervi- 
sion of development projects. 

In a cabinet meeting on 5 July, Suharto 
ordered action against the NGOs, saying 
their activities overseas had considerably 
harmed Indonesia's interests. But curiously, 
his ministers responded to the order only 
after Suharto again raised the issue at the 
August cabinet meeting. After the 5 August 
meeting, armed forces commander Gen. 
Try Sutrisno advised the NGOs not to mis- 
represent their country abroad but said he 
was reluctant to reprimand them. Signific- 
antly, some of those present at the 12 Au- 
gust meeting spoke of a "friendly atmo- 
sphere" and said Rudini seemed more in- 
terested in a dialogue than in a dampdown. 

As one NGO activist commented: "The 
fact that the INGI meeting has achieved rec- 
ognition by the president is a measure of its 
success." 

Originally conceived of as a legal channel 
for public expression outside formal politics, 
NGOs shun the “non-governmental” appel- 
lation because it implies sharing “anti-gov- 
ernment” tendencies. They prefer instead 
to be known as Self-Reliant Community 
Development Organisations. Nevertheless, 
cooperation between different groups on re- 
lated issues has forged close bonds and 
moulded an effective platform from which 
to bring influence to bear on the govern- 
ment. 

In the Kedung Ombo case, legal, social 
and environmental NGOs joined forces to 
put pressure on the government. Their ef- 
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fectiveness has prompted some in the gov- 
ernment to accuse them of dabbling in poli- 
tics. Answering this criticism, Abdul Hakim 
of the Legal Aid foundation — one of the 
best known NGOs — told the REVIEW: “We 
are not in any sense a political party. We are 
not seeking to change the government. But 
it is also wrong to say NGOs cannot play poli- 
tics. Their main activity is to influence policy 
— which means playing politics.” 

The contradiction inherent in Hakim's 
definition of what NGOs should be doing is 
the product of a political system in which 
political parties and other mass organisa- 
tions are subject to rigorous controls over the 
amount of criticism they can level at the gov- 
ernment. 

For many, therefore, working outside 
the political system yields better results. The 
country's largest Muslim organisation, the 
mainly rural-based Nahdatul Ulama, left the 
gov ernment-organised Muslim political 
grouping, the United Development Party, 
to become an NGO. Its leader, Abdurraman 
Wahid, believes he can more successfully 
play politics outside the system. 

Despite more or less constant pressure 
from the government, NGOs have survived 
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Rudini: ‘unpatriotic’ charge. 


and appear to be growing in strength. 
Mainly funded by kindred overseas organi- 
sations and aided morally by close contacts 
with sympathetic diplomatic missions, they 
tread a thin line between independence and 
co-option by the various ministries and gov- 
ernment departments with which they deal 
on a day-to-day basis. 

More importantly, NGOs provide a chan- 
nel for the involvement of a younger genera- 
tion who would otherwise be largely 
excluded from positions of responsibility in 
the bureaucracy until middle age. In this re- 
spect, many in the government value their 
links with NGOs since they provide useful ac- 
cess to the views of the young — as well as a 
potential source of support. This could well 
be why, despite executive unease, the gov- 
ernment is reluctant to behave in too 
threatening a fashion. " 
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MONGOLIA 1 


Nationalist upsurge as Soviets pull out 


Room to breathe 








By James Pringle in Ulan Bator 


s the story making the rounds in Ulan 

Bator has it, a Japanese, a Russian 

and a Mongolian were standing be- 
side the River Tuul that flows through the 
Mongolian capital, discussing which of their 
personal possessions they could live with- 
out. The Japanese took off his Seiko watch 
and threw in into the water, saying “that’s 
disposable.” The Russian thought a mo- 
ment, then pitched a bottle of vodka into the 
river, with the words “that’s disposable.” 
The Mongol patted his jacket and searched 
his pockets again and again. Finally, he 
picked up the Russian, threw him into the 
water and said, “and that’s disposable.” 

Mongolians, who are now undergoing 
their own brand of perestroika or shinechiel 
(renewal), as it is called here, are beginning 
to think the unthinkable — life without the 
Soviets, who helped create the Mongolian 
People’s Republic as the world’s second 
communist state in 1924. 

For the Soviets are on their way out; not 
just the bulk of their armed forces, but the 
engineers and technicians too, who have 
helped wrench this huge buffer state 
sandwiched between the Soviet Union and 
China into the modern world. It is, accord- 
ing to an Asian diplomat here, “a turning 
point, one of the most interesting moments 
in the country’s history.” 

The impetus for the changes came from 
Moscow, from glasnost, but in the words of 
another envoy, the Mongolians “picked 
up the ball and started running.” They have 
found a new self-confidence and self-ex- 
pression. They are eager to expand contacts 
with the outside world. They are busy learn- 
ing English and are studying their ancient 
script, based on Uighur. 

Mongolian officials recently signed a 
joint-venture agreement with a British com- 
pany to build wind energy machines and 
production will ,begin this year, while 
another British company (Britain is the only 
Western European country to maintain an 
embassy here, and it has paid off) is building 
a 76-bed tourist hotel at the scenic resort of 
Terelj 65-km northeast of the capital. 

Mongolian officials are seeking other 
joint-venture contracts with Western com- 
panies, and Western European business- 
men — and even a South Korean entre- 
preneur — have arriving. “Two years 
ago, joint ventures with Western countries 
were illegal,” said one Swiss businessman. 
“Now, there is a real interest in opening 
doors to the West.” 








With the withdrawal of Soviet troops 
from Mongolia underway, lively debates in 
the press over the reintroduction of the old 
script to run alongside the Cyrillic adopted 
during the long period of Soviet domina- 
tion, and with the beginning of economic 
liberalisation, there is a sense these days in 
Ulan Bator of a nation reborn. “Mongolian 
national independence is becoming a real- 
ity,” said one Eastern European diplomat 
here. "What's more, the Soviet Union is en- 
couraging it." 

The recent rehabilitation of the 13th cen- 
tury Mongol conqueror Genghis Khan is a 


On other pages 








metaphor for the changes taking place in 
this vast country of just over 2 million 
people. The major planks of the renewal po- 
licy were decided in December 1988 at the 
MPRP’s fifth plenum, and diplomats said visi- 
ble manifestations became apparent on 1 
May, when there was no big parade on the 
vast Suhbataar Square, named after one of 
modern Mongolia's “liberators.” 

Instead, in the square and at 17 other lo- 
cations in the city, there were pop groups, 
clowns and fashion shows, test your 
strength stalls and barbecues. “The whole 
atmosphere was of a carnival,” said one 
Western envoy who attended. “It was sym- 





Genghis Khan: rehabilitated. 
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bolic of the changes taking place under re- 
newal, and people were well aware that his- 
tory was being made.” 

For all that, as with glasnost and peres- 
troika in the Soviet Union, there are formid- 
able barriers ahead and there is some oppo- 
sition from more conservative elements. 
“Our renewal is only beginning and is mov- 
ing ue Ser cal said Kinayat Zardihan, a 
party ideologue. 

The economy is plagued with problems; 
meat shortages continue in a country with 
abundant livestock. Unemployment offi- 
cially stands at 27,000 though it may be three 
times that in a labour force, excluding collec- 
tive agriculture, of about 400,000. There is a 
shortage of consumer goods. 

And there is no outstanding champion of 
renewal in the mould of Soviet President 
Mikhail Gorbachov. The present leader, 63- 
year-old President Jambyn Batmonh, who 
took office in 1984, is seen as well-mea ` , 
but colourless, not the kind of asse 
leader the Mongolians feel they need at a 
key period in their history as they emerge 
from the Soviet shadow. 

One name that has been mentioned fre- 
quently here as a more dynamic future 
leader is that of Tserendashiyn Namsray, a 
robust 50-year-old who is a politburo mem- 
ber and who has supervised law and admin- 
istration; he is considered No. 4 in the re- 
gime. But Namsray was once a top assistant 
to the discredited Tsedenbal, the man who 
kowtowed to every perceived Soviet wish. 
Additionally, he has little of the economic 
background that is considered essential for a 
leader here. 


nother possible candidate, Premier 
Dumaagiyn Sodnom, has a Russian 
wife, as was fashionable during the 
Tsedenbals day, but now is a political 
handicap. “Mongolians think they need a 
fresh face to lead them into the future — : 
there is, at present, no obvious candid 
said one Eastern European diplomat. 

Western diplomats here believe none of 
the dramatic changes now taking place in 
Mongolia would have been possible with- 
out glasnost in the Soviet Union — and 
without the economic problems that the 
Soviets themselves face. 

The second round of Soviet troop with- 
drawals started in April this year. About 
75% of the estimated 50,000 Soviet troops 
are to be withdrawn in the next two years, 
and Soviet officials say that 20% of that total 
has already left, and that the withdrawals 
are ahead of schedule. 

As for their hefty civilian presence, num- 
bering some 50,000, the Soviets plan to with- 
draw all the civilian engineers and construc- 
tion brigades that have transformed the 
Ulan Bator skyline in recent years with new 
apartment blocks. They make no bones 
about the economic reasons that prevent 
their future stay. "Our assistance in the next 
five-year plan will be not less than in the last 
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another symbol of the changes taking place. 


everywhere by the Dotodin Yam, the sec- 
urity police. Now I have no sense of being 
followed." Students distributed leaflets ear- 
lier this year calling for less Soviet involve- 
ment and the retirement of some older, au- 
thoritarian party figures. No action was 


taken against them, according to sources 


here, though there are said to be six persons 
"ined in Mongolian jails for political 
ons. | P 
. There are now few limits to political de- 
bate here. The horrors of the Choybalsan 
terror in the 1930s, when hundreds of tem- 
ples were razed, ancient scrolls destroyed 
and. thousands of Buddhist lamas mur- 
dered, are fully dwelt on, and there are calls 
in letters to the press for the removal of 
statues of Choybalsan and Stalin in the capi- 
tal. Both figures were recently daubed with 
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Children over 13 are now learning it in 


school and party newspapers have taken to 
soviet running articles in it. The script is printed in 
er some public places side by side with English 


and Russian, and in some locations with 
English alone. But many middle-aged Mon- 
golians feel left out in the meteoric race for 


change. 


h Towadays, the Mongolians want to 
A share what they have with the out- 
4 W side world. Currently, only about 
10,000 tourists a year come to the country, 
but a British tourism development expert, 
Desmond Searle, is currently visiting 
Mongolia under UN auspices to advise the 
Mongols. “I don't think Mongolia is ever 
going to be a major tourist destination, but 
there is a way of life, particularly in the Gobi, 
that is completely alien to Westerners and 
therefore attractive. I think Mongolia can 
hope for a significant small tourist market," 
he said. mE 

Western diplomats said that, despite 
everything, the Soviets had done a lot in 
Mongolia. "Even Mongolians who are not 
keen on communism say they owe a 
genuine debt to the Soviet Union," noted 








Arranged by 


have been attacks on resident Soviets 


- Mongolia's uncomfortable position betwee 
the Soviet Union and C 





year-old child sitting between two ad 














said one Mongolian official, in a reference. 























i ffed by one adult, ifhe 
moved the other he was cuffed by the sec- 
ond. Hopefully these days are past.” 
Relations with China have improved, | 
especially in comparison with their low _ 
point during the Cultural Revolution, when 
Mao Zedong talked of "Outer Mongolia” _ 
returning to the motherland (the Manchus _ 
occupied Mongolia for more than 200 years). 
The emergence of a new hardline leadership - v 
in Peking is unlikely to alter that picture. 
Late last year, the two countries signed a 
border treaty expected to lead to the ^peace- 
ful solution of territorial disputes,” and trad 
with China is picking up. | , 
Signs of change are everywhere. "1 am 
not saying they are going to abolish social 
ism," noted one foreign expert here, "bu 
they are keen to establish a more open sys 
tem within a socialist framework." The reas- 
sertion of Mongolian identity, and the new 



















attitudes, rare for a communist countn 
were summed up by a Mongolian offi 
who said: "I don't care what is written abou 
Mongolia, good or bad, in the world's press 
just so long as Mongolia is written about.” 1 
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Genghis Khan is rehabilitated as a national hero 


Breaking silence 


e established a united Mongolia in 
H 1206, and founded the independent 

Mongolian state. He was a great 
strategist, who built observatories and 
utilised the scientific scholarship — and the 
engineers and manpower — of nations he 
conquered by the sword. All over the Mon- 
golian People’s Republic, people are talking 
about Genghis Khan. 

But until very recently, his name was not 
one to use in polite diplomatic company. He 
may have founded what became one of the 
greatest empires the world has ever known, 
often by ruthless destruction and slaughter, 
but in the land of his birth he had become, in 
the Orwellian word, an “unperson.” 

In 1962, when there were proposals to 
celebrate the 800th anniversary of his birth, 
word came from Moscow that such a festiv- 
ity would be outrageous. It would be, to the 
Russians, because the hordes of Genghis 
Khan's grandson, Batu, swept over Russia 
from the steppes, and caused havoc that 
prompts an atavistic fear in the Western 


Soviet Union to this day. 
“For 40 years during the period of [Mon- 
golian leader Yumjaagiyn Tsedenbal, 


ousted in 1984] you could not say anything 
about Genghis Khan,” said one East Euro- 
pean envoy here. But now Genghis Khan 
has come in from the cold. A new luxury 
hotel under construction in Ulan Bator is 


EL, 


Reaching out 


Mongolian Deputy Foreign Minister Humbagyn Oldzvoy has in- 
dicated his country will move towards greater cooperation with 
UN bodies, developing nations and Western countries, ina basic 
change from the previous focus on relations with the Soviet 
Union, Eastern Europe and to some extent China. At the same 
time, he made a refreshingly frank admission about the way in 
which Mongolia has used the UN seat it acquired in 1961 for 
propaganda purposes. Oldzvoy's statement reflected the impact 
in foreign affairs of Mongolia's new “restructured” line. 
“Mongolian diplomacy used to see the UN basically as a plat- 
form for propaganda of the advantages of the non-capitalist road 
of development [a Leninist doctrine applied in Mongolia after the 
1921 revolution] and as a bridgehead for class and ideological 
confrontation," Oldzvoy told the publication Novosti Mongolii. 
He was referring to the decades of stagnation before 1984, when 
Yumjaagiyn Tsedenbal was Mongolian president and party gen- 
eral secretary and the Soviets wielded considerable influence 
over Mongolian affairs. "The country's real weight in the world 
arena and our limited opportunities for influencing one event or 


being named after the Mongol conqueror 
and will open in 1991. A new arkhi or Mon- 
golian vodka named Genghis Khan is to be 
marketed in the West. 

There is a proposal, also, to bottle water 
from a spring where the great khan is said to 
have drunk and gained strength as a boy, 
and to launch it in Europe. Desmond Searle, 
a British tourism expert, here under UN au- 
spices, says Genghis Khan will play a large 
part in his efforts to help the Mongolians ex- 
pand their tourist industry. 

Shagdaryn Bira, secretary-general of the 
International Association for Mongol 
Studies and an authority on Genghis Khan, 
told the REVIEW: “There is no necessity now 
to be silent about Genghis Khan. He is well 
known all over the world. He was a great 
statesman and military man, and founder of 
the Mongolian state as we know it. 

^He organised quite a number of foreign 
campaigns against neighbouring and dis- 
tant countries. This is rather a difficult and 
delicate problem. He was a ‘child of his time’ 
like Alexander the Great or Napoleon." 

Bira added: “We preferred to be silent 
about Genghis Khan, but it was quite wrong 
to be silent in his own country." So, after 
years of watching Hollywood or China 
make movies about Genghis Khan, the 
Mongolians are at last going to make one of 
their own. The script is completed, and 


shooting will start next year, and last five 
years. 

Efforts are being launched to find his 
birthplace and last resting place at Delun 
Boldog in the Hentiy mountains east of Ulan 
Bator, and there is a lively correspondence 
in the columns of the press here as to 
whether or not the Japanese communica- 
tions giant, Yomiuri, should be permitted to 
participate in — and finance — the process 
of finding the tomb of the great Khan (Mon- 
gols scornfully reject Chinese contentions 
that their famed 13th century leader is 
buried at Ejin Horo on the Eerduosi Plateau 
in Inner Mongolia). 

Contrary to popular belief, Genghis Khan 
was not a large man. His height was below 
average and he was of frail physique, accor- 
ding to historian S. Erdene, who has written 
the script for the film. He did, however, 
have four wives, many concubines, and five 
official sons. He died in 1227, aged 67. 

And how do the Soviets, in the er 
glasnost, feel about the conqueror? “We are 
quite calm, this is quite natural,” a Soviet of- 
ficial said. “Why should the Mongolians 
forget important figures in their history?” 
But the Soviets say there has been an “over- 
reaction” by some Mongol students and in- 
tellectuals, who are said to have demonstrat- 
ed earlier this year in Ulan Bator with post 
ers reading: "Gather under the banner o! 
Genghis Khan." 

Erdene said it was claimed that some o 
Genghis Khan's deeds, campaigns and con 
quests were "liabilities." But even if thisis in 
deed so," he asked in a recent article, "doe: 
it mean that the very name of Genghis Khar 
the conqueror should be passed over in si 
lence or expunged from history?" 

m James Pringk 


another in the world were not always considered. 


"Our [UN] actions did not always proceed from the basic ir 


terests of our nation,' 


' Oldzvoy said, noting it was necessary i.. 


the immediate future to study all the pluses and minuses of the 
country joining international organisations “which for ideologi- 


cen 


tional Civil Aviation 


trade purposes. 
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cal and political reasons remained outside our field of vision" 
until now. Mongolia had cut itself off unnecessarily and denied 
itself financial and economic aid offered by developed countries 
on favourable terms. It also had given UN agencies exaggerated 
figures about its own economic development, Oldzvoy said. 

There has been much criticism in the Mongolian media re- 
of unreliable statistics on the economy. Earlier it was re- 
ported that Mongolia had given the World Health Organisation 
false statistics for infant mortality to create a good propaganda 
impression, and that as a result the country suffered a cutback in 
badly needed aid for medical services. 

Oldzvoy went on to say that Mongolia had joined the de- 
veloping nations' umbrella organisation, the Group of 77, in June 
and is also seeking to establish official relations with the EC. 
Membership of the Asian Development Bank and the Interna- 
Organisation is also being sought. In addi- 
tion, Mongolia is planning to set up a national system of foreign 
language teaching, especially English, Chinese and Japanese, for 


gm Alan Sanders 
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PHILIPPINES 


Foreign service resents Aquino's political appointees 





By Rigoberto Tiglao in Manila 

ome of President Corazon Aquino's 
- former administration officials, sacked 

by the president because of various 
political pressures, have been given new 
careers in the diplomatic corps — an Aquino 
balm that is becoming salt in the wounds of 
many professional Department of Foreign 
Affairs (DFA) officers. 

During her short tenure in office, Aquino 
has placed 23 ambassadors and consul-gen- 
777*5 around the world, or 40% of the total. 
| record outstrips that of her predeces- 
sor, Ferdinand Marcos, who filled only 20- 
30% of such places with political appointees. 

Among the lucky losers are: 
> Ramon Diaz, former chairman of the 
Presidential Commission on Good Govern- 
ment (PCGG), who in 1988 complained that 
the Aquino administration did not support 
PCGG efforts to recover for the government 





Diaz: lucky loser. 


funds tied up in sequestered firms and was 
told to resign for his criticism. Diaz was ap- 
pointed ambassador to Canada. 
M Bienvenido Tan, who after resigning 
early this year as Internal Revenue Commis- 
sioner in exasperation over a lack of presi- 
dential support for his efforts to hunt down 
tax-evaders, was later appointed as ambas- 
sador to West Germany. 
M Narcisa Escaler, Aquino's former ap- 
pointments secretary and a close confidante 
of the president who became a casualty in a 
cabinet shake-up in August 1987, and was 
ater appointed Manila's permanent repre- 
sentative to the UN in Geneva. 

While the appointment of such "non- 
:areer" or “political ambassadors” has al- 
ways been a fact of life here, Aquino's pen- 
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Salt in the wound 


chant for the practice has demoralised career 
foreign service officers. In response to the 
situation, Philippine Sen. Leticia Shahani, 
herself a former foreign service official, intro- 
duced a bill that would put a 30% limit on 
political appointees to ambassadorial posts. 

Aquino's spate of political appointees 
drove DFA officers to organise in March a 
Union of Foreign Service Officers of the 


Philippines (Unifors). Unifors alleges that | 
the department has become highly | 
“politicalised” as a result of such appoint- | 


ments and that this has led to factionalism. 
"Why do we need so many political ambas- 
sadors when you bump into a chief of mis- 
sion in every corridor in this office," a 
Unifors national council member com- 
plained. Chief of mission is the DFA rank re- 
quired for an ambassadorial posting. 

Reflecting the gravity of the morale prob- 
lem among DFA personnel, Unifors is being 
compared with the Reform the Armed 
Forces Movement (RAM), which spear- 
headed a campaign against corruption in the 
military during the Marcos years and at- 
tacked the appointment of Marcos favour- 
ites to key military slots. Unifors officials 
have even consulted RAM leaders on the 
workings of their organisation. 

It is not only the spate of political post- 
ings that has caused concern among DFA 
personnel. In addition, there have been a 
number of mostly unexplained sackings of 
senior foreign service officers. These include 
seven ambassadors and consul-generals, 
three of whom have sought judicial review 
of their cases in the Supreme Court. 

Worse, the removal of three ambas- 
sadors has raised doubts about the DFA's in- 
dependence. 

On 13 June, after a long investigation into 
an alleged anomaly involving the setting up 
of a/canteen at the Philippine Embassy in 
Moscow, the DFA's Board of Foreign Service 
Administration dropped its case against 
former ambassador Alejandro Melchor, one 
of the first ambassadors posted by Aquino. 
The next day, however, Melchor was fired. 
In explanation, DFA officials would only say 
that political ambassadors "serve at the plea- 
sure of the president." 

Melchor claims that there was a conspi- 
racy within the DFA to oust him so as to slow 
down his efforts to implement economic 
joint ventures with the Soviet Union. 

In an interview, Foreign Affairs Under- 
secretary Jose Ingles said the Board of For- 
eign Service Administration (BFSA) dropped 
the charges against Melchor because 
of a "compromise plan [being worked 
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out] with him.” i He dedina to doborate 
In another case, former ambassador to 
-= Peru Romeo Fernandez was recalled from 
— Lima less than a week after he had pre- 
.. sented his credentials in April 1988. Fernan- 
-dez said Foreign Affairs Secretary Raul Man- 
-. glapus had told him that he was recalled be- 
cause of a US Embassy report claiming that 
his Chilean fiancé was a KGB agent. At a 
hearing of the BFSA, the head of the Manila's 
_ National Intelligence Coordinating Agency 
-< said his agency had received no such report 
-. from any US intelligence agency. 
T An even more intriguing case involved 
the unexplained sacking of former ambas- 


.. sador to West Germany, Augusto Caesar 
Espiritu, whom political appointee Tan later 


2 replaced. A respected law professor whose 
-. appointment had been confirmed unani- 


.. mously by the Philippine Congress, Espiritu 
-. said he was fired in February without expla- 


.. nation. Ingles confirmed this, claiming that 
_ the decision was made “at the highest 
levels” and that he had no knowledge of it. 

| Reports i in Manila linked Espiritu's sack- 
ing with statements he had made urging a 
more radical cag eee to the country’s debt- 
management policies. The statements were 
made about a month before IMF-World Bank 
ial ene were held in West Ger- 


i The DFA’s own inability to explain 


adégiaiely chátges of arbitrariness in its de- 


ployment of chiefs of mission has worsened 
factionalism within the department, which 
intially emerged during the Marcos years. 
While Marcos' foreign affairs minister was 
nominally Carlos Romulo, Imelda Marcos' 
brother Benjamin Romualdez, who was 
then ambassador to the US, had greater in- 
fluence in the department and had built up a 
core of trusted men in the DFA's hierarchy. 
Atthe same time, Marcos' foreign affairs un- 
dersecretary, Manuel Collantes, a career 
officer, had developed a rival faction of 
trusted officials. 


Y his dual power structure led to fac- 
i tionalism, weakening the depart- 
. ment's professionalism as alignment 
to either Romualdez or Collantes became 
the major factor in landing coveted overseas 
posts. Aquino has inherited the problem. 
Vice-President Salvador Laurel assumed 
the concurrent post of foreign affairs secret- 
ary after Aquino came to power in 1986. 
Laurel followed precedent and appointed 
his own people to key positions. With 
Laurels resignation from the Aquino 
cabinet in 1987 and the appointment of 
Manglapus to take his place as foreign sec- 
retary, there was put into place yet another 
new team of key DFA officers, this time loyal 
to Manglapus. 





. Remnants of the CPB quietly retired 


Put out to grass 


e——————  g!PGáá————— rM a Eo ad 


.. ByBertil Lintner in Bangkok 


———— BE a Ar a ih settle ttl 


hen the ethnic rank and file of the 
insurgent Communist Party of 
E | Burma (CPB) mutinied in March- 
_. April, led by Wa hilltribesmen, and drove 


- their ideologically motivated, ageing leaders 
^... across the border into China, the authorities 


_ there were presented with the problem of 
«.. providing sanctuary for more than 300 fugi- 
tive Burmese communists. For several 
months, the deposed ex-CPB leaders and 
cadres were kept in the small Yunnan bor- 
= der town of Meng Lien, opposite the party's 
former Panghsang headquarters, which 
- was seized by the mutineers on 17 April. 
But in view of the improved relations be- 
= tween Peking and the military government 
_ in Rangoon, their presence in Yunnan has 
"^ proved an embarrassment for the Chinese 


.. authorities. Sources on the Sino-Burmese 
^. border said the Chinese first tried to per- 
'.. suade the mutineers to let their former lead- 
-. ers return and retire on the Burmese side of 
^: the border. However, the new non-com- 


.. munist leadership in P. anghsang ~~ most of 
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whom are Wa — turned down the proposal, 
prompting the Chinese to look elsewhere 
for a solution. — . 

On 22 June, the ex-CPB exiles in China — 
including Thakin Ba Thein Tin, the 75-year- 
old former chairman of the now defunct 
party — were transported in Chinese army 
vehicles up to Kambaiti Pass on the border 
between China and Burma's Kachin state. 
This used to be the CPB's 101 War Zone, but 
the troops there — all ethnic Kachins — 
have now teamed up with the non-com- 
munist Kachin Independence Army (KIA) in 
the wake of the recent mutiny. The Kachin 
rebels, apparently under Chinese pressure, 
agreed to let the ex-CPB leaders stay in their 
area on the condition they would not en- 
gage in any further political activity. 

But analysts point out that while the 
Chinese may have found a way out of their 
dilemma, the embarrassment of having to 
accommodate the ex-cPB leaders has now 
fallen on the KIA. The authorities in Rangoon 
have always claimed the Kachin rebels, 
though staunchly Christian, are tools of the 
communists since they entered into a mili- 
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department daim 
that Manglapus' main error was his failure 
to tap career officials for top jobs. Instead, 
he. brought with him six assistant sec- 


Career officials in t the 





aries who had no foreign-relations experi- 
ence yet who now outrank career officers of 
director-general rank. Unlike Laurel, who 
designated as his executive assistant a 
career officer (a distant relative by marriage), 
Manglapus appointed as his executive assis- 
tant a woman with no foreign affairs d 
ence. 

A former close aide to Manglapus said a 
major problem is that the DFA secretary has 
not been a hands-on administrator — 
perhaps partly because he feels so secure as 
an appointee of the president. However, the 
result has been that the different factions 
which have existed since Romualdez' time 
— as well as Manglapus' own team of assis- 
tant secretaries — comprise a structure 
where power is diffused. This has enc ^ 
aged department staffers to hitch their y 
ons to whichever group they perceive most 
able to advance their own careers. 

With the country at a crossroad in chart- 
ing an independent foreign policy — crucial 
negotiations with Washington over the fu- 
ture of US military bases here are scheduled 
late this year — Manila could be seriously 
handicapped by the DFA's € 
problems. & 


tary alliance with the CPB in 1976. The arrival 
of the deposed cps leadership in areas con- 
trolled by the Kachin rebels may revive this 
charge, the sources suggest. 

Since the mutiny, the former CPB's army 
has broken up into a number of smaller, re- 
gional rebel forces based along ethnic lines. 
The group based in Kokang — a district on 
the Burmese side of the border and domi- 
nated by ethnic Chinese — appears to have 
reached some kind of understanding. ı 
Rangoon. Although no government tr....,.; 
have entered Kokang so far, Rangoon is re- 
ported to have provided 2,000 bags of rice as 
well as Kyats 5 million (U5$746,268) in "de- 
velopment aid" to the area's local rebels, 
who are led by Pheung Kya-shin, a former 
CPB military commander. 

However, the vast majority of the former 
CPP's army, estimated at 10-15,000 men, are 
Was and attempts by the authorities to reach 
an agreement with them appears to have 
failed. Led by Chao Ngi Lai and Pao Yo 
Chang, the Was — in alliance with some 
other ethnic groups — have formed the 
Burma National United Army (BNUA), di- 
vided into eight 1,000-1,500 strong "divi- 
sions." The BNUA has approached the Na- 
tional Democratic Front, a loosely organised 
umbrella organisation comprising 11 differ- 
ent ethnic rebel armies, for political and mili- 
tary cooperation. The BNUA controls Pan- 
ghsang as well as approximately 75% of the 
former CPB's 20,000 km? base area angu je 
Sino-Burmese frontier. 
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akarta is the kind of Asian city the un- 

initiated have nightmares about. For 

them, the name evokes the worst pos- 

sible images of urban madness in the 
ropical heat. But for many who live and 
work here, Jakarta is a well-kept secret. 

It is a city on the cusp of modern met- 
opolitan mayhem. The traffic still flows, but 
zrows worse by the week. The 12 million or 
;o inhabitants still have space to sprawl, and 
heir massive, demanding presence is barely 
Yoticeable in the city centre. Some of the 
itately Dutch mansions and the trees 

' ted to offer them shade remain, though 
ür of imminent demolition lurks, as 
nulti-lane expressways and overhead rail- 
vays sweep inwards from the south. 
 lItis easy to lose track of the city's chang- 
ng rhythm. In just the past two years the 
hanges have been legion. Gone are the 
»edicabs from most areas of the city. Their 
esting place: a watery grave in Jakarta Bay. 
xoing are the food hawkers from main 
treets. These traditional wheeled pur- 
reyors of the workman's noodle are being 
"ushed aside by neon-lit fast food outlets. 

The city government has just tried ban- 
ing newspaper vendors and hawkers from 
ity intersections, the traditional haunt of 
agged young, some very young, entre- 
xreneurs. Their faces, smeared by dust and 
weat, pushed against the tinted windows 
homebound commuter sedans, are a 
xainful reminder that Jakarta is host to an 
aed of street children. 


he Jakarta now presenting itself to 

. orld is more easily confused with cen- 
ral Los Angeles: a forest of shiny towers 
nade of sun-resistant materials in pastel 
hades, rising out of the red-tiled "kam- 
ong” sea. Termite hills of human activity, 
hey are peopled by a new generation of 
iawkers and peddlers. Clad in Arrow shirts 
nd clip-on rayon ties, the occupants are 
gents of the country's burgeoning service 
ector. But their worn shoes and threadbare 
rousers betray the precarious existence of 
his new class. 

This year barely 83,000 of the country's 
alf million secondary-school graduates 
assed the government's university en- 
‘ance test. The figure has dismayed and 
mbarrassed Indonesian education officials. 
ome of those who failed, they say, might 
e lucky enough to come from families rich 
nough to afford a private university. The 
est will have to seek work and continue 
tudying in one of the myriad private "insti- 
ates” which constitute Jakarta’s informal 


ducation sector. That is if they can find 





work: one Jakarta newspaper recently re- 
ported that a company had more than 
70,000 applicants for a handful of jobs. 


In the city centre, sometime after 5 p.m., a 


steady stream of silver Cressidas and char- 
coal grey Mercedes 300s winds its way 
slowly south to the salubrious tree-lined 
streets of Kebayoran ánd Kemang. Slumped 
in the rear seat of one such luxury au- 
tomobile, one of Jakarta's most upwardly 
mobile citizens plays with his mobile phone. 
Beside him a newspaper announces the 
opening of yet another private bank. Our 
subject is a banker. Probably the son of a 
middle-ranking bureaucrat, he is the pro- 
duct of the prevailing culture of privilege 
and is evidently going places. 

In the months since the government de- 
regulated the banking sector late last vear, 
Jakarta has witnessed something of a bank- 
ing boom. Previously dominated by lumber- 
ing state banks and big name multination- 
als, the launch or re-launch of a dozen or 
more private banks has set off a frenzy of 
construction, advertising and, in the West- 
ern yuppie fashion, headhunting. One for- 
eign bank executive told recently of the 
stress brought on by a number of sudden 
departures from his department to other 
banks. Some young executives are being of- 
fered salaries as high as US$200-300,000. 

There are also more jobs for outsiders — 
a paradox of development. No longer just 
tor the same-tie-and-shirt Japanese, but also 
for Taiwanese, Koreans, and that curious 
breed of expatriate Englishman who lives in 
Hongkong and scours the region for capital 
markets in their infancy. Theirs is a happy 
lot, for Jakarta is slowly lifting the dustsheets 
off a stockmarket offering real, if not quite 


. blue-chip, stock for sale. 


What impact is this cranking up of the 
private sector having on Indonesia's 
"mother city?" Arguably it is galvanising 
things. Leaving behind the stifling inertia of 
a bureaucratic culture or the unsophisticated 
petty trading traditionally pursued by the 
Chinese of old Glodok, Jakarta is entering 
the era of fast and easy money, where deals 
are wheeled through computers, by fax, or 
down cellular phone links. Some of the 
new-look banks are offering the emergent 
Indo-yuppie easy terms to support the con- 
sumer habit. One such bank was offering 
other bank executives a line of credit up to 
Rps 10 million (US$5,624) in return for a Rps 
200,000 deposit. 

The power of business — or bisnis in Ba- 
hasa Indonesia — is turning heads and fuel- 


ling egos. So much so that an official was re- | __ 
cently forced to remind the public that only | 
ministers are allowed to hold up scheduled | | 
flights on the domestic carrier. For all this, |. — 
the nation's chief tax collector, Marie | - 
Mohammad, says the collection of taxes! 
from the country's big businessmen remains 
a problem. Tax compliance is currently esti- 
mated at a pitiful 15%. | 














































With more business coming in, std 
about how and where to entertain the pros- 
pective client must be addressed. Jakarta by 
day is an awkward experience for the for- 
eigner. A walk outside the hotel — if you 
can find a pavement — provides next to no 
insight: Jakartans mostly propel themselves 
on wheels, and roadside shops are being 
driven into large plazas, where the less fo : 
tunate listen in air-conditioned comfort to 
the latest functional tunes. and gas wpatw 
only very few can afford, = ^ ^ 
At night, opinions divide: I 
those who see Jakarta as, to put it mild? 
below par on the entertainment front. The 
there are the uninitiated who, reading abor 
the Muslim majority, expect only no-alcohol 
signs and veiled women. Nothing could be 
further from reality. 
Roadside billiard bars, dancing halls and’ 
massage parlours are plentiful: their cus- 
tomers mostly ranking civil servants with an 
eye to escaping the drudgery of a poorly 
paid job for a few hours of fun in dimly 
bars to the curiously Indian beat of "Dan. 
Duk" music. Warm beer with ice and a 
friendly word or two with a girl may not be: 
everybody's idea of religious purity, but it 
hardly amounts to dangerous depravity. 
There is, oddly enough, quite a lively de-. 
bate here about the notion of a “sex indus- 
try.” A few heads were turned earlier this: 
year when a French entrepreneur tried toin- | - 
terest local businessmen in promoting sexas |. 
a marketable enterprise. But according toa 
local economist, the industry is already | __ 
growing at an alarming rate. Last month this 
economist proposed setting up special sex: 
zones saying it would be better to give a 
legitimate outlet to small groups of people 
"than to risk a whole society." | 
On the same subject, and to end this col- 
umn in the traditional manner, the results of 
a recent survey were reported by the popu- 
lar Jakarta daily Pos Kota. Apparently, a re- 
cent visit to the city's largest red-light area, 
Kramat Tunggak in north Jakarta, by an offi- 
cial World Health Organisation team was 
aimed at promoting the use of “kondoms.” - 
But the resident ladies reported that most of. 
mare diente were much happier “naked.” 














- Surfers Paradise has hit a soul- rn —— 
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By Mic Michael Malik in Surfers Paradise 
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ot exactly paradise lost, but 
paradise eroded would be an apt 
description of this place. Surfers 
E Paradise started literally as just 
.. that: miles of golden sand pounded by 
-> Pacific surf on the southern coast of Austra- 
^ jia’s sunshine state of Queensland. 
— - At Surfers Paradise, a small community 

‘grew up consisting mostly of cheap holiday 
.and retirement houses for people from the 
colder cities and states to the south. It 
' thrived on a combination of rich resources, 
cattle, sunworship, get-rich-quick ethics and 

bigotry. 

.. More recently, the Queensland Gold 
Coast, with. Surfers Paradise as its centre, 
“has become a modern holiday destination 
-attracting foreign as well as Australian vis- 
- itors, taking advantage of its climatic advan- 
tage of having its summer in the Northern 
 Hemisphere's winter. And not only have 
thousands of tourists come from Japan, but 
millions of dollars from Japanese investors 
-who have bought or developed hotels and 
_ resorts, fuelling a huge sunshine bonanza 
< which has lasted for a decade. 

_ But Surfers Paradise is going through a 
—. soul-searching slump. The combined effects 
.. of a 20-30% drop in real estate prices after 
4. two boom years, massive redevelopment, a 
~ bad tourist season, serious beach erosion, a 
-. possible climatic change and the after-effects 
.;. Of a police corruption scandal, plus an anti- 
< Japanese backlash, have put it at a cross- 
qs roads. 
-—. Some believe the lack of careful plan- 
-. ning, environmental and social manage- 
5. ment and the shameless pursuit of profit 
= have endangered the continued prosperity 
of the town. Others believe it is about to 
enter an entirely new phase of its develop- 
ment which will see unheard of wealth — 
but at the cost of a changed character. 
Beach erosion is irrefutable, but attitudes 
_.. towards it vary. Locals say that over the 
years, erosion has narrowed the beaches by 
hundreds of yards. Those responsible for 
. managing the beaches are very pessimistic. 
> A series of storms in the past few months 
< has caused enormous damage, with million 
-.. of tonnes of sand being washed away. 
«^^ According to Trevor Coomber, of the 
-«" Gold Coast city council, there is a solution — 
dredging sand and pumping it back to the 
~~ beaches. But it would. cost an estimated 






















.. A$100,000 (US$76,452) to repair just the 






damage done recently, and the state and 
federal governments refuse to contribute. 
The local authority just cannot afford it. 

Coomber also is firmly convinced that 
the "greenhouse effect" is causing the local 
weather to change and is bringing Surfers 
Paradise more into the cyclone belt which 
traditionally ends several hundreds of miles 
further north. And if the sea level does rise, 
as some scientists predict, Surfers Paradise, 
built on a low, narrow spit of sand, with a 
mass of natural and man-made canals be- 
hind it, may face a far more critical situation 
than any dreamed of so far, 

Other local officials, more interested in 
land sales and building development, shrug 
off the beach problem as something which 
comes and goes — and in any case, some of 
them maintain, the surf and sand are be- 
coming less important than modern shop- 
ping centres for big-spending Japanese 
tourists. 

Along with the beaches, most would 
agree there has been erosion of the fabric of 
the town. The centre of Surfers Paradise at 
the moment looks very much like a building 
site. Last year, hotels were 80-9076 occupied 
and the town was filled with Australians 
who stopped by on their way to the Expo in 
nearby Brisbane. But in the first three 
months of this year, hotel occupancy has fal- 
len to 30-4076. Small shops, especially those 
which were leased during the Expo and 
Bicentennial boom, are in trouble and many 
have been forced to close. 


di "ther shops and many of the tradi- 
| tional low-cost holiday accom- 
‘modation has been bought and 





than anywhere in Australia — to make way 
for high-rise shopping, hotel and office com- 
plexes which will dominate the centre of the 
city as well as the beachfront strip where 
they are more or less confined now. 

Brian Shepherd, president of the Surfers 
Paradise Chamber of Commerce, is not wor- 
ried. He likes the changes and does little to 
disguise his contempt for what he calls “the 
family traffic" — people who used to come 
to the town, stay ina Ne eat meat pies 
and swim in the sea. 

There was little return on such simple 
joys, as Shepherd sees it. In fact, the town 
is well rid of anybody other than foreign 
tourists or wealthy Australians who. will 


| naa want to iid ina soups hotel, eatina 





y bulldozed — there are said to be 
more bulldozers per nv in Surfers Paradise 


luxury restaurant and buy luxury goods in 
luxury shopping arcades. 

"Surfers Paradise will become the cor- 
porate capital of the Pacific Rim," Shepherd 
pronounces. "Nowhere else has the poten- 
tial. By 2000 this city will be a combination of 
New York, Paris, Hollywood and the Greek 
islands." 

Shepherd is deadly serious. The sprawl 
must be curbed and Surfers must Fo a 
city attracting not just wealthy for 
tourists and investment but corporate h- 
quarters and financial institutions. The 
whole face of the place must change and will 
change, he says, as he points out the crater- 
like building sites from his own high-rise 
apartment — a sight he cottiperes, with 
pride, to “Beirut after a battle." 

“We must progress. It will be a different 
place," he says. Then, without any hint that 
he sees the irony, “of course my wife and I 
will probably move away when we retire, it 
won't be a place we would want to settle in.’ 

Only. one subject upsets Shepherd's 
short-term vision and he is keen to have it 
clearly attributed. The clampdown on the 
sex industry which followed massive public- 
ity given to a public inquiry into corruption 
of the Queensland police and their involve- 
ment with gambling, drugs and prostitu- 
tion, is doing the town a lot of damage. — 

"The sex industry is alive and well al 
over the world and has been since Adam 
and Eve,” he says, offering an unorth 
interpretation of the Bible story. “The | 
and state authorities are going to have to re- 
think this. We are trying to open up to the 
convention business, and delegates are pre- 
dominantly male. The biggest single mes- 
sage we get from taxi drivers is that Japanese 
tourists complain that there are no places 
they can go to get girls. Some say they will 
never return. The government has got to be 
realistic about this." 

With the scandal still political dynamite, 
and criminal charges pending against va- 
rious top police and political figures, such 
establishments as the Geisha Bathhouse — 
recently flattened by those bulldozers — are 
not likely to reappear soon. This has been a 
boon to the nearby town of Treed Heads, to 
which refugee "masseuses" have retreated. 

Surfers Paradise cum corporate capital 
may be Shepherd's dream, but for others itis 
a nightmare. Local painter and decorator 
Bruce Whiteside, for instance, kicked up 
quite a storm in town when he formed anor- 
ganisation called ^Heart of Australia" and 
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Not paradise lost, but paradise eroded and paradise under construction. 


started à campaign to change the constitu- 
^77. as he says, to protect the birthright of 

ext generation of Australians from for- 
eign ownership. The notion of turning Sur- 
fers Paradise into a hub for Japanese office 
workers and tourists does not appeal to 
Whiteside. 

But Whiteside claims that he has be- 
come a victim of vested interests — in- 
duding local developers and real estate 
companies — frightened that he might 
scare off foreign investment. He has 
been branded a racist and claims — with- 
out substantiation — that he has been muz- 


zled in the local and even national media. 

Whiteside does not fit the stereotype 
xenophobe. He is a mild man who seems to 
potter around his suburban garage-turned- 
office. He feels defeated and cheated for ex- 
pressing what is not an outrageous view — 
that foreign investors should only be 
granted leases on real estate, and not 
freehold title. 

Whiteside claims his views have cost him 
his business and someone has warned him 
that his house might be "accidentally" 
bulldozed. Perhaps Whiteside is exaggerat- 
ing, but there is no doubt that his views in- 





CRIME 


Vietnamese robbery gangs are a headache for US cops 


The untouchables 





by Mark Thompson in Los Angeles 
[: the “little Saigon" districts of cities 








across the US, dozens of households of 

Vietnamese immigrants are invaded 
and robbed each year by armed gangs of 
Vietnamese youth. Yet the police rarely 
manage to obtain descriptions of the cul- 
prits, much less arrest them. Recent immi- 
grants typically are too frightened by the 
prospect of retaliation, and suspicious of the 
police, to be of much help in solving the 
crimes. 

When police in Monterey Park, a city 
with a predominately Asian population on 
the eastern outskirts of Los Angeles, recent- 
y shot to death one Vietnamese youth and 
:aptured two others fleeing from the scene 
of a robbery, the incident was viewed as a 
ather grim accomplishment. It was a sign of 
Jogress in coping with a particularly frus- 
rating crime wave. What made the 10 May 
Monterey Park household robbery unusual 
vas that the two teenagers in the house dial- 
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led 911, the police emergency number. A 
squad car arrived within three minutes, just 
as the intruders were slipping out of a win- 
dow. An officer shot the 19-year-old, an 
ethnic Chinese from Vietnam, after he ap- 
peared to be reaching for a weapon. 

The fact that their victims are too scared 
to talk is not the only reason the hoodlums 
have been largely unstoppable. The police 
forces arrayed against them have been ill- 
equipped to cope with the problem. To 
begin with, the police have been slow to re- 
cruit civilian translators, not to mention offi- 
cers from immigrant communities. Thus, in 
California, where 40% of the 900,000 In- 
dochinese in the US live, there are no more 
than half a dozen Vietnamese police officers. 
Likewise, there are virtually no first-genera- 
tion Koreans, Thais, Filipinos or members of 
other burgeoning Asian immigrant groups 
in law enforcement, which anyway is 
not a career of choice for newcomers 
to the US. Some of the few who have 
attempted to become police have been trip- 
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cite rage. Listen to Shepherd on the subject: 
"Bruce Whiteside should be shot. The day 
the Japanese pull out of the Gold Coast, the 
economy will be ruined. We must be careful 
in our attitudes. 

"We must learn to share the planet," 
Shepherd continues. "The Japanese are the 
most courteous, well-dressed visitors. Not 
like some Australians with vile manners, 
who get drunk and bother other people. | 
say ‘the Japanese’ but frankly I can't tell a Ja- 
panese from a Chinese or a person from 
Hongkong or Thailand. They all look the 
same..." E 


ped up by poor English-language skills. 

The bewildering variety of gangs that 
commit much of the crime in Asian immi- 
grant communities would present a daunt- 
ing challenge even to a well-connected po- 
lice force. In Los Angeles alone, there are an 
estimated 80 Asian gangs, including US 
units of highly organised Asian criminal 
syndicates such as the Taiwan-based United 
Bamboo, triad gangs that hail from Hong- 
kong and Japanese yakuza. 

Asian gangs indigenous to the US in- 
dude Wah Ching, a Chinese street gang 
founded in San Francisco in the mid-1960s. 
The largest number of Asian hoodlums, 
however, belong to dozens of Vietnamese 
gangs with names like the Viet Frogmen, 
Pink Knights, Saigon Cowboys, and Thun- 
der Tigers, monikers reminiscent of those 
US servicemen gave themselves during the 
Vietnam War. 

According to a 1986 report by the presi- 
dent's commission on organised crime, the 
Vietnamese gangs have a presence in 13 
states. Most are loosely knit and highly 
mobile. The gang members, who move in 
groups of from five to 15 people, are typi- 
cally unaccompanied minors whose families 
broke apart during the exodus from Viet- 
nam or teenagers whose parents have been 
unable to cope with life in the US and have 
failed to supervise their children. 

Besides engaging in extortion, drug-deal- 
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ing, car theft and a variety of other relatively 
minor crimes, these groups have turned 
household robberies into a well-honed art, 
making them all the more difficult to stop. 
The gangs usually travel to distant cities to 
carry out the robberies, police detectives 
say. There, they make contact with a local 
Vietnamese gang, which selects a promising 
victim and sends one member wearing a ski 
mask to guide the raiding party. The local 
group receives a commission for its assist- 
ance. The roving gangs always leave town 
as soon as they have completed a robbery. 

Such extreme mobility means that each 
gang’s criminal activity stays on a relatively 
small scale. But in the long run, the nation- 
wide alliances formed by the gangs in the 
course of their travels "could accelerate the 
development of a true Vietnamese cartel," 
the presidential commission concluded. 

These gangs are the worst scourge afflict- 
ing the otherwise quite happy and prosper- 
ous Vietnamese community in the US. In 
January, the Los Angeles Times conducted an 
opinion poll of the 100,000-strong Vietnam- 
ese community in Orange County and 
found, for example, that 41% of the respon- 
dents volunteered that gang-related crime 
was the most serious problem affecting their 
lives, topping poor language and job skills 
as a concern. 

Police forces in cities with sizeable Asian 
immigrant communities have begun to 
make a concerted effort to address the pecu- 
liar problem of Asian crime. To start with, 
they have launched aggressive recruitment 





The force be with you 


drives and in some cases have bent the rules 
on English-language proficiency to hire 
Asian officers. The Los Angeles Police De- 


partment, which has the longest-running 


campaign to recruit Asian officers, now has 
about 140 Asians out of a total force of 7,400, 
though most are second- or third-generation 
Americans who often do not speak the lan- 
guage of their ancestors. Those who speak 
Asian languages are deployed in the 12-offi- 
cer Asian task force, which staffs two store- 
front police stations, one in Koreatown and 
one in Chinatown. 


city of Westminster, home of the 

largest Little Saigon in the US, a dis- 
trict with more than 1,000 Vietnamese- 
owned businesses, also opened a storefront 
substation in the neighbourhood. Although 
the three officers based at the substation are 
white Americans, this summer the police 
force has employed three Vietnamese col- 
lege students as interns. 

The day-to-day police presence in the 
midst of the community has already begun 
to pay off. "Asians have to know people be- 
fore they can trust them. They now know 
us, so they're not afraid to come to us with 
information," said Sgt Woessner, one 
of the officers based at the Little Saigon sub- 
station. "They'll come here and wait for an 
officer they know rather than calling the de- 
partment to report a crime." 

Along with far better public relations, po- 
lice across the country are communicating 


L ast year, the police department in the 


other police 


among themselves more effectively in 
an effort to track the wayward gangs. 
The California Department of Justice 
created an Asian gang advisory board in 
1986. The board has developed an index of 
known gang members as well as a roster of 
police investigators working on Asian 
gangs. 

This network of police tracking Vietnam- 
ese gangs produced the biggest victory to 
date: the destruction of one gang, the Viet 
Crips last year. When a group of 15 youths 
robbed a household in Seattle, the police 
there sent a teletype to Los Angeles men- 
tioning the number of culprits and a descrip- 
tion of the cars they drove. Piecing together 
leads from the two cities, police were able to 
track the group down in Los Angeles, 
where 10 of the 15 gang members were ar- 
rested within four days of the report from 
Seattle. Most of the gang members have 
since been sentenced to lengthy pr - 
terms. 

Most Vietnamese youths, of course, are 
not gang members. Kenji Ima, a sociology 
professor at San Diego State University who 
has examined hundreds of cases of In- 
dochinese delinquents, estimates that 80% 
of the youth are not involved in crime at all. 
Most of the others will commit a series of re- 
latively minor crimes, such as breaking into 
cars and stealing radios, but will drop out by 
the time they are 18 or 19. “Only a small re- 
sidual number become career criminals,” 
Ima said. "Long range, you're looking at a 
law-abiding population." * 


Just as the Vietnamese community has adjusted to Australia 
and its ways of law enforcement, the police departm 
made efforts to adjust to its Vietnamese constituents. The Bao Ve 
squad lent its support to these efforts by 
which tells them that "contrary to popular belief . . 


ent has 
a booklet for 


As head of Australia's only specialist police squad dealing with 
Asian communities, Neil O'Sullivan's problem used to be not so 
much solving crime, but finding out about it. "First we had to get 
the community to understand that we were not there to hurt 
them but to help them. That we were different from the normal 
run-of-the-mill police they knew in their own country," said 
O'Sullivan, a detective-sergeant who speaks no Vietnamese, but 
with the seven other officers, three of whom speak Vietnamese, 
comprise the Bao Ve (protection) squad formed by the Victoria 
state police in Melbourne in 1985 to to deal with the city's In- 
dochinese communities. 

It took three years before the community leaders agreed to a 


. formal meeting with the police. For them, the Bao Ve squad's suc- 
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cess is a double-edged sword. The more crime is reported, the 
worse the stigma attached to the community. The ior criminal 
activity has been the extortion of money from shopkeepers by 
youth gangs. O'Sullivan puts their success down to one thing: fear. 
But 10 or so years of learning how political power works in a 
democracy have also made the community more assertive. In the 
recent state election in Victoria, for instance, the community 
leaders say that a majority of Vietnamese voters su the 
Eur cwn d tha ae for te ee ee eo 
er J Howard's immigration policy. In such a tight 
election, those votes might have tipped Fan n ai 
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these people do not all look the same and are readily recognisable 
if you have had enou with them.” 

Headings under the section “points of Vietnamese Culture’ 
"irs head patting, whistling and calling to and hand ges- 

tures. “Try to avoid calling a Vietnamese person with an inward 
movement of your palm u . In Vietnam this is only done to 
pets like cats and dogs," the booklet advises. 

The booklet also explodes a number of urban myths among 
some Australians about the benefits migrants receive when they 
come here. Vietnamese do not receive a resettlement grant, it 
says. "The late model cars that we see them driving are obtained 
in the same fashion as with everyone. Often they consider to 
own a new car to be g. They will work long hours 
or take on another job to achieve this 

And in dealing with the Vietnamese, it warns: “Anglo-Aus- 
tralian s tforwardness is considered at best impolite. In In- 
dochina, one does not come directly to the point . . . Falsehood 
carries no moral structure for the Cambodian, Laoor Vietnamese. 
The essential question is not whether a statement is true or false, 
but what the intention of that statement is.” 

O'Sullivan sees a long-term future in this work. Increasing, 
migration from Hongkong, and the fear of the triads, has 

prompted the Victoria police to widen the squad's brief and re- 
name it the Asian Division. m Richard McGregor 
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We're only intolerant towards ourselves. 





We know ourselves. And you considered to be exemplary. 
know that we take the main- We have been maintaining our 
tenance of our aircraft very own aircraft for over 63 years 
seriously. For our methods of now. But not just our own air- 
testing, as well as our check- craft. At present, some 10,000 
ing and service regulations, technicians are employed in 


rank among the strictest in the the Lufthansa hangars: to look 
world. But that's not all, we're after our fleet, as well as the 
also intolerant towards the aircraft of another 150 cus- 
smallest exception to the rule. tomers. Because we're not the 
Throughout the world, thetrain- only ones to think highly of 

ing we give our mechanics, German thoroughness. 
technicians and engineers is 


© Lufthansa 
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Know thine enemy 


The Silent War by Victor N. Corpus. VNC 
Enterprises, 158 Katipunan Avenue, Manila. 
No price given. 

"The trouble with generals," goes the old 
adage, "is that they are always fighting the 
last war." And thus it is with the Philippine 
Government's long, grizzly struggle against 
the country's communist New People's 
Army (NPA), according to the first book ever 
written on the subject by a member of the 
Armed Forces of the Philippines. 

Author Victor N. Corpus is in a unique 
position to know what he is talking about. 
A career military man and graduate of the 
respected Philippine Military Academy, 
Corpus spent seven years serving his coun- 
try as an airborne and élite special forces offi- 
cer before disgust with the Marcos regime 
drove him to defect to the NPA and its 
socialist promises for a better nation. 

For six years he worked to mould the NPA 
guerilla movement into an effective fighting 
force, but the personal corruption of the 
communist leadership (some of whom di- 
rected the insurgents from their air-con- 
ditioned houses in Manila and drove new 





Alesson in anti-communism. 


cars) disillusioned him enough to make him 
return and surrender to the Philippine Gov- 
ernment. After a decade of detention, Cor- 
pus was released by the Aquino govern- 
ment in 1986 and reinstated as a colonel. 

In The Silent War, Corpus contends that 
the Philippine military not only bases its 
battle tactics on past wars, but on wars with 
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little similarity to the situation in the 
Philippines, namely the failed American 
effort in Vietnam. 

Corpus is that rarest of creatures, the 
idealistic soldier, but he is also a clear-think- 
ing man and his list of recommendations for 
the Philippine army rings with common 
sense. Basic, fundamental military intelli- 
gence, claims Corpus, is woefully weak, 
owing largely to the fact that the Aquino 
government men are clustered around the 
cities and large towns, while the NPA oper- 
ates a superb information network in the 
countryside — where virtually all the fight- 
ing actually takes place. 

Campaigns have been lost, contends 
Corpus, because of incompetent com- 
manders who have gained their posts 
through political pull rather than fight- 
ing prowess. He wonders out loud why 
there are so many generals without divi- 
sions to command, so many colonels v 
out battalions. He asks why there are 
many desk commanders giving orders but 
relatively few field commanders actually in 
the field. 

And, even when officers spend time in 
the field, any valuable first-hand experience 
gained is invariably lost, because they are 
soon cycled back to city assignments in non- 
combat roles, replaced by yet another round 
of inexperienced officers. 

The problem of inexperienced officers is 
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Goodwood Park — An hotel like no other in Singapore. 
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compounded by cultural confusion because 
rank and file troops from one region are 
assigned to another with different customs 
and dialects. "Muslims from the south are 
sent to Ilocano provinces in the north, or 
Igorots from the north are sent to fight in the 
Muslims areas in the south.” Ironically, the 
American colonial government purposely 
used the very same tactic at the turn of the 
century with Philippine mercenaries, to 
ensure that no rapport developed between 
their hired Philippine fighters and the 
Philippine peasantry. 

Finally, says Corpus, the Philippine 
military effort is far too fragmented to be 
efficient. "In a particular guerilla front, we 
find Philippine Army infantry battalions, 
Philippine Marine units, elements of local 
Constabulary Commands, Special Forces 
Operations Groups, Army Rangers, task 
forces this and task force that . . . naturally 
the result is disunity of command, chaos, 
mistaken encounters, factious rivalries and 
other serious problems." 

Despite all this, many officers in the 
Philippine army despise their communist 
opponents simply because the NPA leaders 
have had no formal military training — a fact 
which, Corpus points out, did not stop 
Mao's forces in China, Castro's men in Cuba 
or the Vietminh from ultimately outfighting 
more professional soldiers. 

All the news is not bad: because the 


Stalemate in a war fought on the insurgents' terms. 


Philippines is an island nation, the 
communists, says Corpus, can never hope 
to link their various commands to forge a 
major offensive in the Philippines. Yet, by 
fighting the war on the communists’ terms 
— through.a protracted struggle — the 
government has allowed the rebels to wreak 
havoc on the economy and destroy the 
morale of both the military and the 
peasants. The only way to crush the 
insurgency completely, says Corpus, is for 
the government to shift its strategy from its 
present passive, disorganised defence to a 
organised, strongly unified offensive. 


A GLORIOUS BEGINNING 


The day will start on a high note with 
breakfast overlooking the early morning 
bustle of Victoria Harbour. 

Great views, however, will be only one of 
many reasons why Hong Kong s New World 
Harbour View is set for such a glorious 
beginning. 

High atop the sprawling Hong Kong 
Convention and Exhibition Centre, we will 
also offer you exquisite restaurants and the 
leisure delights of swimming, tennis, 

a jogging trail and golf driving range 

All so you can carry on each day as you 

begin it — gloriously 


^" A ‘hotel within a hotel’ 
Q^ for more demanding executives. 


But military action alone will not bring 
lasting peace. Corruption and crony 
capitalism, pleads Corpus, mustbestam ` 
out, and land reform must be carried o 
eradicate the real cause of the insurgency 
— the festering poverty in the country- 
side. 

Interestingly, an introduction to The 
Silent War was penned by Defence Secretary 
Fidel Ramos, a likely presidential candidate 
in 1992, should Corazon Aquino decline tc 
run. One hopes that, as well as writing the 
forward, Ramos read the book. 

u Steven Knipp 
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From an ancient land 
with lofty ideals comes a modern airline, Air-India. 
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surpass all your expectations of comfort 
and grandeur. 

From our extensive Business 
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boardrooms, executive reference 

library and the latest in automated 
business equipment. to our three spec- 
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courts, a jogging track and even à 
driving range. 
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i ue the Dayaks on Lm Poh Chiang. 
- Graham Brash, Singapore. 5$38.90 (US$19.55). 
... Pirates, Squatters and Poachers: The 
-Political Ecology of Dispossession of 

| Native Peoples of Sarawak by Marcus 

_ Colchester. Survival International, London. 

- Institute of Social Analysis, Kuala Lumpur. M$5 

< (US$1.90). 





«5 Sarawak may well have generated more 
- -coffee table books than the rest of Malaysia 
_ put together. And just as one begins to feel 
Jv that the market is saturated, yet another vol- 
.. umeappears. 

|... Lim Poh Chiang's book brings together 
black and white photographs shot in the 
1950s and 1960s. It is an uneven book, put 
‘together with what was available, rather 
than conceived and planned from the out- 
set. This is probably what gives it its rather 
“peculiar organisation. Still, while covering 
fairly predictable ground, it offers some 
-stunning shots. 

.. The accompanying text is nicely written, 
-though it contains the usual pop anthropol- 
gy and ponen history that we have all 
ome to from such books. The in- 
ee of f Among the Dayaks, though, is en- 
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Ermita by F. Sionil José. Solidaridad MS 
: House, Manila. No price given. 


Ermita has been a book reportedly en- 
` joyed by foreigners visiting the country. 
` This is not surprising. Much of its appeal lies 
sin the fact that it contains nearly all of the 
tereotypes and caricatures of Filipino so- 
. dety misinformed foreigners have before 
. coming into the country. 

|. There is the prostitute Ermita, named 
. after Manila’s tourist bar and restaurant 
«Strip. An unwanted child born out ofarape, 
.... she has amassed a fortune from her profes- 
^^. sion in a single-minded life-project to take 
revenge on the élite family who had dis- 
owned her. This conforms of course to the 
_ male tourist's fantasy that the classy prosti- 
«tutes in Manila's five-star hotels are tragic 
personalities who come from élite families 
__ and are engaged in some noble project. 

|. There is Sen. Bravo, the wealthy and 
-crooked politician who has to drug Ermita in 
Vorder to rape her. There is the powerful 
General Bombilla, who is portrayed more as 
a Nazi-type loyal soldier rather than the 
“more historically accurate Marcos general 
and who is as corrupt as most Marcos politi- 













-ing magnate and dirty old man obsessed 







cians. Then there is Mr Dantes, the publish- 
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lated song lyrics and som litle known. 
Dayak: motifs. ua | 7 i 
Lim's book is unlikely t to displace Hedda y 
ilar period. - 
The latter. is competitively Í riced a 


Morrison's volume from a sim 





tional's series of documents on : threatened 


anthro pagal and. a iss npe of other 
oo on be- 





crushed by tone ot ne tebe Tusc 
cal organisations were co-o ted and their 
initiative subdued by a benign, paternalistic 
| inistration. Since then, they have also 
slowly lost their land rights, "becoming 
“squatters” and "poachers" on their own 
land — land that is now nominally under 
state jurisdiction, but effectively available to 
the political masters of the a and their 
business allies. 
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with a high-class prostitute — so unlike the 
real-life magnates here who keep a harem 
of starlets. And there is Mac, the family 
driver's son who makes good working for a 
company in Saudi Arabia. 

Sionil José, in keeping up with the times, 
even throws in a Lily, a reformed prosti- 
tute's daughter who goes to university, 
becomes a student activist, then a New 
People's Army guerilla who is captured and 
executed. The Japanese soldier is of course 
the foul-smelling beast who fathered Ermita 
through a rape during the war. American 
military officers are demi-gods — kind, 
gentlemanly suitors, who, like Sionil José's 
American general (obviously General 
MacArthur), treat their mistresses quite 
well, bringing them crates of PX goods. The 
only male that manages to take this femme 
fatale for a wife is an American yuppie. 

The story of poor-girl-meets-kindly-be- 
nefactor has been a sure-fire formula for 
popularity, a sort of opium of the people ina 
country where social mobility has been ex- 
tremely restricted. Ermita’s first customer is 
some Southeast Asian dictator, who is so 
satisfied with her services that he makes her 
a billionaire at today’s peso values. 

That episode, however, is not enough for 
Sionil Ieee later on, Ermita even ‘realises the 








froritier: for rata since. . He Malaysian | 
peninsula is virtually logged out from a com-- 
mercial point of view, and Sabah is rapidly - 
and tragically following suit as each succeed- - 
ing state government tries to make up for 


losttime. 


Colchester als examines vsu other so- 


cial changes adversely affecting Sarawak's 


indigenous communities as the restrictions 
on shifting cultivation, the hydroelectric 
projects, community resettlement, the crea- 


Ai S rra qi a tion of national parks, and new land (includ- 
Poachers is the seventh in S ul «temi: | 


ing plantation) development schemes. 
‘As an introduction to the subject, the 
booklet is provocative but also tantalising. 


Many of the forces at work are only cursorily 


treated. Evelyn Hong's Natives of Sarawak 
and the Institute of Social Analysis’ earlier 
publication, Logging Against The Natives y 
Sarawak, both delve deeper into questions of. 
political economy. But even so, mud > 
mains undieat. For died Tittle is 









ging cbncessions: E d. imber industry, or 
how the present organisation ofthe intem: E 
tional timber industry. and trade has come ; 
about. : 

Nevertheless, the wore does an mes 
lent service in alerting readers to the com- 
plex dimensions and issues involved, and 
to the brutal realities faced by the native 
peoples of Sarawak. a Ke s. Jomo ; 


all too common fantasy of marrying an 
American millionaire who would take care 
of her in Manhattan. And, as happens in 
hundreds of local films and TV dramas, 
wealthy families in Manila turn out to have 
(a) an illegitimate member hidden in a con- 
vent which the family finances, and (b), a 
homosexual member who would squander 
the family's wealth. 

The novel's main protagonist, and aj 
rently Sionil José's alter ego, is Rola 
Cruz, a Yale-educated historian who be- 
comes a public-relations man and then a 
pimp for prostitutes. He is miserable about 
his intellectual prostitution, something that 
makes Ermita his soul-mate of sorts. 

Sionil José is clearly talking through him 
when Cruz says: "The fissures that divide 
us, isolate us from each other are insidious 
and deep — the warlords, an army without 
vision, a government of men who in their 
greed think only of themselves, a people 
grown obsequious and pliant, vegetables 
without a sense of outrage. How then can 
we protect ourselves from our leaders and 
most of all, from ourselves?" 

This then is the thesis Sionil José would 
like his reader to believe his novel convinc- 
ingly expounds. There may be à lot of truth 
to that thesis, yet his romanticisation of the 
prostitute Ermita and the intellectually pros- 
tituted Cruz turns it into an apologia for a 
certain kind of Filipino intellectual. 

a A Rigoberio Fio 





All New and Completely Updated Editions 
If you are interested in China here's a 
double-barrelled offer you cannot 
afford to pass... 


The Almanac of China’s 











The People’s Republic of 


China Year-Book 1988/89 
The People’s Republic. of 
China Year-Book 1988/89 is 
not only fascinating reading 
for those with social and cul- 
tural interests in China, but an 
essential reference for people 
with business dealings in the 
country. 


What is it? 
7" is annual volume with over 800 

res singularly offers the most 
«nplete guide to every aspect of 
life within China available today. Its 
fully updated contents range from 
the people and culture to economics, 
finance, trade. politics, education, 
science and technology. Plus countless 
other subjects covered in precise detail. 
It is the culmination of thousands of 
hours in research invested by the New 
China News Ltd., professionals who 
know the country intimately. The result 
is a cyclopaedia of unparalleled insight 
and information. 


Who needs it? 

If you have any interests in China 

at all then you'll find the People's 
Republic of China Year-Book 1988/89 

to be an essential companion. And, 
because it is completely indexed, it is a 
particularly helpful reference for 

students, professors and people 
conducting business in or with the country. 

















‘he People's Republic of China Year-Book 
988/89 combined with The Almanac of 
China's Foreign Economic Relations 1988 






bring you all the information about China 
vou'll ever need. 
Order your copies today. 























NOW THESE TWO 
ESSENTIAL WORKS 
CAN BE YOURS 
AT A SAVING OF US$34.00 


Buy both of these informative books 


and you can save US$34.00 off their 


original combined price. Which means 


that for only US$145 you'll get: 
€ Thousands of pages of detailed 


data examining the changing face of 


China. 


€ Expositions, speeches and articles 
contributed by specialists, pertaining 


to the exciting market potential and 
business opportunities available in 
China. 

e Hundreds of photographs and 
illustrations of interest. 

€ Two systematic and valuable 
references for those with business 








dealings or academic interests in China. 





Foreign Economic 
Relations & Trade 
1988 


China's trade policies with 
the rest of the world have 
never offered more 
opportunities than they do 
today. The country represents 
an unprecedented potential — 
an expanding market equivalent 
to one quarter of mankind. And 
yet, data on this rapidly growing 
economy has, until recently, been 
scant and unreliable. 
Now, there is one book that 
encapsulates every detail relevant to à 
businessman conducting dealings with 
China — The Almanac of China's 
Foreign Economic Relations & Trade. 


What is it? 

The Almanac records articles and data 
contributed by leading scholars and 
specialists as well as representatives 

from China's Foreign Economic Relations 
and Trade Department. Its contents are 
extensive and detailed, systematically laid- 
out for ease of reference. It includes vital 
information to businessmen, such as trade 
policies and restrictions, and even offers 
listings of potential joint-venture 

partners. 


Who needs it? 

The Almanac is absolutely vital to anyone 
thinking of, or already involved in, business 
relations with China. It is also a fascinating 
record of the changing face of China's trade 
policies. Not only is it one of the few books 
that offers an accurate view of China's 
economy but it is also the most up-to-date 
documentation of this data. 


To take advantage of this opportunity and save US$34.00 simply clip and mail this coupon to: 





A O Please send ... copy(s) of The 
People's Republic of China Year- 
Book 1988/89 for which I enclose 
USS100/HK$780 per copy. For 
surface mail delivery add 
US$6/HK$47, for airmail delivery 


(Please print in block letters) 


Send to: 
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B O Please send ... copy(s) of The 
Almanac of China's Foreign 
Economic Relations & Trade 
1988 for which I enclose 
US$79/HK$615 per copy. For 
surface mail delivery add 
US$6/HK$47, for airmail 
delivery add US$22/HK $170. 
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CO Please send ... copy(s) each of both 


The People's Republic of China 
Year-Book 1988/89 and The 
Almanac of China's Forei 
Economic Relations & Trade 1988 
for which I enclose 

USS$145/HK $1,131 per set. 

For surface mail delivery add 
US$12/HK$94, for airmail delivery 
add US$44/HK$340. 


A LR LL gm : t. 
MONTHLY REPORTS , 


vein 


WHERE TO PUT YOUR MONEY 


Don't ignore danger signal 


THE VOLUME OF ECONOMIC RESEARCH, forecasts and entrail-reading 
has, in the past few years, grown into an avalanche of GiGo data — 
as computer buffs label the output of the process known as “Gar- 
bage in, Garbage out." The abundance of GiGo is generally blamed 
on "ever-increasing sophistication" in economic analysis. 


Investors picking their way through this statistical slurry in- 


search of an investment tip generally give up after a while. But one 
item they should not ignore is the US Commerce ent an- 


. nouncement that the June Index of Leading Indicators declined 
0.1%, the fourth fall in the past five months. Eight out of the 12 times 


_ this has occurred since the late 1940s there has been a recession, with 


 amajor drop in share prices on 10 of the 12 instances. 


The US economy is bigger than the Japanese and West German 


economies combined. It is somewhat than the combined 
economies of Japan, China, India, Australia, South Korea and 
Taiwan. It is true that it does not fare as well as Japan or some others 
on a per capita basis. But overall size is what counts. 

Like it or not, the non-communist world still revolves in an eco- 
nomic orbit around the US. What hurts the US will ultimately be felt 
by its economic partners. And if the US is heading closer to a reces- 
sion, then the flourishing stockmarkets of the Asia-Pacific region can 

a solid knock, despite Wall Street testing new post-crash 
highs in mid-August. 

Regional markets are already showing signs of the staggers. 
Hongkong could be hit hard if it has to cope with a US recession on 
top of China fears. Reactions in Thailand, Singapore and Malaysia to 


Asian focused country funds gain popularity 


Nice little earners 


HE SPATE OF CLOSED-END country 

funds, often with warrant 

sweeteners attached, continues 

this year with blue-chip institu- 
tions falling over themselves to launch 
funds focused on Asia. 

Their popularity is spurred 
by the region’s rapid economic 
growth, with the 1990s touted 
as the Asian-Pacific decade. 
Asia’s increased acceptance of 
equity funding also underpins 
its success as the region’s cor- 
porate finance structure — at 
present rather underdeveloped 
— begins to adapt and grow, 
offering investors some hand- 
some stock opportunities. 

Asia's traditional preference 
for secrecy in business affairs is 
also giving way to an apprecia- 
tion of the advantages of the 
more transparent mode of 
equity finance. Bringing in out- 
side capital enables entre- 
preneurs to control their com- 
panies on smaller capital out- 
lays, while releasing personal 
funds for other purposes. 

Demand for scrip is likely to 
grow in Singapore, where only 
10% of the government-ad- 
ministered Central Provident 
Fund's (CPF) investible cash is 
currently parked in equities. 
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**Global fund 


By Christopher Marchand in Hongkong 


With CPF yields now turning in a paltry 
3.5%, better returns should not be too hard 
to find in the equity markets. 

In addition, numerous Western institu- 
tions and smaller pension funds are keen to 


Emerging enthusiasm 


Regional or country closed-end equity funds begun in 1989 
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FAR EASTERN ECONOMIC REVIEW 


invest in the region, but for reasons of size, 
restrictive covenants and expertise, many 
are unable to do so. Most West German pen- 
sion funds, for example, are restrained by 
prudential strictures from investing in Asian 
countries other than Japan. 
Dresdner Bank-owned Thorn- 
ton's recent launch of a £100 
million (US$160.7 million) Lon- 
dondisted Asian emerging 
markets fund offered one : 

tion to these restrictions, 
West German investors were 
technically dealing on the 
British market. 

Closed-end funds offer 
managers a wide degree of flex- 
ibility in mapping out invest- 
ment policy as the funds oper- 
ate, in effect, as a company. 
This enables a fixed level of cap- 
ital to be created, with investors 
trading in what amount to 
shares. As the capital is perma- 
nent, the manager can budget 
to invest in unlisted stocks, 
where the return would be 
earned in the longer term. 

Indeed, the lack of liquidity 
in official secondary markets, 
such as Singapore’s Sesdaq, 
suggests that smaller com- 
panies in search of growth capi- 
tal will seek direct institutional 
investment rather than a sec- 
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their funds oi the ravages ips state 
overheated markets and/or economies care - 
little about the nature of the . They - 
want to know if and when there will be a re- 


covery. 

The mass of GiGo ensures that they con- 
sistently fail to receive the information they 
need to allow them to decide whether they 
want to. into the pit as traders or stand 
aloof as investors. Smaller invest- 


ere 


but the reality is that 
there are so many exotic products being introduced that, in many 


day worldwide basis. 
The argument that the proli 
help the individual may be true in intent — 





ond market listing. Capital Corp.'s S$14 mil- 
lion (US$7.16 million) of a 60% 
stake in garment distributor Heshe Hold- 
ings in early August is a case in point — 
Heshe had earlier sought a Sesdag listing. 

Although investment trusts have tradi- 
tionally found it hard to attract funds, as 
their shares trade at a hefty discount to net 
asset value (NAV), country and regional 
funds have proved the exception. The South 
Korean and Taiwan funds, for example, 
have traded at premiums of 100% to NAV, 
while most closed-end funds created this 
year are already trading at premiums to 
NAV, 


he South Korea and Taiwan funds 

were focused on single, rapidly 

growing and relatively well-de- 

veloped economies, and there 

re also no other opportunites for offshore 

estors to buy stocks in the two countries. 

By contrast, this year's closed-end funds 

mostly cover less developed economies with 

differential growth rates and which permit 
direct stock investment. 

Although the potential for these funds to 
slip to discounts to NAV must be greater, 
strong economic growth, abundant liquidity 
and a growing scrip shortage could send the 
region's stockmarkets to Japanese-style rat- 
ings as long as the US economy avoids slip- 
ping into recession. Ironically, the anticipa- 
tion of just such "crazy" ratings could bolster 
the closed-end funds'appeal. 

Countries such as Indonesia, Thailand 
and, to a lesser extent, the Philippines recog- 
nise foreign equity can be invaluable in 
financing economic growth in a non-bur- 
densome way. However, there is some con- 
cern in these countries that unsuitable issues 
will be brought to market at too early a stage. 

Nevertheless, smaller fund managers are 
launching open-end country funds aimed at 
attracting investors into these countries. 
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Royal Trust launched an Indonesian fund 
earlier this year and CEF Capital plans to 
market a Thai fund later this month. While 
these will allow investors to redeem at NAV, 
they will also be dependent on highly 
priced, hence more risky, quoted stock 
investments. 

The Philippines is likely to be the next 
area of growth for the country funds. 
Guidelines for the operation of mutual 
funds there should be finalised soon, and a 
number of managers have expressed in- 
terest in opening shop. Nomura wants to 
start a US$60 million venture, Lloyds Bank 
fund management plans to invest a tentative 
P300 million (US$13.7 million) and Yasuda 
Bank & Trust P100 million. Fidelity Interna- 
tional wants to team-up with Wise & Co., 
DMT Securities and Filipino investors to 
open a P100 million fund. 

Singapore is also set to grow in impor- 
tance as a fund management centre. New 
Japan Securities president Tadashi Iwase 
forecast last month that 30-40 Japanese sec- 
urities firms will set up business in Singa- 
pore during the next two years, making Sin- 
gapore the financial heart of the fast growing 
economies of the Asean region. ` 
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Trusts test 
China factor 


By Anthony Rowley in London 





WO INVESTMENT TRUSTS launched re- 
cently out of London — the 
Thornton Asian g Markets 
Investment Trust (Taemit) and the Pacific 
Property Investment Trust from Tyndall 
Holdings and Gerrard Vivian Gray — 
suggest ambivalent attitudes towards 
Hongkong in the aftermath of the China 

Taemit is big by any standards — raising 








some £100 million (US$160.7 million) of — 


which about 35% is earmarked for Hong- 
kong and for unquoted investment in 
China. Thornton says it will start more or 
less straight away with building up its 
Hongkong portfolio, though it will soft-ped- 
dle over China. 

On the other hand, the size of the Pacific 
Property Investment Trust has been held 
down to a relatively modest £10 million — 
largely because its prime focus of attention 
needs to be Hongkong property, and Euro- 
pean investors are still nervous about Hong- 
kong property values. 

Taemit is certainly one of the biggest in- 
vestment trusts ever launched in London 
and that in turn reflects the fact that 
Thornton’s major shareholder (West Ger- 
many's Dresdner Bank) undertook to sub- 
scribe for nearly a half of the shares on behalf 
of its customers. 

Stockbrokers Cazenove & Co. under- 
wrote 75% of the issue, leaving some 25 mil- 
lion shares (of £1 each) open for public sub- 
scription. When the offer closed towards the 
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end of July it was fully subscribed and, as it 
turned out, about 60% of the shares ended 
up in the hands of Dresdner's West German 
clients and about 40% in those of British in- 
stitutions and individuals. 

Apart from the 35% of the fund to go into 
Hongkong/China, some 10% will go in 
"emerging" situations in Japan, 10% into 
Thailand, 10% each into South Korea and 
Taiwan (via special funds), 20% into Singa- 
pore-Malaysia and the remaining 576 into 
Indonesia and possibly Indian stocks. 

The trust is aimed principally at Euro- 
pean investors, though its shares are already 
listed on the London Stock Exchange and 
will be on the Frankfurt exchange too later 
this year and are thus available to an interna- 
tional client base. 

The fact that both Taemit and the prop- 
erty fund are structured as closed-ended in- 
vestment trusts rather than open-ended 
unit trusts — as the majority of so-called 
emerging market funds have tended to be in 
the past — is instructive. 

When stockmarkets around the world 
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crashed during October 1987, a number of 
Asian stockmarkets became highly illiquid 
and in some cases impossible to deal in. 
Hongkong simply shut down. This left unit 
trust managers fighting to meet redemption 
demands by selling stocks at almost any 
price they could get. 


nvestment trusts are not vulnerable to 

this kind of redemption pressure as the 

managers are not forced to make a mar- 
ket and sales must be matched by pur- 
chases. So, it is a case of once bitten twice 
shy so far as London investment managers 
are concerned. 

Another interesting feature common to 
both of the new trusts is that each carries de- 
tachable warrants convertible at a later stage 
into shares of the trust and in the meantime 
separately tradable. The need for a sweet- 
ener to win over investors indicates the in- 
crease in caution now shown towards Asia's 
emerging markets. . 

It appears to have worked because, like 
Taemit, the Pacific Property Investment 





FINE ART 


High-quality earnings 


By James Bartholomew in London 


NE DAY A FEW YEARS AGO, George 

Soros, the successful American in- 

vestor, received a call from a member 
of the wealthy Rothschild family who knew 
him well. 

Soros, according to this story (which just 
might be true), was not available so the caller 
left a message suggesting that he should buy 
a particular painting. Later, an aide of the in- 
vestor rang back with a message from Soros 
which said: “Mr Soros thinks he can do bet- 
ter in equity investment." 

Soros probably can do better 
in equities. But what about the 
rest of us? The problem in 
answering that question has 
been a lack of objective infor- 
mation. There has been no 
clear measure of whether 
someone who bought a wide 
variety of works of art did better 
or worse than the average in- 
vestor. Now that situation has 
changed — there has been a 
clear test. 

In late 1974 the British Rail 
Pension Fund, run for the em- 
ployees of the the country's 
railway network, decided to 
buy art as a hedge against infla- 
tion. The investment made 
over the next few years was 
modest by the standards of this 
large fund. Although £40 mil- 
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British Rail Pension investment 
of the art market between 1974 and 1989 
Nominal annual return Real annual return 


lion (US$64.3 million) was devoted to art, 
the investment represented less than 1% of 
the total pension fund. 

The fund's buying policy was to build up 
a varied portfolio, including works from 
well-known areas such as Impressionist 
art, Japanese prints, French furniture and 
Chinese ceramics. The managers decided 
that, whenever possible, they would try to 
purchase the best examples available in each 
area. 


The art of making money 


Fund in various sectors 
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Trust was fully subscribed when the offer 
closed towards the end of July. Here again, 
the shares (offered at 50p each) are listed in 
London. 

The fund will be invested in property 
shares and some physical real estate in 
Hongkong, South Korea, Taiwan, Singa- 
pore, Malaysia, Thailand, the Philippines, 
Japan, Australia and New Zealand and pos- 
sibly on the US West Coast. 

Hongkong has, of course, always been 
the prime property market of the region for 
outside investors, and the managers of the 
new fund are sticking bravely to the line that 
"despite recent political unrest in China . . . 
Hongkong will continue to play a pivotal 
role in the Pacific Basin region." 

For the moment though, caution is 
clearly the watchword and it is interesting to 
note that the Pacific Horizon fund launched 
by Tyndall shortly before the property trust 
raised £25 million quite comfortably as it 
not invest in Hongkong. Conceived dur _ 
the China crisis, the property fund has had 
to be much more modest in its objectives. a, 


The years passed. Personnel managing 
the British Rail Pension Fund changed and 
the decision was eventually taken to sell off 
the collection. Over the past few years the 
fund has been divesting itself of the art it 
bought nine to 15 years ago, and in so doing 
has allowed art's value as an investment to 
be tested. The selling programme has proba- 
bly just passed the half-way mark, but 
Sotheby's — the professional adviser to the 
fund — has already published information 
on how the investment has performed. 

The news is encouraging. The average 
profit on all the items sold so far was 15.396 
annually (expressed in sterling). Allowing 
for the British inflation rate, that translates 
into an average real profit of 7%. The calcula- 
tions include the costs of buying and selli: 
but not the costs of management, stor: _ 
se and insurance — which appa- 
= rently came to less than 0.5% a 
year. 

Over a period of time an an- 
nual nominal return of 15.3% 
certainly builds up. Take the 
silver ewer and basin made by 
the goldsmith at the court of 
Charles I. The annual return on 
this item was very close to the 
average of all the works sold so 
far. The pension fund bought 
the ewer for £137,500 in 1976 
and sold it earlier this year for 
£850,000. 

But the litmus test of art as 
an investment is to compare it 
with financial securities. Ac- 
cording to Sotheby's, the nomi- 
nal return on an index of British 
shares — including re-invested 
dividends and ignoring dealing 
costs — earned over the period 
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A dependable coordinator comes along 
on all my business trips 





I’m referring to the 1Q-7000 from Sharp. In addition to its seven built- 
in functions”, this electronic organizer transforms into a personal 
time/expense manager, an 8-language translator and a thesaurus 

dictionary, simply by adding optionally available IC cards and more 
applications to follow. Furthermore, two-way data transfer between 
the 1Q-7000 and a personal computer will let me upgrade my overall 
productivity. It sure is nice to have such 
a great partner on my side. Create a 
superb lifestyle with Sharp. 


1Q-7000 Electronic Organizer 


"Calendar, schedule, telephone directory, memo, uvrld/home clock 
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the fund owned its Impressionist paintings return one would expect from investmentin art as an investment may be particularly 


would be 15-16%. The real return from the 
market over this time is not given, but is 
probably just a little above the 7% which the 
works of art achieved. 

Art could claim to be a little unlucky to be 
pipped at the post. The race started during 
1974, a time when British shares were ex- 
traordinarily depressed. There followed 
what was more or less a 13-year bull market. 
The buying period was particularly favoura- 
ble for shares. If the race had started a few 
years before, or in 1976-77, when shares 
were extremely buoyant, then art would 
surely have won easily. 

A guide to the sort of return which in- 
stitutional investors would normally 
is given by inflation-indexed British bonds. 
They currently yield 3.5% in addition to the 
guarantee that they will keep up with infla- 
tion. In buying shares, which have greater 
risk, institutions probably hope to make a 
higher real return of, say, 4.5% or 5% over 
the long term. So art's 7% real return over 
the nine to 15 years beat the average sort of 


bonds or shares. 

The conclusion from all the statistics and 
the adjustments for special circumstances — 
not to mention the different possible ways of 
making the calculations — is simply that art 
can be as good as or better than equity in- 
vestment. Even after the much higher costs 
of buying and selling art, a prudent buyer 
can, over certain periods, do as well as an 
equity investor. 


bviously, the art investor will do bet- 
() ter if he buys into an area that be- 


comes more fashionable in succeed- 
ing years rather than less. With hindsight 
one can see the pension fund, for example, 
made a mistake in buying too few Impre- 
ssionist paintings and too much tribal art — 
though Sotheby's claims its choice of indi- 
vidual items within these and other sectors 
was good. The central point remains that art 
can be taken seriously as an investment 
medium. 
For the private investor, the attractions of 





PHILIPPINE STOCKS 


Bargain basement 


By Rigoberto Tiglao in Manila 


ANILA MAY BE the smallest stock- 
M market in the region, but astute in- 

vestors have still managed to find 
gems in it: Atlantic, Gulf, and Pacific Co. for 
instance, long languishing at around P45 
(US$2.05) per share, have surged to P92 in 
the last three weeks. And Philippine Na- 
tional Bank's (PNB) recent rocketing from a 
flotation price of P.170 to P400 has been diz- 


zying. 

While there may be unique factors at 
work in these issues' gains, they neverthe- 
less reflect the upbeat mood in the country's 
bourses in the past few months. After the 
bull run in 1987 following the 
emergence of a new govern- 
ment, then the correction in 
1988, the Manila markets ap- 
pear now to be on an upswing 
— perhaps the last bull run be- 
fore the potentially disturbing 
onset of the run-up to the 1992 
elections. And with p/e ratios 
currently averaging 10-11, the 
shares look a bargain compared 
with, for instance, Thailand's 
p/e levels of 15-20. 

The current rally is not solely 
due, as in 1987, to renewed con- 
fidence in the economy and in 
the Aquino regime's durability. 
Two new factors are now at 
work, and will continued to be 
soforatleastthe rest of the year. 
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Makati stock traders: finding gems. 


First, there is apparently a group of in- 
stitutional investors — brokers say banks' 
fund managers in Taipei and Hongkong — 
which early in the year saw the promise of 
local stocks and have been investing heav- 
ily. This generated excitement just when 
local investors seemed to have been 
exhausted by the takeover battle over Atlas 
Consolidated Mining and Development 
Corp. and, more importantly, when eco- 
nomic data — suchas a growing trade deficit 
and a rise in inflation — suggested caution. 

The foreign buying was reflected in brok- 
ers’ reports that at least 60% of the new PNB 
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strong. In many countries dividends are 
taxed, but the annual gain on art is normally 
not taxed until the work is sold. There are 
also some countries where capital gains tax 
on art objects is more lenient than on shares. 
In such cases, the argument for art becomes 
very hard to resist. 

This is not to say everyone should sell 
their shares and replace them entirely with 
art, as disadvantages — such as the time-lag 
between offering art works to the market 
and their eventual sale, coupled with high 
auction house commissions — make short- 
term investment risky. 

But for those who like to own art and 
are prepared to put a modest proportion 
of their savings into objects rather than 
shares or bonds, the pension fund’s ex- 
perience confirms you may do as well or 
better than with equities. You will pro- 
bably not sacrifice investment performa 
and enjoy additional pleasure of sc 
thing to hang on the wall or grace 
mantlepiece. b] 


shares were bought by foreigners. These re- 
ports were bolstered by the decision by PNB 
management to defer the sale of another 
1576 of its stock since this would risk breach- 
ing laws imposing a 30% foreign ownership 
limitation on Philippine banks. About five 
foreign investment firms — lead by Nomura 
Securities — are now working on setting up 
huge mutual funds, which are likely to focus 
on the stockmarkets here. 

Secondly, as shown by PNB listing, new 
issues have raised Manila's profile, espe- 
cially as the success of the PNB offering has 
set a very good precedent. "The 'beginners 
luck' which small investors enjoyed in the 
PNB listing has now created much public in- 
terest in the equity markets," Citicorp 
Scrimgeour Vickers account exea 
Ramon Viola says. The "next PNB" coul 
the 7 million shares which Manila Elec- 
tric Co. will be selling — though some feel 
that thelegal and apparently political compli- 

cations involved could delay a 
à marketlisting until 1990. 

Ayala Property Ventures fi- 
nally took off two months ago, 
and now has a p/e ratio of 78. 
Retail magnate Henry Sy's 
Robinson Land is expected to be 
listed within the month, with 
half its 200 million shares io be 
sold abroad. PNB’s precedent is 
likely to put pressure on the 
government to float its collec- 
tion of sequestered or forec- 
losed firms. 

Another potential PNB 
would be the five regional 
banks the Development Bank 
of the Philippines will be setting 
up and partly privatising as de- 
manded by the World Bank asa 
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condition for a US$300 million loan. Manila 


could certainly do with new listings — 
only about 35 out of 120 listed firms are actu- 
ally active — and in the past foreign invest- 
ors’ interest has quickly waned because of 
the markets' shallowness and lack of diver- 
sity. 

VT important development is that many 
prime companies have practically reached 
their debt-to-equity limits. A "clarification" 
early this year by the central bank that the 
single-borrowers' limit cover a firm's sub- 
sidiaries has also imposed stringent limits on 
the bank borrowings of companies like San 
Miguel Corp.(SMC). The result is that the 
Philippines' largest firms will need to raise 
funds on the stockmarket — a fact which 
SMC has realised with its board decision to 
offer P500 million of stock. And there are 
moves in congress to prod closely held firms 
to £o public by providing certain tax incen- 
S stocks are leading the current bull run, 

a trend which, according to First 
Pacific Securities vice-president Villamor 
Vital, reflects the strong fundamentals of the 
current upbeat phase. Vital recommends in- 
creasing portfolio weighting in four blue- 
chip core holdings: PNB, Philippine Long 
Distance Telephone Co. (PLDT), SMC, and 
Philex Mining and Industrial Corp. A few 
brokers however, see SMC as only a "hold," 
as the firm is too exposed to world copra 
prices (which are softening). 

Brokers recommended shopping 
among the commercial-industrials would 
include: Ayala Property Ventures for its real 
estate projects; Philippine Realty and Hold- 
ings Corp. for its condominium projects; 
First Philippine Holdings, which would get 
a windfall from Meralco's planned stock-dis- 
persal programme; A. Soriano Corp. which 

‘major stakes in San Miguel and in Atlas 
UN; and Henry Sy’s SM Fund. Among 
mining issues, the favourites are Philex Min- 
ing Corp. considered a very. efficient 
copper producer, and Atlas Consolidated 
Mining, which has come up with a definite 


programme for retiring its heavy foreign 
debt. — 


ignificantly, ^ commercial-industrial 





Oil issues are considered a bit risky at the - 


moment, with Manila's official agency on oil 
exploration reportedly convinced that com- 
mercial oil will be at last be found at, of all 
places, Manila Bay. Philippine Overseas 
Drilling however is a favourite, not because 
of its oil prospects, but because most of its 
revenues come from its manufacturing sub- 
sidiaries and from stockmarketinvestments. 
The wild dream here of course is for a re- 
peat of, say, PLDT's price history — - £38 be- 
fore the February 1986 uprising, around 
P400 now. That is, of course, too much to 





ask for, but brokers here are quick to point | 


out that average p/e ratios have already 
moved up from around six at the start of the 
year to the 10-11 range. E 
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PROPERTY 


Uncle San 


By Jonathan Burton in New York 


F US SAVINGS AND LOAN COMPANIES had 

| not made so many misguided real estate 
.loans a decade ago, and if regulatory 
examinations had been stricter, the Federal 
government would not now have to spend 


at least US$166 billion over the next 10 years- 


— US$20 billion of it in the next six weeks — 
to bail out the industry and close dozens of 
troubled thrift institutions. 

The crisis has made the US Government 
the reluctant owner of billions of dollars 
worth of commercial and residential real es- 
tate and undeveloped land — with more to 
come in the wake of the recent congressional 
rescue, signed into law by President Bush 
on 9 August. Since the government does 
not want any of the property it receives 
when a thrift shuts down, there would 
seem to be profitable pickings ahead for 
investors. 


Federal banking regulators certainly. 


hope their real estate desert is an investor's 
oasis. Potential buyers, however, should be 
cautious. While some parcels are of good 
quality, many more are dubious and should 
appeal only to the speculative, long-term in- 
vestors. Most are in economically depressed 
regions that could take years to recover, and 
all are testimony to the excess that has de- 
stroyed hundreds of thrifts and forced the 
government to intervene. 

A list of recent offerings include hopeful- 
sounding parcels — mainly commercial real 
estate, open land, apartments and con- 
dominiums — but a closer look reveals pro- 
jects that are partially built, vacant or physi- 
cally isolated like 10 acres of undeve oped, 
residentially zoned land in Plano, Texas, 
near Dallas, available for US$550,000. 

Federal regulators disposed of US$532. 
million worth of real estate last year and 





have a sales target this year of US$675 mil- 


lion. Regulator Elaine Richardson says the 
government usually receives close to fair 
market value for the properties it sells. But 


Henry S. Peltz, vice-president of thrift re- 
search at the New York-based banking 


specialist firm of Keefe, Bruyette & Woods 
Inc., notes that most property is quickly 
reassessed and in fact sells at a fraction of its 
carrying value. Some parcels have fetched 
as little as 15 cents on the dollar, with an 
average discount of about 50%. | 
Peltz says when buying, foresight is es- 
sential. "You're playing to a certain extent in 


uncharted waters," he warns, "You're going 
to have to find somebody who knows real 


estate and who knows local real estate mar- 
kets. i 
- Now may be a good time to buy as there 


is already a lot of property for sale, and a 


condition, transactions are done in cash onl 


ford to deal on trust and a handshake. 





flood of new parcels is about to come on. - 
market — particularly in Texas, Oklahoma, 
Florida, California, Arizona and Colorado. 
This could make the government more __ 
amenable to bargaining. Conversely, the S 
government are not the only ones with real - 
estate to pitch, and the glut could simply __ 
sink property values lower and lengthen the P 
recovery period. 

Federal regulators are currently in much : 
the same disarray as the real estate they are 
trying to unload. As part of the sweeping 
legislation, the beleaguered thrift insurance 
agency, the Federal Savings and Loan Insur 
ance Corp. (FSLIC) was merged with the 
stronger Federal Deposit Insurance Corp 
(FDIC), which oversees banks. Property in 
formation is still available by contactin; 
former FSLIC offices in Washington D.C. 
Los Angeles, Dallas and Atlanta, despite thi 
agency's amalgamation with the FDIC. | 

Within the next few weeks a ne 
formed FDIC unit in charge of thrifts, the Re 
solution Trust Corp., is due to establish of 
fices in Atlanta, Dallas, Denver and Kan 
City and is charged with selling propert 
with a book value of US$400 billion. | 

The Resolution Trust is charged with sell 
ing the property and establishing its fai 
market value. The legislation additionall 
requires the government to demand 
minimum price for properties sold in Texas 
Louisiana, New Mexico, Arkansas, C 
orado and Oklahoma. These states are class 
ified as distressed markets where the sal 
price must be no less than 9576 of fair marke 
value. The provision could bolster propert 
prices in these areas, but the trick for reg 
ulators, say real estate experts, is guessin: 
what "fair value" really means. 

Standard operating procedure is. unlikel 
to change much, however. After completin 
a basic name-and-address "investor pro- 
file," prospective buyers receive investmen 
property catalogues. Published every few- 
months, these listings briefly describe every- 
thing that is for sale nationwide and how | 
much it costs. : 

If an investor is interested in a property, 2 
regulators are happy to provide more de-- 
tailed, pro forma documents. The property 
itself is contracted to independent asset. 
managers, who hire local brokers to meet 
the potential buyer. Foreign investors are. 
welcome and subject to usual state and fed 
eral regulations. Property is sold in an “asis 






























































and purchases are final. Unlike the me 
gets who drove many savings and. k ) 
into insolvency, the government cannot 





TOKYO MARKET 


A power play 


By Nigel Holloway in Tokyo 


APANESE PUNTERS love a good theme to 
play with, particularly when there is a 
lot of liquidity around and a lack of fun- 

amental news to drive the Tokyo stock- 
market. 

Brokers W. I. Carr have gone one step 
further to consider how different themes 
might affect the performance of a single in- 
dustry — electronics — over the next few 
months, a period when political uncertainty 
and fears of inflation are likely to dampen a 
general surge of stock prices. 

Electricals were one of the best-perform- 
ing sectors in the three months to end-July, 
rising 13% compared with a 5.6% gain for 
the Tokyo Stock Exchange's TOPIX Index. 
W. I. Carr believes the sector will continue to 
do well because of its size (it comprises 10% 
of total market capitalisation) and the intrin- 
sic quality of its stocks and despite the likeli- 
hood of a slowdown in earnings growth for 
the rest of this year. 

The 10 themes that analysts James 
Ashley and Colin Mills outline are as fol- 
lows: 

»> Clean energy. Solar battery and store bat- 
tery manufacturers’ shares received a fillip 
when the Ministry of International Trade 
and Industry (Miti) announced in February 
a three-year project to develop an elec- 
tric car. Most active stocks at the time were 
Japan Store Battery and Yuasa Battery with 
interest later spilling over to Taiyo Yuden 
and Sharp. With environmental protection a 
priority, the clean-energy theme is likely to 
resurface periodically, helping the above- 
named issues and others like Meidensha 
which is developing a lead-bromine storage 
battery. 

> Defence. One of the sector's more dura- 
ble themes, it often gains prominence to- 
wards the end of the year when the govern- 
ment's budget is up for discussion. In the 
past, Mitsubishi Electric and Mitsubishi 
Heavy have been beneficiaries, along with 
Japan Radio and Japan Aviation Electronics. 
Tokyo Keiki gained 150% in three weeks 
last January. The fortunes of the pacifist 
Socialist-led opposition, though, could have 
a direct effect on this sector. 

P» Dynamic random access memories 
(DRAMs). Toshiba was the winner of the 1 
megabit DRAM war. All eyes are on the battle 
for the 4 megabit DRAM, with mass produc- 
tion due some time in 1990. Hitachi and 
Toshiba appear to be in the lead, but NEC will 
not give up without a fight. Investors in- 
terest is likely to focus on these leading com- 

es. 

P» High-definition television (HDTV). We 
have probably all heard about it, but so far 





the theme has not raised more than a glim- 
mer in the stockmarket. This may change 
when extended definition television — half- 
way to HDTV — starts broadcasting at the 
end of this year. All the major electrical firms 
— Sony, NEC, Matsushita Electric Industrial, 
Sharp and TDK — are involved in high-defi- 
nition research. Another one to watch is 
Ikegami Tsushinki, which produces studio 
equipment for Japan Broadcasting Corp. 

> Communications. Japan was the first 
country to launch in April 1988 a full-scale 
commercial integrated services digital net- 
work (ISDN), which can take voice, video 
and data transmission. The theme is likely to 
dominate telecommunications stocks, in- 
cluding Nippon Telegraph & Telephone 
(NTT), for years to come. So far, it has bene- 
fited the share price of a disparate group of 
firms often with only a tenuous link to 
ISDN. 

These include Shindengen (power 
supplies for digital exchanges) and Mat- 
sushita Communication Industrial (tele- 
phone terminals). The introduction of an 
upgraded digital service last June could 
prompt a re-emergence of the theme. 

P» Nuclear fusion. The news last March 
that two scientists in the US had succeeded 
in generating nuclear fusion at room tem- 
perature sparked interest in a number of 
stocks, like Nichicon and Nissin Electric, 
often for spurious reasons. If the theme ever 
returns, investors will focus on fewer stocks, 
perhaps mainly material suppliers rather 
than electronics firms. 

P Pre-paid cards. Still not a major theme, in 
part because there are not many companies 
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heavily reliant on pre-paid cards which are 
used and sold by NTT and Japan Rail- 
ways. 

The use of such cards by other big organi- 
sations must wait for possible legislation 
governing multi-purpose cards. Even so, 
makers of machinery to read cards, like 
Tokin, Nippon Signal and Nippon Conlux, 
may gain from growing demand. 
> Factory automation. Most of the firms in 
this area have benefited from strong de- 
mand due to heavy capital spending in 
Japan, but there was a surge of buying of 
Yaskawa Electric shares, which rose 40% in 
a fortnight in March-April this year. Deve- 
lopment of new types of robots may gener- 
ate demand for makers like Fanuc, Yaskawa 
and Fuji Electric. 
> Superconductivity. This theme had its 
heyday in March-May 1987 (notably for Fuji 
Electric), at a time when IBM and other big 
names were announcing new mater — 
which could superconduct electricity 
higher temperatures than before. Wary of 
possible friction with the US, the Japanese 
firms appear to have agreed among them- 
selves to keep a low profile about their re- 
search. 

Individual stocks may rise in future on 

the basis of superconductivity stories. Ones 
to watch include Sumitomo Electric and 
Furukawa Electric. 
P 200-volt power. Only 38% of Japan's 
homes have wires capable of carrying both 
100 and 200 volts and the promotion of the 
latter has been a recurrent theme for several 
years. Each time one of the many groups re- 
ports to Miti on the subject there is a sudden 
flurry with much of that interest concen- 
trated in Osaki Electric, the country's largest 
maker of wattmeters. 

Matsushita Electric Works is the only 
company manufacturing 200-volt sockets, 
so itis another firm to watch on encouraging 
news about boosting power in peopl 


homes. 
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INDUSTRY 


Hitachi helps South Korea's Goldstar become a microchip major 


Thanks for the memories 


By Mark Clifford in Seoul 


sweeping agreement giving South 
Korea's giant Goldstar group ac- 
cess to Hitachís one megabit 
dyanamic random access memory 
(DRAM) technology and manufacturing ex- 
pertise has strengthened South Korea's pos- 
ition as one of the top three players in the 
fiercely competitive semiconductor memory 
business. 

South Korean manufacturers, who now 
trail only the US and Japan in the market for 
the DRAM chips which are widely used in 
personal computers, are pouring massive 
investment into semiconductors. Market re- 
searcher Dataquest estimates that semicon- 
ductor investment in South Korea nearly 
doubled to US$758 million last year and will 
more than double this year to US$1.55 bil- 
lion. The South Korean firms now have 
about 15% of the world merchant market for 
memory chips. 

Goldstar has long been a distant third 
among South Korea's semiconductor mem- 
ory makers. Instead, the company has 
largely concentrated on making more 
specialised semiconductor devices, such as 
logic chips. But the size of the market for 
memory devices was simply too alluring for 
Goldstar to stand aside and watch rivals 
Samsung and Hyundai run away with the 
business. ^For us it's a giant step forward," 
says Don Chun, who heads the group's 
semiconductor memory division. "We want 
to jump into this part of the semiconductor 
business in a big way." 

The agreement with Hitachi is nothing if 
not big. It is a turnkey arrangement with the 
Japanese manufacturer providing technol- 
ogy, technical assistance and advice on 
everything from what fabrication equip- 
ment to buy to unwritten production tricks. 
“We are virtually duplicating the Hitachi 
wafer fab," says Chun, who is senior man- 
aging director of Goldstar Electron, the com- 
pany's newly formed semiconductor divi- 
sion. The unit was formed out of Goldstar's 
existing wafer fab division and is expected to 
acquire the Kumi production site of Goldstar 
Semiconductor, a telecommunications and 
semiconductor joint venture with AT&T, 
around the end of the year. 

The centrepiece of Goldstar Electron's 
production facility is a new wafer fab plant at 
Chungju, in the central part of the country. 
Goldstar Electron estimates it will need to in- 
vest US$2.2 billion in the facility by 1997. 





The help from Hitachi will not come 
cheap. Industry analysts say that companies 
usually pay several million dollars as an ini- 
tial licensing fee and then sales royalties of 1- 
3% of turnover for three to four years. Be- 
cause Hitachi is providing extensive support 
for a current generation of technology, 
Goldstar Electron has reportedly agreed to 
pay a higher-than-usual licence fee. 

In addition it will have to make regular 
royalty payments to US firm Texas Instru- 
ments (TI) — royalties which all DRAM mak- 
ers pay for the basic DRAM pattern. Royalty 
payments are expected to amount to tens of 
millions of dollars a year by the time the 
plant is running at full capacity. Despite this 
burden, however, Goldstar officials are op- 
timistic. They expect sales to leap to US$1 
billion by 1992. 

Company officials refuse to divulge de- 
tails of the agreement, which initially only 
covers the one megabit DRAM. But it is ex- 


South Korea's microchip boom 
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pected to include later generations of pro- 
ducts in the future. 

Goldstar will enjoy a big boost from its re- 
lationship with Hitachi, but it will still have 
to play catch-up with its rivals. By the time 
Goldstar starts shipping commercial quan- 
tities of the current generation of one 
megabit DRAMs in the middle of next year, it 
will be two years behind Samsung, its 
fiercest domestic rival. It will not begin 
sample production of the four megabit 
DRAM, the next generation, until late 1990 
or early 1991, at least a year behind Sam- 
sung. 

By the time the 16 megabit chip comes 
out, however, Goldstar hopes to have pull- 
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ed abreast of Samsung and Hyundai. The 
help that Hitachi will give in allowing 
Goldstar to play catch-up is no doubt worth 
a high price in a business where a delay of a 
month or two can mean hundreds of mil- 
lions of dollars in lost revenues. Hitachi 
should also be able to help Goldstar quickly 
improve its yields, or the amount of usable 
semiconductors it gets from a silicon 
wafer — a critical factor in industry profit- 
ability. 

The agreement gives Goldstar a higt 
gree of freedom to sell on the open market. 
Hyundai moved into the memory business 
by striking a foundry agreement with TI. 
Hyundai has had to funnel much of its pro- 
duction to the US firm under an original 
equipment manufacturing arrangemen! 
where the semiconductors are sold unde! 
the TI name. Goldstar has no such restric 
tions. Goldstar figures it will use about 30% 
of the memory chips for internal consump: 
tion, especially in its burgeoning persona 
computer business, and export the remain 
ing 70%. 

While Goldstar will be able to piggyback 
on the Hitachi name, the Japanese firm wil 
be able to free its human and financial re 
sources for newer or more specialisec 
semiconductor products while assuring it 
self of a reliable second source. 


emory chips play on South Ko- 
rean industry's penchant 
gigantism. From the count _ 
massive construction projects ir 
the Middle East and its huge shipyards 
both legacies of the 1970s, to its more recen 
successes in high-volume consumer mar 
kets like VCRs, microwaves and colour T 
sets, South Korean companies have thrivec 
on bigness. That puts them in sharp contras 
to rivals in neighbouring Taiwan, whicl 
until recently have steered clear of volum 
products such as memory chips in favour o 
niche markets. 

The sorts of markets in which South Ko 
rean companies have prospered require lot 
of capital, and plenty of engineering talent 
but no particular sophistication. Con 
versely, they tend to be less profitable be 
cause of their commodity nature. As prc 
duct life cycles shorten and capital expend 
ture costs rise, the South Koreans could fin: 
themselves in a situation familiar to U 
semiconductor makers, where turnover i 
huge but profits are consumed by the nee: 
to fund continuing research and capital e 
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pansion. That situation, however, may be 
less disturbing to the growth-oriented South 
Koreans than to US managers, who are 
more concerned with managing their quar- 
terly earnings results. 

The South Korean Government is also 
doing its bit to help South Korea keep up 
with the pack in the memory field. 
Dataquest general manager Son Chong 
Hyang, estimates government support for 
the four megabit DRAM project has totalled 
US$100 million and that for the 16 megabit 
€ he. will weigh in with 

on in support, much of it in 
ie form of low-interest loans. 


The semiconductor memory business 
will be an expensive and difficult one for 
South Korea to keep up with, especially 
since subsequent generations of semicon- 
ductors will require revolutionary changes 
in technology. The formation of US 
Memories, a consortium of major US 
semiconductor users and manufacturers 
founded earlier this year to fund a national 
research and manufacturing effort, is 
dramatic evidence that the US is not pre- 
pared to cede this business. For a novice like 
Goldstar to team up with a savvy partner 
like Hitachi should improve its chances of 
succeeding in this cut-throat business. — 88k 
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im s nascent private sector comes under pressure 


10 pay tax is glorious 








By Louise do Rosario 


Oo get rich. may no longer be all that 
Í glorious — Peking is extending its 


crackdown on “bourgeois liberalism” 
to the private entrepreneurs it once encour- 
aged, by a mixture of heavy taxes and the 
closure of the kind of businesses it does not 
like. 

The campaign effectively gives the go- 
ahead for a range of abuses by petty officials 
at all levels against private traders. And, like 
similar campaigns conducted during pre- 
vious political chills, it highlights the essen- 
tially hostile environment still facing China's 
estimated 12.34 million private businesses, 
despite a decade of official tolerance. 

Overall, the private sector produces less 

t 1% of GNP, but conservative planners 
_ry about the speed with which entre- 
preneurs can become rich. They also dislike 
the way private merchants push for conces- 
sions such as membership of the communist 
party, the right to set up their own news- 
papers and associations, and the right to ex- 
port their products. 

A campaign against this group serves 
timely political and economic purposes. 
Punitive taxation of private businessmen 
will provide the government with money to 
help cover budget deficits, and it will ease 
public discontent over growing income dis- 
parities. It will also divert the public gaze 
from other unpopular issues. 

The private sector was revived in 1978 
after three decades of suppression as a way 
of creating jobs for unemployed youths. The 
first enterprises were modest affairs — 
household operations in catering, kerb-side 
retailing and other small-scale services — 
but now the private sector has expanded 
into manufacturing, transport and construc- 
tion. At end-1988, there were 225,000 of 
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these larger private businesses employing 
more than eight workers each. In all, the sec- 
tor provides 19.43 million jobs, a lot of tax 
revenue, efficient services, and much- 
needed competition for complacent state 
units. 

Private industry, in particular, benefited 
from the liberalisation of prices, raw-mate- 
rial supply and distribution in the mid- 
1980s. Its output quadrupled from Rmb 18 
billion (US$4.8 billion) in 1985 to Rmb 78 bil- 
lion in 1988, when it produced 4.4% of 
China's industrial output. In Hebei, Liao- 
ning, Shandong, and Henan, private busi- 
nesses, most of which are in the coun- 
tryside, accounted for nearly 10% of local in- 
dustrial output. 

However, the sector has been coming 
under pressure since the start of the year. 
The number of private enterprises and 
people employed by them has dropped by 
15% and 15.7% respectively in the first half 
— the first time in recent years there has 
been any decline. 

Not only has the economic climate 
cooled — so has the political and fiscal cli- 
mate. On 29 July, the State Administration 
for Industry and Commerce announced it 
would fine, withdraw licences and impose 
other penalties on private businesses in- 
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Samsung chip production: rivalry. 


volved in smuggling, speculation, cheating, 
pornographic publishing, counterfeiting, 
and other illicit operations. 

Since early July, the Chinese media has 
also called for heavier taxation of the private 
sector, claiming that this high-income group 
has been evading tax. The State Administra- 
tion of Taxation wants a 30% increase to 
Rmb 12 billion in tax revenue from private 
businessmen this year, compared with 
10.4% overall revenue growth. 

In July, the Shanghai authorities exposed 
22 private businessmen accused of evading 
Rmb 2.76 million in taxes. Of the 22, one sofa 
manufacturer, popularly known as the "sofa 
king," was arrested while attempting to 
leave the country to avoid a tax bill of almost 
Rmb 500,000. 

Taxation has been getting heavier during 
the year. In the first six months, while the 
private sector was shrinking, revenue 
from personal income taxes, most of which 
is paid by private businessmen, increased 
by 280.2% on a year-to-year basis to Rmb 
182.42 million. In Heilongjiang, Fujian and 
Hainan, there have been spectacular in- 
creases of 14-20 times in such tax for the 
same period — a measure of how serious 
the squeeze has been on rich individuals. 

And in Zhejiang, tax from private busi- 
nesses grew 47% in the first five months this 
year, compared with the same period a year 
ago — the private sector now pays one- 
tenth of the province's total industrial and 
commercial tax. 

This tax campaign is unlikely to encour- 
age successful private businessmen to work 
harder, Already sceptical of familiar govern- 
ment promises that their interests will be 
protected, they are likely to spend their 
money rather than invest it in their business- 
es, since becoming visibly richer would be 
dangerous. The large volume of cash in the 
hands of private bankers — estimated at 
Rmb 800 million in the city of Shenzhen 
alone last year — will also continue to give 
state banks a wide berth to avoid official 
monitoring. 

The private sector will weather the storm 
better in those localities where it is most 
deeply entrenched, since officials will be less 
willing to forgo the social benefits it pro- 
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vides. But in the cities, most people are em- 
ployed by the state, and are more used to ab- 
solute egalitarianism than free enterprise. In 
these conditions, the communist party will 
squeeze private businesses hard in an effort 
to muster some popular support. 

The result is that business is going under- 

d. There are various ways of setting 
up safe front organisations — businessmen 
may borrow a state or collectively owned 
company's business licence or invite state 
enterprises to join as shareholders so that 
the state finds it difficult to determine the 
exact nature of the ownership. 

There are theoretical difficulties in a full- 
scale purge. Even Chinese economists find 
it difficult to draw the line between exploita- 
tion and genuine economic rewards. Most 

that a private business employing 
fewer than eight people is a non-exploitative 
“individual entity" (geti jingji), while one 


employing more than eight is a "private en- 
terprise" (siying qiye), exhibiting capitalist 
elements. 

Moreover, in recent years, some pro- 
gress has been made towards providing pri- 
vate business with a legal status. Constitu- 
tional amendments were made in April 
1988, recognising private enterprises as "a 
complement to the socialist public econ- 
omy." Three months later, a series of regula- 
tions were issued, stipulating that a private 
enterprise cannot have more than 30 share- 
holders, cannot issue shares to the public 
and that its manager can have a salary of at 
most 10 times that of the average worker. 
However, day-to-day regulation remains 
arbitrary and subject to political swings. 

The sector's best protection probably lies 
in its utility. State units are already over- 
staffed, while the potential of the private 
sector is unlimited. Of the 4.9 million youths 





COMPANIES 


Australia’s BTR Nylex expands Asian operations 


Breaking the mould 





By Jonat Jonathan By Jonathan Friedland in Melbourne 


aving undertaken a spectacular ac- 
H quisition-driven expansion pro- 

gramme over the past three years, 
BTR Nylex is now boosting capital invest- 
ment in East Asia. The diversified Mel- 
bourne-based manufacturer, a 63% owned 
subsidiary of British multinational BTR plc., 
will spend some A$300 million (US$227.62 
million) this year on expanding its Asian 
output of plastics, packaging and glass pro- 
ducts. 

Led by managing director and self-de- 
scribed “dictator” Alan Jackson, the A$4.03 
billion assets company is one of the few Aus- 
tralian industrial concerns to 
break out of the import substitu- 
tion mould and establish a far- 
reaching and well-integrated in- 
ternational manufacturing pre- 
sence. It now makes plastics, 
chemicals, building products, 
packaging, furnishings, au- 
tomotive components and other 
decidedly unglamorous pro- 
ducts in 13 countries and Hong- 
kong. 

It is also one of the few Aus- 
tralian firms of any type to target 
East Asia, as opposed to North 
America or Europe, as an im- 
portant area for future growth. 
In 1986, BTR Nylex took the un- 
usual step of buying a 51% stake 
in a Taiwan conglomerate, 


China General Plastics Group 





(CGPC), for A$170 million. Two years later, it 
expanded its Asian presence with the pur- 
chase of multinational building products 
and packaging manufacturer ACI Interna- 
tional. 

"The major thrust of our internal capital 
investment will now be in Asia," Jackson 
told the Review. "We expect substantial 
growth in sales in the region for many years 
to come." 

Participation in major petrochemical pro- 
jects in Malaysia and the Philippines is plan- 
ned or already under way, said the BTR 
Nylex chief. Also planned or under way are 
a polyvinyl chloride (PVC) fabrication plant 
in Penang, a vinyl chloride monomer (VCM) 


BTR Nylex's Asian operations 
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joining the urban labour force in 1988, al- 
most 20% found jobs in the private sector. If 
unemployment rises rapidly, private busi- 
ness may once again be encouraged. 

In rural areas, private enterprise is 
needed to absorb the surplus labour re- 
leased from the land by increased farming 
efficiency and a growing population. Self- 
funded and well-motivated, private busi- 
ness has become a short-cut to prosperity for 
some poorly developed areas not blessed 
with abundant natural resources or state as- 
sistance. For example, in Qinghe, a 260,000- 
strong county in northern Hebei province, 
private businesses accounted for more than 
half of local budget revenue and 80% of total 
agricultural and industrial output. Once 
classified officially as a poverty area, Qinghe 
now flourishes — average rural income tri- 
pled from Rmb 202 in 1983 to Rmb 641 in 
1988. u 


facility in Taiwan, and the upgrading of 
existing glass packaging factories in In- 
donesia and Thailand. 

Jackson's empire-building strategy has 
been simple: buy underperforming manu- 
facturing companies with strong market 
share, sell those assets that do not comple- 
ment BTR Nylex's existing product lines, 
and improve margins by integrating the 
companies into a tough management and 
reporting system. Added to the recipe has 
been a strong emphasis on research and de- 
velopment and Jackson's gruff, friendly, 
love-it-or-get-stuffed approach to staff moti- 
vation. 

Although Jackson had been running the 
former Hopkins Odlum, a small maker of 
rubber belts, since 1977, it was only with the 
1985 acquisition of Australian plastics maker 
Nylex from ACI International for A$90 mil- 
lion that the strategy took off. In quick suc- 
cession, and with the strong backing of | 
plc which bought into Hopkins Odlun 
1973, Jackson purchased the Taiwan plastics 
group in 1986, automotive components 
maker Borg Warner Australia 
and Japanese lighting fixtures 
manufacturer Sanshin Enter- 
prises in 1987. ACI International 
itself fell prey to BTR Nylex in a 
complex deal last year while the 
New Zealand-based Feltrax In- 
ternational was poached from 
ailing Equiticorp in January 
1989. 

Analysts said that the con- 
glomerate, which had a modest 
asset base of A$290 million only 
three years ago, has now 
achieved sufficient product and 
geographical diversification to 
weather all but the worst global 
economic downturn. Further, 
unlike other acquisitive Austra- 
lian companies such as Hooker 
Corp., Chase Corp. and Bond 


DNVL ACONY 






24 AUGUST 1989 


Ld ae, 08 a Py Seq 





Corp., BTR Nylex has stayed well clear of 
buying into companies that may be attrac- 


tive as turnaround prospects, but are in un- _ 


familiar lines of business. 

“BTR Nylex has three simple guidelines: 
growth is the objective, profit is the mea- 
sure, security is the result,” said Richard 
Tsiang, an analyst at Roach Tilley Grice and 
Co. in Melbourne. “The massive growth has 
been achieved through the adoption of this 
basic tenet.” 

BTR Nylex has also differed from the 
other Australian high fliers in another key 
way: Jackson, a former accountant, and his 
nine key managers have made a gospel out 
of solid bottom-line results. BTR Nylex has 
achieved a record net profit growth of more 
than 100% a year compounded over the past 
four years. While this primarily reflects the 
addition of new companies to the BTR 
Nylex stable, it has also been underpinned 
` steady improvement in operating mar- 


Over the same period, the company has 
also managed to reduce gearing from a year- 
end average of 4776 to an extraordinarily 
modest 2.675 at the end of the 1988 fiscal 
year. This compares to an average of 112.7% 
among the All Industrials Index companies 
as of 31 October 1988. While BTR Nylex's 
debt-to-equity ratio has risen anew to 66.4% 
with the A$730 million purchase of Feltrax, a 
maker of industrial mouldings, plastic 
packaging and carpets, Jackson said that he 
believed company debt would be well in 
hand before the end of the fiscal year. 


Ithough its share price eased prior to 
A the announcement of mid-year re- 

sults on 10 August over fears that the 
earnings pace would begin to slacken, BTR 
Nylex has generally been favoured by in- 
vestors. A recent darling of analysts both in 
Australia and abroad, its stock has outper- 
~ ned the All Industrials Index by more 

n 200% since January 1987 despite 
takeover-related dilutions. 

The half-yearly results did not disap- 
point. BTR Nylex showed an 87.3% increase 
in sales and a 80.2% jump in operating pro- 
fits. Earnings per share climbed to 21.1 A 
cents from an adjusted 11.3 A cents in the 
comparable 1988 period, allowing for an in- 
creased dividend payment of A$107.4 mil- 
lion. 

While Jackson admits that the pace of 
earnings growth will inevitably slow, he 
claims that organic growth, fuelled by heavy 
investment in plant and equipment and 
substantial research and development ex- 
penditure, will still be formidable. This, he 
explained, is where Asia will play a critical 
role in future profitability. 

“When it comes to Asian assets, we have 
gone from bugger all in the region in 1985 to 
26% today. Profits from Asian operations 
have climbed from 2% in 1986 to roughly 
30% of the total in 1988,” Jackson said. “We 
see considerable scope for the expansion of 
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our Asian operations through the introduc- 
tion of common technology, common pro- 
cesses and common markets.” 

BTR Nylex's Asian thrust is focused in 
two main areas; plastics and packaging 
materials. CGPG, the second-largest Taiwan 
producer of PVC and the world's largest 
maker of plastic sheeting, is spearheading 
the plastics drive. A number of different 
subsidiary companies, mainly purchased 
through the A$1.6 billion acquisition of ACI 
International, will benefit through capital 
improvements in existing facilities. 

BTR Nylex's 1986 move into Taiwan is 
viewed by analysts as a resounding success, 
not least of all because its stake in CGPG is 
worth approximately 10 times the price 
paid. CGPG also controls a majority stake in 
Asia Polymer, which controls about half the 
domestic polyethylene resins market, and in 
Taita Chemical, a major producer of resins 
for the electronics and automotive indus- 
tries. 

According to analysts at BZW Meares 
in Sydney, the combination of CGPG's oligo- 
polistic market position, BTR Nylex's fi- 
nancial planning and control system, and 
the introduction of advanced technology 


Plastic assembly in Penang. 
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from the Australian parent has allowed for a 
significant increase in the Taiwan group's 
margins and the quality of its products. The 
impact on BTR Nylex's bottom line has in- 
creased accordingly. The Taiwan polymer 
division is expected to double its 1987 A$81 
million pre-tax profit contribution to the par- 
ent company in the current fiscal year, de- 
spite depressed conditions in Taiwan's 
domestic market. 

With rising costs in Taiwan, CGPG is ex- 
panding production offshore. It has begun 
building a US$90 million joint-venture 
polypropylene plant in Johor, Malaysia with 
Himont Inc., the US unit of Italian conglom- 
erate Montedison. The factory, which will 
have a capacity of 120,000 tonnes a year, will 
provide the raw material for items such as 
carpets and car bumpers. 

A second phase of the project, to be built 
in the next three years, said Jackson, will be 
the construction of a US$300 million 
naphtha cracker, Malaysia's first. The 
cracker, which processes petroleum 
feedstock into intermediate materials for 
plastics products, will be 45% owned by 
CGPG, 35% owned by BTR Nylex and 20% 
owned by Himont. Further, CGPG is spend- 
ing A$15 million to transfer its PVC fabrica- 
tion operations from Taiwan to Penang. 

CGPG also has ambitious plans in the 
Philippines. Together with USI Far East 
Corp., it will build a US$320 million naphtha 
cracker in Luzon, the Philippines (REVIEW, 
17 Aug.) The project, dogged by con- 
troversy over siting, Filipino participation 
and its environmental impact, is supposed 
to be open in 1992. At home, CGPG is build- 
ing a new VCM plant for US$60 million and a 
US$20 million plastics tank farm. All of these 
projects are expected to substantially in- 
crease CGPG's regional market share of plas- 
tic feedstocks. 

On the packaging front, BTR Nylex is 
spending A$18 million to upgrade existing 
facilities of Indonesian glass maker PT Kan- 
gar and A$30 million to do the same for Thai 
Glass, a joint venture with Berli Jucker in 
Bangkok that has prospered in line with the 
growing Thai economy. BTR Nylex is also 
expected to spend A$25 million on expand- 
ing the capacity of Kuala Lumpur Glass 
Manufacturers, a bottling facility in 
Malaysia. x 
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Two cheers from the bank 


he trouble with economic miracles 

is that they tend to be a bit hard to 

sustain, as West Germany found 

once its famous "Wirtschaftswun- 
der" of the 1960s and 1970s gave way to a 
less than miraculous economic performance 
during the 1980s. Is East Asia headed 
for a similar relative slowdown during the 
1990s? 

The answer is not a simple yes or no — 
rather, not necessarily so. It all depends on 
how the region manages its affairs. This may 
appear self-evident, but the ability to miti- 
gate adverse external influences now build- 
ing up against East Asian countries rests 
primarily with these countries. 

So suggests the World Bank, where 
thinking on East Asia and Southeast Asia 
has matured beyond the point of simply 
handing out plaudits for good economic 
management — and exhorting other de- 
veloping regions to follow suit. 

A recent paper by two of the bank's 
senior economists, Amarendra Bhatta- 
charya and Johannes F. Linn, 
looks closely at prospects for 
Indonesia, South Korea, 
Malaysia,the Philippines and 
Thailand. The findings contrast 
with the breezy and often facile 
optimism displayed by many 


ing dependence of East Asia on a relatively 
narrow range of products. World markets 
for electronics and chemicals are becoming 
"saturated," for example, and non-tariff bar- 
riers are being raised increasingly against ex- 
ports of textiles, garments and footwear. It 
advises thé five countries to alter their export 
profiles more towards machinery, transport 
equipment, telecommunications equipment 
and more sophisticated forms of electronics. 

These products are less vulnerable to 
protectionism than the traditional export 
staples. At the same time though, 
bilateralism is becoming the hallmark of the 
international trade environment and the 
Asian exporters will need to employ all the 
diplomacy they can muster to secure and 
maintain market access. 

Any temptation to use the more hostile 
international environment — Fortress 


Europe and all that — as an excuse for turn- 
ing inward to import substitution must be 
avoided. Involvement in world markets, 
plus generally good economic manage- 
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the facts, good and bad. The 
bank concludes, for instance, 
that the export environment 


for the five counties has —— 
‘ rit * Po 


changed fundamentally since 
the 1970s. 

The changes are not exactly for the good. 
The future holds the prospect of slower 
growth in export markets, especially the US; 
growing protectionism from both de- 
veloped and developing countries in the 
form of non-tariff barriers; increased com- 
petition from other developing countries, 
and lower commodity prices. 

What to do? Obviously the answer varies 
from country to country, though the bank 


. has no doubt that they all must continue to 


develop their links with the international 
economy while formulating better domestic 
macro and micro-economic policies. Turn- 
ing inward is not an option, says the bank, 
with an eye to the less happy Latin Ameri- 
can and African experience. 

The bank feels uneasy about the continu- 
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ment, is what has engendered in East Asian 
countries the ability to adapt successfully. 
But the World Bank has its reservations. 
Successes there have undoubtedly been, but 
"it is apparent that economic policies in East 
Asia have also had their shortcomings." 
Only a "prompt and pragmatic" response 
to danger signals during the early 1980s pull- 
ed the five (excepting the Philippines) out of 
what could have become a quagmire of in- 
ternally and externally generated recession. 
A great deal remains to be done in all five 
countries. They need to increase their sav- 
ings and investment rates from the "low 
levels" of the early and mid-1980s, to raise 
the efficiency of their investment, to main- 
tain and strengthen international competi- 
tiveness and to establish what the bank calls 
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a "sustainable resources balance" between 
savings and investment. 

The bank admits that financial-sector po- 
licy is one of the "most problematic areas" of 
development management and that Asia 
holds no clear lessons on this subject. It sim- 
ply notes that South Korea "found it desira- 
ble" to increase the role of market forces in 
the financial sector as the economy became 
more complex. Governments cannot be re- 
lied on to allocate financial resources effec- 
tively, especialy where the institutional 
capability is limited. 

Policymakers in Asia have tended to ~~ 
too much on cutting expenditures rat 
than on switching demand from the domes- 
tic to the export sector through the exchange 
rate, says the bank, citing in particular 
"episodes of [currency] overvaluation" in 
the Philippines and Indonesia. Use of the 
exchange rate is a crucial tool of macro-eco- 
nomic and sectoral management. 

The clear implication here that countries 
should be prepared to devalue whenever 
domestic constraints arise is 
hardly likely to go down well in 
Washington or other Western 
capitals which continue to urge 
East Asian exporters to revalue 
their currencies in order to dull 
Mi their competitive edge. 
ee The suggestion too that 
| Thailand, the Philippines and 
4 Indonesia tend to rely too 

= much on monetary policy and 

— too little on fiscal adjustment 
will also create uncomforta’ ` 
resonances in the US and I 

~ — . A tan where fiscal policy has 
5 | been all but neutralised by the 
—— . political commitment to reduce 
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What will go down well 
with the industrial countries is the sugges- 
tion by the World Bank that the five Asian 
countries must all continue to liberalise their 
import regimes. "This is particularly impor- 
tant in the present environment of counter- 
vailing actions where there are clear limits to 
use aggressive export-promotion mea- 
sures." In other words, giving provides 
more leverage than taking. 

But the bank is unlikely to make itself po- 
pular with some of its principal paymasters 
by suggesting that there is a case for “well- 
considered government intervention" in the 
industrial policies of the five countries. Not 
everything can be left to the market. Asia's 
more successful countries know this al- 
ready, however. It is called pragmatism. 

m Anthony Rowley 
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Japan's damp squib 


mong all the fireworks the Japanese 

let off last week to celebrate the 

coming of their mid-summer holi- 

day, there was one big dud. An 
H-1 rocket carrying a weather satellite failed 
to lift off from the Japanese National Space 
Development Agency's centre on the south- 
ern island of Tanegashima. 

The rocket fizzled out because a fuel 
valve on one of its engines refused to open. 
The failure came as a shock to a nation accus- 
tomed to flawless performance by its roc- 
kets. Since the current mme began in 

, the Japanese have had a string of 19 
essful launches. 

As usual when it has a problem, the 
space agency attempted to blame the US. 
Although the valve was manufactured in 
Japan, an agency spokeman pointed out, 
the design was American. 

In February last year the launch of 
another H-1 was delayed, allegedly by a 
defective US microchip. The defect 
led Hajime Karatsu, a quality control 
expert turned newspaper pundit, to 
propose arrogantly that next time 
Japan launched a satellite it “should 
use Japanese-made chips, and not 
take out any insurance. Insurance is 
always taken out in the US and 
Europe because their rockets fail so 
frequently." 

In a week when both the US space 
shuttle and the French Ariane rocket 
blasted off faultlessly, the failure of 
the H-1 came as a humiliating remin- 

o the Japanese of how far behind 

. are in the satellite launch busi- 
ness. 

Without a military rocket pro- 
gramme to learn from, Japan has 
been forced to depend on civilian 
launches for experience. Yet even its 
civilian programme suffers from ex- 
traordinary constraints which it is difficult to 
imagine occurring in other countries. 

The fishermen who work near the 
Tanegashima space centre claim that the 
noise made by the agency's rockets fright- 
ens fish, thus threatening their livelihood. 
To placate the fishermen, the agency con- 
fines its launches within two 45-day “win- 
dows" during summer and winter. This ef- 
fectively means it can launch only two roc- 
kets a year. 

To minimise cost and risk, the Japanese 
have adopted a conservative approach to- 
wards space. The H-1 is a development of 
the tried-and-tested McDonnell-Douglas 
Delta, originally licensed from the US in 
1969. Its second stage features an all-Japan- 


it 
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ese engine that burns a mixture of liquid 
hydrogen and liquid oxygen. 

Although normally dependable, the H-1 
lacks oomph. It can only hoist half-tonne 
satellites into orbit at a time when telecom- 
munications satellites weigh at least double 
that. And, under the terms of the technol- 
ogy transfer agreement with the US, the H-1 
can only be used to loft Japanese satellites, 
not those of third nations. 

To wean itself off dependence on foreign 
technology while at the same time acquiring 
an internationally competitive satellite- 
launch capability has long been one of the 
major goals of Japan. 

The keystone of the independence stra- 
tegy is the H-II, a new all-Japanese rocket 
comparable in payload capacity to Ariane 4 
or the Martin Marietta Titan. In building it, 
the Japanese space agency has run into dif- 
ficulties. 

In July, after months of rumours that all 





was not well with the H-II, the agency let it 
be known that there was a flaw in the design 
of the hydrogen fuel pump of the rocket’s 
main engine. At high pressures, the blades 
of the pump's turbine were tending to reso- 
nate and crack. Now, says the space agency, 
a major review of the engine’s design is re- 


Because the H-II is entirely of Japanese 
design, there can be no finger-pointing at 
the Americans this time. And since the H-II 
will require several test flights to prove itself 
before attempting to loft a commercial 
payload, the delay puts the Japanese space 
programme at least five years behind its 
counterparts in the US and Europe. 

That is far too long to wait for Japanese 
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companies itching to get into the satellite 
Services business. Since the Japanese Gov- 
ernment lifted its ban on the purchase of for- 
eign-made satellites four years ago, several 
firms have rushed to grab the opportunity to 
get into orbit. 

In March, the Japan Communications 
Satellite Co. — a consortium consisting of 
general traders C. Itoh and Mitsui and the 
US satellite maker Hughes Aircraft — 
launched Japan’s first privately owned satel- 
lite aboard an Ariane 4 launch vehicle. 

Rival Space Communications Corp. — a 
joint venture set up by Mitsubishi Corp. and 
Mitsubishi Electric — has similar plans. In 
June, it launched a satellite produced by 
Ford Aerospace and plans to send up 
another by the end of the year. 

Nippon Telegraph and Telephone, the 
main user of services from the Japanese 
Government's telecommunications satel- 
lites, has been quick to point out that not 

only do the US satellites cost a third 
Ë less than the latest domestic pro- 
ducts, but that also they carry more 
transponders (the electronic devices 
used to relay communications) and 
operate for several years longer. In 
order to stay competitive with its 
rivals, the giant telecommunications 
corporation wants to be able to 
launch its own satellites. 

But the Ministry of Posts and 
Telecommunications favours con- 
tinued government support for the 
domestic development of telecom- 
munications satellites. It argues that 
Japanese satellite makers such as Mi- 
tsubishi Electric, NEC and Toshiba 
need to become competitive with 
their foreign counterparts. It also ar- 
gues, revealingly, that Japan's self- 
image as a hi-tech hot-shot would 
suffer if the country gave up its satel- 
lite building capability. 

Despite the ministry's patriotic senti- 
ments, another of its wards, government- 
owned broadcaster NHK, recently jumped 
ship and bought a satellite from US giant 
General Electric, which it plans to launch on 
an Ariane rocket. The threat of competition 
from the two new consortiums appears to 
have been the deciding factor in NHK's deci- 
sion. 

At this rate, there will be few customers 
left inside Japan for the H-II rocket when it is 
finally ready. Nor, since the H-II will be sad- 
dled with much higher launch costs than its 
rivals, is it easy to see where business out- 
side Japan would come from. 

u Bob Johnstone 
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Deregulation gives an Indian giant a new lease of life 


Tata reincarnate 











By Lincoln Kaye in Bombay i 
T he Tatas, India's premier business 

















house, are on the move again, after 

decades of genteel somnolence. 
Plans are afoot in Bombay House, head- 
quarters of the 150-year-old group, for bil- 
lions of rupees worth of investment in areas 
ranging from steel mills, refineries and 
hotels to electric power stations, food pro- 
cessing plants and housing estates. 

Already in the 1980s the Tatas have 
blazed trails into computer hardware and 
software production, quickly establishing 
leadership in those sunrise industries. For- 
eign partners are queueing for joint ventures 
with the Tatas in such fields as process con- 
trol systems, telecommunications and oil 
field services. 

To help fund all this expansion and di- 
versification, the Tatas are slated to become 
one of the first Indian groups to float equity 
abroad. Pending New Delhi's approval, the 
group's flagship company, Tata Iron and 
Steel Co. (Tisco) plans a convertible deben- 
ture issue in London worth “US$50 or 
US$100 million," according to group finan- 
cial adviser N. A. Soonavala. Tisco's domes- 
tic capital issues have already set Indian re- 
cords. 

The latest flurry of activity at Bombay 
House echoes the group's dynamism earlier 
this century. The Tatas distinguished them- 
selves, in colonial times, as the most 
pioneering industrial house in India. After 
independence, though, they seemed to lose 
much of their initiative. Rival groups, rela- 
tive newcomers, challenged the Tatas' pre- 
eminence. Now the pendulum is swinging, 
back. 

The key to the change is a transformation 
in the regulatory climate. A string of viser 
business laws had left Bombay House shell- 
shocked for most of the 1960s and 1970s. But 
the group's confidence rebounded with the 
liberalisation initiated by former prime 
minister Indira Gandhi and accelerated by 
her son and successor, Rajiv Gandhi. 

In the mid-1980s, New Delhi was keen to 
signal a new deal for the private sector. 
What better way than to patronise a house 
like Tatas? Over the years, the group has 
carefully cultivated an image of civic con- 
sciousness, paternalistic labour relations, 
professional management and strict adher- 
ence to laws. 

“It’s extraordinary how they've managed 
to maintain their ‘holier-than-thou’ reputa- 
tion," a top executive of a rival business 
group sourly comments. "It might have 
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something to do with their Westernised 
Parsee style and their high-profile philan- 
thropy. 

“Everybody on Dalal Street [the Bombay 
bourse] knows how the big Tata companies 
ramp their shares in the run-up to their com- 
pany results or capital issues. Environmen- 
talists are up in arms about their proposed 
power plants. Alleged bribery by Ajit Kerkar 
[top executive at the Tata’s Taj Group of 
hotels] brought down a Maharashtra chief 
minister. 

^Yet somehow, none of it sticks. The 
Tatas seem to have some sort of corporate 
Teflon that maintains them as the very sym- 
bol of corporate rectitude." Hence the gov- 
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Ratan Tata: weakened authority. 


ernment's initial eagerness to do business 
with them. 

In more recent vears, however, New 
Delhi's patronage seems to have shifted to 
groups that are popularly perceived (rightly 
or not) to symbolise the opposite business 
style from that of the Tatas. After the first 
flush of reform has emerged a darker side of 
Rajivite business relations: the sudden up- 
surge in available licences has placed more 
of a premium than ever on influence-ped- 
dling — a skill at which the courtly Tatas 
are no match for such upstart rivals as 
Dhirrubhai Ambani's Reliance Industries 
(REVIEW, 15 Sept. '88). 

"Watch the licence sweepstakes between 
Reliance and the Tatas to see how ‘liberalisa- 
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tion' is shaping up," advises a business con- 
sultant who has worked for both groups. He 
credits much of the Tata gains in the early 
Rajiv years to the personal rapport between 
the youthful prime minister and Ratan Tata, 
51, the newly ascendant Tata heir-apparent. 

And, just as Gandhi has accumulated 
more than his share of rivals among his 
mothers senior colleagues, so, too, are 
some in the Bombay House gerontocracy 
gunning for Ratan Tata, according to com- 
pany insiders. His position looks secure 
enough as long as patriarch J. R. D. Tata 
(Ratan's 84-year-old uncle) remains on the 
scene. But the senior Tata has already given 
up the chairmanships of a score of Tata com- 
panies in the past decade. 

He currently retains the helm only of 
Tata Sons, the group's holding company, 
which, in the wake of anti-trust legisla- 
tion, now must function more as a collegiate 
body of operating company chieft 
With minimal seed capital of its ow 
invest, and itself largely owned by chari- 
table trusts, Tata Sons' legal and financial 
authority over the operating companies is 
slight. 

So is the Tata stake in many of its operat- 
ing companies. "We actually hold more 
Tisco stock than the Tatas," a source in the 
equally venerable Birla group confirms. 
^Maybe we should move in on the board 
and rename it ‘Bisco’,” he adds, facetiously. 

Takeover fears are no joking matter, 
though, for some in Bombay House. The 
group got a scare last year when outsiders 
made a bid for control of Associated Cement 
Companies (ACC), a firm with strong man- 
agement and historic links to the Tatas. 
Only a concerted effort by senior Tata mana- 
gers managed to keep ACC in the fold. 





f J. R. D. has managed to guide the 
group with such a light rein, it is only be- 
cause so many of the Bombay Hou: 
ders are personally beholden to him,’ 
plains consultant S. K. Bhattacharayya, a 
long-time Tata watcher. Ratan Tata might be 
hard pressed to exert the same sort of sway 
when he is eventually given charge of Tata 
Sons, as expected. 

For the Tata “princeling” finds himself 
surrounded by a dozen wily, seasoned, jeal- 
ously independent “dukes” — professional 
managers who were personally cultivated 
by J. R. D. These men rose to the top of their 
companies (often stifling younger talent in 
the process) and were rewarded with chair- 
manships when the patriarch retired from 
their boards. They have no intention now of 
stepping aside. 

“In my less charitable moments,” says a 
Ratan Tata confidant, “I suspect that J. R. D. 
knew what he was doing. He’s intelligent 
enough to see the upshot of his decisions. 
Consciously or not, he may be setting up his 
successor for failure. Apres moi le deluge, you 
know.” 

The main casualty of that deluge, he 
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idds, would be the mysterious quality of 
zoup “synergy.” Instead of sharing techni- 
‘al, managerial and financial resources, Tata 
'ompanies could find themselves compet- 
ng for customers. 

Such fissiparous tendencies are already 
itarting to show. For instance, Tisco has 
loated its own export arm and is now selling 
10n-steel products like shrimp and plastics, 
n direct competition with Tata Exports. 

The Ratan Tata partisan wonders: “What 
ire buyers to think when they get two differ- 
nt salesmen coming at them, both purport- 
ng to represent the house of Tata? What are 
»otential collaborators to think? Or bankers? 
Jr investors?" 

What foreign investors think, anyway, 
nay soon find expression on international 
'apital markets, when Tisco's convertible 
lebenture debuts in London. On funda- 
nentals, at least, the company's paper 

ld sell itself. That seems to be the ver- 

anyway, of the thousands of domestic 
nvestors who handily oversubscribed 
l'isco's latest Rs 5.5 billion (US$332 million) 
convertible debenture issue, the biggest in 
ndian capital market history. 

Proceeds will help finance a long-over- 
lue modernisation that is increasing Tisco's 
»roduction capacity by 50%, to 3 million ton- 
res a year. The investment is bound to 
'epay itself handsomely as long as Tisco can 
nake steel more efficiently than its over- 
nanned, technologically obsolete public- 
sector competitors. That is because the gov- 
'mment sets steel prices in India high 
Óough to cover the bloated costs of the 
itate-run steel mills, and Tisco reaps a 
windfall. 

Similar windfall profits are to be had in 
iuch price-administered sectors as cement 
ind fertiliser, where Tata companies are also 
ictive. In trucks and buses, too, the Tata En- 
"neering and Locomotive Co. benefits 

its early entry into a profitable sec- 
-., Jefore New Delhi got around to clamp- 
ng on licence restrictions. 

With liberalisation, though, the era of 
'grandfathered" oligopoly is rapidly on the 
wane. Easier licensing, higher investment 
imits, deeper capital markets and freer for- 
"ign collaborations may pose opportunities 
0 the Tatas, but they also allow competitors 
0 spring up around them in the more attrac- 
ive areas of operation. 

As for the unattractive sectors, half-way 
'eforms put an old house like the Tatas at a 
»eculiar disadvantage. D. R. Pendse, head 
xX Tata Economic Services, lambasts the 
zovernment for liberalising entry into sun- 
‘ise industries without making it corres- 
»ondingly easier to exit from ventures 
which no longer make economic sense. 

If the object is to maximise employment, 
Pendse asks, then what is the logic of lock- 
ng potentially job-generating capital into 
lead-end enterprises? The Tatas have fi- 
rally managed to jettison a number of obso- 
ete textile mills, but the group remains sad- 
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dled with unproductive machine foundries, 
and other industrial fossils. 

“Politicians and bureaucrats tell us 
"You're a big, rich group. Why don't you 
pump resources into these sick industries of 
yours to preserve jobs?"" Soonavala relates. 
"We can only remind them that they're the 
ones who made laws to keep us from pass- 
ing funds from one of our companies to 
another." 


ut the Tatas have devised a 

mechanism to do just that for new 

undertakings that look unusually 
promising. Tata Industries, the group's 
erstwhile management company, has been 
re-cast as a venture capital arm, jointly 
capitalised by the stronger Tata operating 
companies. 
Ratan Tata took charge of Tata Industries 
in 1984 from J. R. D. His first step was to in- 
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itiate an 18-month strategic planning exer- 
cise. S. K. Bhattacharayya, who worked on 
the plan, reports with amazement that, at 
the time, the Tatas as a group did not have 
an established mechanism for vetting new 
ventures. It was left to the individual operat- 
ing companies. 

That omission has since been remedied. 
So far, Tata Industries has promoted ven- 
tures in such fields as process management 
and control systems (jointly with Honeywell 
of the US); telephone exchanges (jointly 
with Oki of Japan) and phone instruments 
(jointly with the Kerela state government); 
and oil field services (jointly with Sedco 
Forex and Schlumberger). 

By tradition, the house of Tata has been 
at the cutting edge of technological indigeni- 
sation. It looks set to play that role again — if 
it can survive a tricky transition in overall 
leadership. " 





COMPANIES 2 


Tata empire earns bureaucrats’ suspicions 


Blue-blood heritage 


tered the popular imagination as 

Indias consummate big business 
house. This has won them the patronage of 
top foreign technical collaborators, brand 
loyalty for their products, good terms for 
their bank borrowings and oversubscrip- 
tions of their capital issues. 

But the group's high profile has also 
earned it the abiding suspicion of New 
Delhi's professedly socialist bureaucrats. 
However, there is nothing new about ten- 
sion between the country's business élite 
and the political establishment — such am- 
bivalence dates back to colonial times. The 
Tatas have been dealing with it since the 
group's foundation nearly 150 vears ago. 

The Tatas are Parsees — Zoroastrians 
who settled in India after fleeing the ad- 
vance of Islam in their native Persia. British 


F or better or worse, the Tatas have en- 
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administrators i in India carefully cultivated 


the Parsees as a “progressive” — meaning 


relatively Westernised — and malleable., — 


community. 

A tiny minority in the context of greater 
India, the Parsees loomed disproportion- 
ately large on the commercial horizon of 
19th century Bombay, where they domi- 
nated the cotton and opium trades. 

It was in these commodities that Jamsetji 
Tata made his fortune. But, unlike most of 
his Parsee contemporaries, he refused to re- 
main merely a trader. He sought a share of 
the more profitable value-added processes 
previously reserved for Europeans — an 
ambition that sometimes put him at odds 
with the colonial authorities. 

If Tata was in the cotton business, he 
reasoned, why not run his own mills? 
If in the China trade, why not his own 
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ships? The mills succeeded, against formid- 
able odds, but the shipping line failed due to 
an anti-Tata price cartel organised by his for- 
eign competitors. But Jamsetji had set the 
guiding principles of the house of Tata — 
industrial integration and  indigenisa- 
tion. 

These led him into such key infrastruc- 
tural sectors as steel production and electric- 
ity generation — new and untested indus- 
tries for turn-of-the-century India. He travel- 
led widely to keep abreast of the latest 
technology, and had no patience with the 
then-conventional wisdom that world-class 
projects were beyond the reach of an Indian 
company. Corporate legend has it that he 
built Bombay's famous Taj Mahal Hotel — 
and founded what was to become India's 
leading hotel chain — in reaction to the then 
"Europeans only" policy of the city's pre- 
mier hostelry. 


Ithough Jamsetji paved the way for 
his steel mill by lobbying London for 


the necessary government approvals 
and scouting US steel centres for technol- 
ogy, he did not live to realise his plans. That 
was left to his son, Dorabji. With his team of 
technical advisers, Dorabji spent nearly a 
decade prospecting in the jungles of eastern 
and central India for a site that offered the 
optimal combination of iron ore, coking coal 
and limestone flux. 

The place they chose, renamed Jamshed- 
pur in honour of his father, soon became a 
company town offering worker amenities 
unprecedented at that time in India, such as 
hospitals, schools and places of worship. 
Personnel policies were also unusually en- 
lightened, with eight-hour work days, pen- 
sion plans, paid leave and accident insur- 
ance. 

The London stockmarket, then in a 
slump, seemed in no mood to fund the 
Tatas' steel mill, so shares were sold instead 
to nearly 8,000 Indian investors — a radical 
step in those days. By 1912, eight years after 
Jamsetji's death, the Tata Iron and Steel Co. 
(Tisco) produced its first ingot. 

Initially there was no market for Tisco's 
output. Buyers were suspicious of the qual- 
ity of Indian steel, and Tisco had to sell its 
output at deep discounts while still trying to 
set up its foundries. World War I offered a 
brief respite, as Asian markets were cut off 
from European producers, but customer re- 
sistance returned with the peace. 

Dorabji had to pledge his entire fortune 
for a bank loan just to meet the steel mill's 
. payroll — a gesture still cited by Tata public- 
ists as an illustration of the family's commit- 
ment to its ventures. 

With the help of protective tariffs im- 

by the colonial government on im- 
ported steel, Tisco's fortunes improved and 
it began to expand its operations. World 
War II opened fresh markets, but, mindful 
of what happened when peace returned in 
1918, Tisco made a point of retaining its 
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newly acquired customers, and even dou- 
bled its steel-making capacity to 2 million 
tonnes a year. 

This was dwarfed, however, by the mil- 
lions of tonnes of new capacity brought on 
line by the giant public sector steel mills set 
up in the early years of independence. The 
building of integrated steel plants — one of 
the "commanding heights" of the planned 
economy — became a government pre- 
serve. Jamshedpur was the sole private sec- 
tor exception, simply because it pre-dated 
this policy, and remained the exception 
which challenged the official rationale that 
private industrialists lacked the will to in- 
vest in heavy industry. 

Acting on this premise, the Nehruvian 
socialists of post-independence India took a 
series of steps to curb the "anti-national" ef- 
fects of big business. Investment limits and 
strict licensing requirements were set. 
Whole areas of operation were reserved for 
public sector units or small-scale industries. 
Banks and insurance companies — includ- 
ing several affiliated with the Tatas — were 
nationalised. So was Air-India, the pet pro- 
ject of J. R. D. Tata, who has headed the 
group since 1938. 

Worse was in store: imports and foreign 
investment were restricted, while anti-trust 
laws led to a fundamental restructuring of 
the group — the effects of which are still felt 
today. Although the cumulative effect of the 
government's anti-business policies seems 
to have sapped the group's confidence, 
braked its initiative and slowed its invest- 
ment, ironically it also enabled the Tatas to 
profit at the expense of its state-run com- 
petitors. 

For example, Tisco decided to hold back 
from upgrading its steel plant in line with its 
state-of-the art government competitors. In- 
stead, it lovingly maintained its vintage 
equipment while the state-run steel plants 
faded from gleaming modernity to de- 
crepitude almost as soon as the foreign ad- 
visors left. As a result, it did not take long for 
Tisco to regain an edge in productivity over 
the public-sector plants. 
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Engine assembly at Telco: relative efficiency. 





Industrial relations are another factor be- 
hind Tisco's relative efficiency. Jamshe 
was spared the worst of eastern In 
legendary labour militancy, thanks mainly 
to the efforts of Russi Mody — a flamboyant 
Tata executive who succeeded in introduc- 
ing the concept of house unionism. 

To prop up its inefficient public sector 
plants, India has had to fix steel prices well 
above world averages. This has provided 
Tisco with enviable margins, simply be- 
cause it is more efficient, Mody relates. 

Power generation is another area in 
which the Tatas out-perform government 
plants. Load factors in Tata power stations 
average nearly 90%, versus the barely 50% 
national average. Established by Dorabji in 
the same decade as Tisco was founded, the 
Tatas' three power companies remain the 
only sizeable private sector undertakings in 
the industry. 


either Dorabji nor Ratan left any di- 

rect descendants to take over the 

helm of the family business en 
— the first in a series of breaks in the ...... 
lineage that has brought cadet branches of 
the family to the fore. Ratan adopted a 
grand-nephew of Jamsetji's, Naval Tata, 
who went on to head the Tata electric 
companies. 

On Dorabji's death in 1932 the succes- 
sion passed — after a brief "regency" — toa 
dark horse candidate. Jehangir Ratanji 
Dadabhoy (known as J. R. D.) Tata was the 
son of Dorabji's cousin, R. D. Tata. Raised in 
France — his mother's native land — J. R. D. 
served an eight-year apprenticeship under a 
Scottish Tisco executive before moving to 
Tata Sons, the group holding company. He 
took over the chairmanship in 1938 at the 
age of 34. 

He is still at the helm. The longer he stays 
there, some Tata-watchers argue, the harder 
it becomes for his eventual successors. 
Others, however, see J. R. D. as the only 
force still holding the group together, and 
fear the house of Tata will disintegrate when 
he finally bows out. ai Lincoln Kaye 
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>OMPANIES 3 


Cohesion of Tata group thrown into doubt 


Uncertain legacy 


nly now are the full implications of 

the “Big Bang" of 1970, which funda- 

mentally altered the Tatas’ group 
structure, becoming clear. This is not before 
time. When the "Bang" actually occurred, it 
passed practically unheard in Bombay 
House, the group's elegant, Raj-style head- 
quarters building. 

The crucial event was the government's 
abolition of the "managing agency" system 
by which Raj-era conglomerates like the 
Tatas had been built and were operated. 

'er this system, equity in the group's 

ating companies rested with a holding 
zompany, Tata Sons. Another apex com- 
pany, Tata Industries, provided manage- 
ment services for the operating companies 
in exchange for fees. 

After 1970, each operating company be- 
came — atleast on paper — a self-contained, 
independent unit. Tata Sons and Tata In- 
dustries were thus reduced to "collegiate" 
assemblies of the directors of the operating 
companies. So far the effects of this change 
have been limited. But as the group ap- 
proaches the dangerous, but critical and in- 
evitable period of deciding who will succeed 
J. R. D. Tata — a patriarch now in his 
eighties — the question of whether the 
group can continue to hang together is in- 
creasingly urgent. 

Insubstantial collegiate institutions as 
they are, Tata Sons and Tata Industries have 
so far proved strong enough to hold the 
Tatas together as a group thanks to the body 

^ “adition and personal loyalties estab- 
d back in the managing agency days. 

At the hub of this web of allegiances is 
J. R. D., who has carefully cultivated a 
loyal coterie of managers in his 50 years as 
chairman of Tata Sons. Perhaps it was the 
combination of youth at the time of his ac- 
cession, his Western upbringing (in France) 
and the thinness of the Tata lineage that led 
J. R. D. to rely more on professional mana- 
gers than on family members. Over the 
years, he has amassed an impressive execu- 
tive brains trust. The question is whether 
these talented managers will be able to man- 
age the succession. 

Some managers were recruited as young 
engineers whose stature in the group has 
grown along with the ventures they have 
nursed to fruition. Starting in the post-war 
years, the late Sumant Moolgaokar turned 
the Tata Electric and Locomotive Co. from a 
manufacturer of outmoded steam es 
into India's leading maker of buses, trucks 
and heavy construction equipment. 

In 1951, a young chemical engineer 
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named Darbari Seth, freshly returned from 
exchange studies in the US, had the temerity 
to advise the board of Tata Chemical to scrap 
their intended German collaborators and 
double (to 400 tonnes a day) the capacity of 
their planned soda ash operation in Gujarat. 
J. R. D. backed Seth throughout the 
gruelling, decade-long expansion effort, 
even when a sustained drought forced the 
plant to convert from reservoir water to de- 
salinated sea water. Today, Tata Chemical 
Co. is a mainstay of the group, and strong 
enough to float such new ventures as a Rs 
7.5 billion (US$453.2 million) fertiliser plant 
and a Rs 12.5 billion oil refinery. Seth also 
heads Tata Tea, the world's largest tea com- 


pany. 

Not all the Bombay House luminaries 
have grown up with their companies like 
Mody, Moolgaokar and Seth, however. The 
Tatas are great collectors of 
established talent — espe- 
cially if it happens to be Parsi 
talent. 

Homi Sethna, who has 
taken over as chairman 
of the Tata Electric com- 
panies since the death in 
May of Naval Tata, only 
shifted his main focus to 
Bombay House after a 33- 
year career with India’s 
atomic energy programme. 
Nani Palkhivala had already 
made his fame as India's pre- 
mier tax lawyer before taking 
the helm of Tata Exports and 
Associated Cement Com- 
panies. 

Yet another avenue to the group's execu- 
tive ranks is through the Tata Administra- 
tive Service (TAS), a management develop- 
ment programme rather self-consciously 
patterned on the Indian Administrative Ser- 
vice, the élite mandarinate of the govern- 
ment bureaucracy. 


onsidering the inside track they have 

been given, it is surprising how few 

of the TAS cadres have actually made 
it to the pinnacles of corporate power in the 
group. Economist Freddie Mehta, the first 
TAS appointee, remains the only one so far to 
chair a Tata operating company (Forbes and 
Campbell). 

Distinguished TAS alumni now working 
outside the group include several World 
Bank officers, top academics and even a 
high-profile crusading journalist, a TAS 
programme administrator notes with pride. 
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J. R. D. Tata: patriarch. 


Still, Francis Menezes, director of the Tata 
management training centre in Pune, 
vows to retain a higher proportion of the 
group's expensively developed executive 
talent. 

But bright young, executives will con- 
tinue to drift away from the group as long as 
they see their careers balked by ageing fam- 
ily retainers. Some Bombay House geron- 
tocrats, like Moolgaokar and J. R. D. him- 
self, have been gracefully stepping down 
from their assorted chairmanships in recent 
years. Others, like Mody and Seth, are 
hanging on, expanding their empires of sub- 
sidiary companies and marshalling execu- 
tive support. 

Fresh grist for the Bombay House gossip 
mill was provided by the abrupt resigna- 
tions in July of Tata Sons chief executive 
Minoo Mody and his principal executive 
protégé. Mody, an accountant, was re- 
garded as a fiscal conservative. 

Although down-played by group elders, 
the timing of the resignations — barely two 
days after Moolgaokar's death — jarred 
with the Tatas’ customary decorum. That 
sparked speculation that more far-reaching 
changes might be afoot. 

All this jockeying for position is in prep- 
aration for the post-J. R. D 
era. The 84year-old pat- 
riarch, like his own predeces- 
sor, leaves no direct heir. The 
signals he has sent are con- 
fusing: on the one hand, he 
has anointed Ratan Tata 
(Naval's 51-year-old son) as 
head of Tata Industries and 
seems set to pass on to him 
the chairmanship of Tata 
Sons, as well. 

But these two companies 
hold nothing like the in- 
stitutional sway they did 
at the time of J. R. D.'s ac- 
cession. And it will take 
Ratan Tata years to build 
up the sort of personal sua- 

D. now enjoys in Bombay 
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sion that J. R. 
House. 

At the same time, J. R. D. has been re- 
warding his long-serving "professional" 
minions with the substantially autonomous 
chairmanships of the companies they have 
been managing all these years. The latest 
managing director to take over as chairman 
is Ajit Kerkar of Indian Hotels (the Taj 
Group). 

The Tatas’ vaunted "professionalism" 
may actually be a virtue forced upon them 
by genetic necessity. So far it has saved the 
group from the type of internecine feuding 
which has split up so many other 
business groups in India. But the interests of 
senior "professional" executives like Mody 
and Seth have become so firmly vested by 
now that the house of Tata is threatened 
with another sort of break-up: feudal, rather 
than familial. = Lincoln Kaye 
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q he world has been fortunate dur- 
ing the 1980s that Japanese policy 
élites come from a different intel- 

; lectual tradition than the free mar- 

^| ket ideologues who have presided over 

_ | American economic policy. Because Japan 

| still retains more of the features of a com- 

.| mand economy than the Anglo-Saxon na- 

.| tions, the Ministry of Finance (MOF) and 

_| Bank of Japan (BOJ) have been able to pursue 





































| economic stabilisation policies which les- 


-sened the danger of the US’ large external 
: deficits producing sky-rocketing interest 
_ rates and a recession. 

^ Indeed, future historians will probably 
^ note with more than ironic delight that at the 
; end of the 1980s it was graduates of the Uni- 
| versity of T okyo Law Shool presiding over 
oth 

1 least deiesubted economy who helped i. 
rescue the Reagan administration and the 
‘international economic system from cur- 
-rency misalignments, trade imbalances, and 
financial crises produced by the fiscal and 
. monetary policies of economics graduates of 
-the University of Chicago. 

During the first three decades after 
- World War Il, Japan had one of the most 
- controlled financial systems in the industrial 
. world. Its primary function was to maximise 
household savings and channel credit to- 
. wards the development of a strong manu- 
-facturing sector. Consumer lending was dis- 


“the export of capital. In the early 1970s, 
- Japan began to phase out restrictions on cap- 
ital exports, but the process of liberalisation 
was aborted by the two oil price shocks, 
“which wiped out Japan's external surpluses. 
.|. Liberalisation recommenced in the early 
|} 1980s, and Japan emerged as the world's 
|. largest capital exporter. 
: In 1983, the US Treasury began to take a 
| Strong interest in Japanese liberalisation be- 
.| cause the outflow of capital depressed the 
_| value of the yen and prompted complaints 
_| from US businessmen that Japan was delib- 
4 erately manipulating its currency te encour- 
| age exports. As a result of these concerns, 
| the US Treasury initiated the so-called "yen- 
.| dollar" talks with Japan in order to encour- 
|| age more comprehensive liberalisation of 
_| Japan's internal and external systems of fi- 
ancial regulation. The logic behind the US 
roposals was that financial liberalisation 
within Japan would tend to raise Japanese 
nterest rates and thus bolster demand for 
rr he US. agenda was intellectually consis- 
-tent and reinforced momentum for a liberali- 


Tokyo to the 


“couraged and there were strict controls on 
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By David Hale. 


sation process which was already gathering 
momentum in Japan for domestic reasons. 
In fact, by 1990, Japan will probably have as 
large a stock of floating rate f inancial instru- 
ments in commercial paper, T-bills, and 
bank liabilities as the US. Although the vel- 
ocity of turnover in Japan’ s financial markets 
is far smaller than in the US, the growth in 
the stock of unregulated financial instru- 
ments is nevertheless impressive for a coun- 
try which had interest-rate controls on most 
financial instruments only 10 years ago. 
Despite interest-rate deregulation, 
though, the Japanese financial system still 
retains a number of command features 
which distinguish it from the US, including: 
(a) the use of moral suasion by the MOF over 
private investor behaviour; (b) administra- 
tive guidance over both the quantity and 
sectoral allocation of bank lending; (c) fixed 
commissions on equity trading; and (d) re- 
strictions on the number of licences available 
for operating trust banks, investment man- 


ee 
Itis essential that financial 
liberalisation does not subject 
Japan to the kind of wild 


gyrations which characterised 


the US in the 1980s. 
99 
agement firms, and other R finan- 
cial services. 

The compact structure of the private in- 
stitutions in the Japanese financial sector 
also enhances the ability of the policymakers 
to guide the markets through moral suasion. 
The US has over 14,000 commercial banks — 
Japan has 158. The US has more than 1,500 
life assurance companies — Japan has only 
24; the US has nearly 1,900 property casu- 
alty insurance companies — Japan has 23. 

Normura Securities controls 30% of the 
trading volume in many of the largest com- 
panies traded on the Tokyo Stock Exchange 
while the three next largest firms control 
another 25-30% of the trading. Meanwhile, 
more than 50% of Japanese equity is tied up 
in corporate cross-holdings. Because of this 
financial structure, it is possible for com- 
panies to collaborate with the brokers in 
guiding share prices to achieve government 
policy objectives. These objectives have in- 
cluded privatisation of public sector organi- 
sations, bd 1 as ? Nipper, Telegraph and 








rescue 


Telephone, and the recapitalisation of in- 
dustries experiencing major structural up- 
heavals, such as steel and banking in 1987- 
88. 

For example, during the past 18 months, 
Japanese banks have been able to raise over 
US$35 billion of fresh equity at p/e multiples 
of 60-70 in order to comply with new Bank of 
International Settlements requirements for 
higher capital/asset ratios. As a result of this 
recapitalisation, Japanese banks are poised 
to dominate the world financial system dur 
ing the 1990s while US banks re 
plagued by depressed share. prices, 1 
balance-sheets, and a shrinking share. or d 
their domestic wholesale lending market: 

A growing number of US commentators | 
regard Japan's financial power and cor- 
poratist economic system as a potential 
threat, but their fears show how little Ameri- 
cans understand the economic history of the 
1980s. The great stabilising force in the 
world financial system during the 1980s has 
been Japan. In the first half of the decade, it 
was Japanese private capital outflows which 
permitted the Reagan administration to run 
a highly expansionary fiscal policy without 
forcing the Federal Reserve to print money. 
During the second half of the decade, it was 
the Japanese MOF which used a mixture of 
direct intervention and moral suasion to 
protect the US financial system from sharply 
rising interest rates when foreign private in- 
vestors lost confidence in the US dollar. 





here were three channels thre 

which the MOF tried to restrair 

ward pressure on US interest rates 

after 1986. The first was traditional 
central bank buying of dollars. In 1987 and 
1988, the BOJ bought over US$55 billion of 
US securities in order to help stabilise the 
dollar. Secondly, the MOF often used moral 
jawboning to prevent Japanese institu- 
tional investors from dumping dollar sec- 
urities during periods of exchange rate un- 
certainty. 

Nor did the MOF merely use moral sua- 
sion to support the US dollar. When the dol- 
lar came under massive selling pressure in 
the spring of 1987, it reimposed de facto cap- 
ital controls on Japanese investors in order to 
stabilise the US financial markets. 

The knowledge of market participants 
outside Japan that the MOF was taking ex- 
traordinary measures to support the dollar 
also helped to lessen selling pressure. i 

In addition to moral suasion over private - 
capital outflows, the MOF and the BOJ pur ` 
sued a low interest rate policy to boost the: 


.24 AUGUST 1989. 





New York, Tokyo stock traders: a tale of two financial cultures. 


US dollar during 1987-88 and neutralised the 
potential inflationary consequences on cre- 
growth through administrative gui- 
e. The Boj ordered the banks to reduce 
rowth rate of total lending and sharply 
curtailed the supply of funds available for 
property speculation. As a result, the 
growth rate of bank lending for real estate 
fell from 32% to 8% and there was a modest 
decline in Tokyo real estate prices during 
1987 and 1988 despite a monetary policy 
which was highly accommodating in every 
other respect. The MOF also used restrictions 
on land availability to prevent the slow- 
down in property lending from producing a 
price collapse. 

Japanese policymakers did not take such 
extraordinary step to protect the dollar dur- 
ing 1987 and early 1988 for altruistic reasons. 
They did so because of perceptions that a 
hard landing for the US economy would 
spawn even greater pressure in the US for 
economic nationalism and a reduction in its 
politico/strategic commitments than is al- 
ready apparent today. 

“here is still a chance that the expansio- 

policies which the MOF encouraged in 
order to help stabilise the US dollar and pro- 
mote strong global economic growth could 
trigger an upsurge of Japanese inflation and 
interest rates that would destabilise the 
Tokyo stockmarket in the same fashion that 
US monetary policy produced a boom-bust 
pattern in the New York markets during the 
late 1920s. But the odds of such an unhappy 
outcome are smaller than would be the case 
in the US because of the MOF's ability to use 
non-interest rate levers to guide bank lend- 
ing, capital flows, and the asset prices deter- 
mined by them. 

Ironically, if Japan had followed all of 
Beryl Sprinkel's proposals for rapid financial 
liberalisation during the mid-1980s, it would 
have been far more difficult for the MOF to 
have played as tranquilising a role in the in- 
ternational financial markets as it did during 
Reagan’s final two years. 

Because of Japan’s new status as the 
world’s largest creditor, it will be interesting 
to see if US officials rethink their long-stand- 
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ing strategy of encouraging complete 
liberalisation of the Japanese financial sys- 
tem. As the events of 1987 and 1988 will tes- 
tify, there may be advantages in encourag- 
ing Japan to retain regulatory policies which 
lessen the danger of interest-rate volatility 
and financial shocks. 

Further rapid liberalisation of the Japan- 
ese financial system also could encourage 
the yen to emerge as a major reserve cur- 
rency at a time when the US will still need 
to finance large external deficits. US 
policymakers thus have a vested interest in 
preserving the dollars "key currency” 
status. Although the yen accounted for only 
7-8% of official reserve assets in 1988, the 
growth of Japan’s financial power is starting 
to produce a sharp rise in yen-denominated 
international bank lending. 


he future status of the dollar and 

the yen also will have international 

implications which extend beyond 

economic policy. In 1987 and 1988, 
Japan's dollar support operations evolved 
into a de facto form of burden sharing, 
which helped to lessen political pressure in 
the US for large military spending cuts. For 
the fourth time in modern US and Japanese 
history, the foreign exchange market be- 
came an instrument of defence and foreign 
policy. The ways in which this happened 
were not readily apparent at the time, but 
they could have important implications for 
future defence policy if the foreign exchange 
market ceases to be an effective transfer 
mechanism. 

In 1968, the US pursued a balance-of- 
payments “offset” programme with West 
Germany, in which the Bundesbank agreed 
to stop converting dollars into gold as a quid 
pro quo for US defence spending there. In 
1965, the US made a then-secret loan to the 
British Government in order to support the 
pound and lessen pressure on the Wilson 
government to shut down the large British 
military base in Singapore. And in the first 
decade of the 20th century, Japan kept its 
foreign exchange reserves in the British 
banking system as a quid pro quo for British 
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loans during the Russo-Japanese War of 
1905 and British recognition of Japanese 
supremacy over Korea. 

Although the Japanese support for sterl- 
ing was far less important than the US loans 
to the Wilson government in the mid-1960s, 
it did bloster sterling's international reserve 
role at a time when France and Germany 
were aggressively promoting the interna- 
tional use of their own currencies. Indeed, 
the pound's share of international reserves 
fell to 36% by 1914. 

Japan is likely to continue pursuing fi- 
nancial liberalisation policies in the 1990s for 
domestic reasons rather than to accommo- 
date US pressure. Now that Japan is so rich, 
it will need more flexible financial markets to 
allocate capital efficiently both at home and 
overseas. By 1995, Nomura Research esti- 
mates that Japanese institutional savings 
flows could reach ¥ 100 trillion (US$800 bil- 
lion) compared with only ¥25 trillion in 
1985. The processes by which such large 
flows are distributed will have a major im- 
pact on the stability of the international fi- 
nancial system, the level of exchange rates, 
and the cost of capital in the financial centres 
which can attract Japanese funds. 

The growth of Japanese financial power 
suggests that a new set of issues is emerging 
for the successor forum to the yen-dollar ne- 
gotiations of the mid-1980s. Instead of 
merely lobbying for further Japanese finan- 
cial liberalisation, the US should be examin- 
ing carefully which aspects of Japan's reg- 
ulatory system support global financial sta- 
bility, the dollar's international status as a 
"key currency," and the implicit support 
which the dollar's role provides for the US' 
external political obligations. With Japan in- 
creasingly assuming the role of anchor in the 
world financial system, it is essential to US 
prosperity that financial liberalisation not 
subject Japan to the kind of wild gyrations in 
credit growth, interest rates, and quality of 
banking supervision which characterised 
the US in the 1980s. » 


David Hale is chief economist for Chicago-based 
Kemper Financial Services Inc. 
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ECONOMIC MONITOR: 


INDONESIA 


Export effort pays off 


fforts to incorporate Indonesia's 
private sector and widen the line- 
up of export products continued to 
bear fruit into the early months of 
1989. Preliminary balance-of-payments fig- 
ures for fiscal year 1988-89 ending in March 
show a surplus in the trade balance of 
US$4.3 billion, with exports of US$19.8 bil- 
lion and imports of US$15.5 billion. 

Total exports rose a steady 9.4% over the 
year before, generating a 10% jump in the 
merchandise trade balance. Particularly 
pleasing to the economic gurus was the per- 
formance of non-oil exports which, for the 
first time, averaged more than US$1 billion a 
month. Top performers were wood pro- 
ducts, coffee, rubber, shrimp and tourism. 

Non-oil exports in 1988-89, the final year 
of Indonesia's fourth five-year plan for eco- 
nomic development, accounted for 61% of 
all exports, giving Indonesia a substantially 
more diversified export base than in the 
early years of the decade. In 1982-83, for 
example, exports of oil and gas provided 
79% of total export revenues. 

A rebound in oil prices in early 1989 al- 
lowed Indonesia to make its oil export target 
of US$16 a barrel, but Indonesia’s days as 
an oil exporter are numbered. Mines and 
Energy Minister Ginanjar Kartasasmita an- 
nounced in February easier terms for oil con- 
tractors in a bid to spur more exploration 
and production, especially in the more re- 
mote areas of eastern Indonesia. 

In July, Ginanjar signed nine new pro- 
duction-sharing contracts (PSC) with interna- 
tional oil firms and promised 14 more would 
be concluded before the end of the year. But 





oil industry analysts predict the new PSC 
terms will not be able to stave off for long the 
day Indonesia becomes a net oil importer, a 
date Ginanjar now says may arrive before 
the turn of the century. 

There are better prospects for liquefied 
natural gas (LNG) which looks set to become 
Indonesia's top petroleum export sooner 
rather than later. 

A rise in interest payments on the foreign 
debt pushed the 1988-89 current-account 
deficit to US$1.9 billion from US$1.6 billion 
the year before. Total foreign debt, including 
undisbursed amounts, stood at US$58 bil- 
lion at the end of 1988, with more than half 
coming from bilateral and multilateral 
sources. 

Total debt service in 1988-89 came to 
US$7.4 billion against US$6.7 billion in 1987- 
88. Of this amount, US$4.4 billion rep- 
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resented principal repayments with US$3 
billion of interest costs, for a debt service to 
exports ratio of 37%. The World Bank esti- 
mates Indonesia’s debt service ratio will fall 
to 34% in 1990 and again to 24% by 1995. 

In April a value-added tax of 10% was 
applied to a wide range of services and 
wholesaling operations, pushing inflation 
briefly upward. But in the 12 months ending 
in June, Indonesia’s cost of living index rose 
only 6.51%, down from 7.69% for the same 
period a year earlier. Indonesia is unlikely to 
make Finance Minister Johannes Sumarlin's 
1989 inflation target of 5%, but econo: ` ` 
say a consumer price rise of 7-875 for the 
is still possible. 

The rupiah continues to slide slowly 
against the US dollar, though the rate of de- 
preciation has lessened somewhat in recent 
months with the dollar strengthening 
against other currencies. For the year ending 
in July, the rupiah depreciated by just under 
5% against the greenback, in line with gov- 
ernment projections. 

On 1 May the central bank limited banks’ 
access to its rupiah-dollar forward exchange 
facility to an amount not exceeding 25% of 
bank capital. 

But with more competition creeping into 
the financial sector, interest rates have at last 
begun to edge lower. The most dramatic 
drop has been in short-term credit, with 
overnight interbank rates falling to 12% in 
July from 18% in October. Longer-term 
lending rates remain over 20%, discourag- 
ing domestic investment, but bankers say 
the yield curve is likely to flatten ove: ` 
next six months. m Adam Sch: 
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SHROFF 


Won upmanship 


outh Korea's banks and corpora- 

tions are prohibited from engaging 

in speculative  foreign-exchange 

transactions and every forex deal 
must be backed by an underlying business 
deal. So how does a country with about 
US$130 billion in bilateral trade this year end 
up with a foreign-exchange market that 
traders estimate is between US$300 billion 
and US$400 billion? Certainly not by playing 
by the rules. 

Rules or no rules, it looks like a few big 
corporations are going to be punished — if 
ræ hy bank examiners, then by the market. 

nkers are saying that Kia, the coun- 
try » second-largest car maker, and Kolon, 
one of the top business groups with in- 
terests in construction and textiles, have 
both suffered multi-million dollar foreign- 
exchange losses. Traders say Kolon sus- 
pended forex trading two months ago and is 
rumoured to have lost Won 3 billion 
(US$5.5 million). Kia is believed to be in the 
same boat, with losses perhaps of the same 
order of magnitude as Kwangju Bank, 
which reported losses of more than US$50 
million earlier this year — the first company 
to burn its fingers in the forex market. 

At least a handful of other industrial 
companies are believed by traders to have 
suffered multi-million dollar forex losses, 
largely by betting against the dollar in the 
first part of the year — an ill-advised gamble 
as during the period it rose 10% against the 
yen. Some of the firms have stopped cur- 
rency trading, while others are trying to 
| ' up their losses before the end of their 
Í years, usually in December. 

This thirst for speculation comes out of a 
desire to emulate Japan's craze for zaitech — 
profits engineered from financial dealings. 
The Japanese at least are able to borrow 
cheaply at home and invest in higher-yield- 
ing instruments abroad, such as US Trea- 
sury bonds. The South Koreans face higher 
borrowing costs and tight domestic liquid- 
ity, so they need quick payback periods 
which drive them almost exclusively to the 
riskiest parts of the international financial 
markets. 

"Many of the [South] Korean companies 
are doing this in the most dangerous man- 
ner possible," says a foreign banker in 
Seoul, one of many who is concerned about 
the inexperience and lack of controls evident 
in many corporate treasury departments. 
"Most of the [South] Korean companies 
open up a position waiting for an apple to 
drop but sometimes the whole tree falls on 
them." 

The losses might attract the attention of 
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South Korea’s cautious central bank and 
prompt it to put tighter controls on forex 
trading. But what is likely to upset it most 
are whispers of continued forex contracts to 
bring money into the country. Banks are re- 
portedly making long-term repurchase con- 
tracts at artificial rates as a way of easing 
liquidity problems for some corporate cus- 
tomers. 

Both corporate treasurers strapped for 
liquidity and foreign banks’ treasury depart- 
ments, which are making tidy profits, seem 
pleased. The central bank may feel other- 
wise. m Mark Clifford 


Shroff is ready to admit, as no official in 
Thailand seems ready to do, that Bangkok 
hosts a big sex industry and there are a lot of 
people, local and foreign, who condone it 
and even dabble in it. 

With the shocking fact revealed, it is 
axiomatic that, in this era of AIDS, would not 
the best thing be to provide all those hosts 
and hostesses with protection against the 
risks of participation? 

It appears the Stock Exchange of Thai- 
land (SET), to strike an analogy, would 
not think so. In recent weeks it has attacked 
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brokers for piggybacking — protecting in- 
vestors against risk by tying allotments of 
highly lucrative new issues to purchases of 
highly unattractive offerings. 

It seems to Shroff that the brokers have 
been surprisingly responsible: if you have to 
sell buyers something which is dangerous, 
give them something to protect themselves 
with. The unpalatable issues have been the 
state-controlled Krung Thai Bank's (KTB) 
Baht 2 billion (US$77.7 million) in new 
shares and the Mutual Fund Co.'s (MFC) 
newest Baht 1.5 billion Thanaphum Fund. 
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No one really tried to stop the listings. 
Nor was there any real arm-twisting to un- 
derwrite them. (A nice thing about Thailand 
is that most people know when it is their 
duty to pitch in and help.) 

As the SET condoned the listings, the 
brokers had little choice in fact: they had to 
sell and felt obliged to protect their custom- 
ers. Only those investors without access to 
protection, like KTB’s upcountry customers 
who may have taken up the bank's direct 
offer to buy shares, were left vulnerable to 
losses when the shares were listed. The 
guilty brokers are those who may have sold 
KTB shares without offering profit protection 
along with them. 

This has left the ser exposed: allowing 
KTB and Thanaphum into the market now 
was wrong in the first place. If the market 
only allows companies with a good history, 
how did KTB get there? Its outlook is only 
slightly less dim than its past. 

KTP's offer document was based on many 
dubious statements regarding projected 
earnings and dividends. Crucial informa- 
tion on the bank's major debtors, was 
glossed over. Even lead underwriter Phatra 
Thanakit, brokers say, privately disclaimed 
parts of the offer document. In the case of 
the Thanaphum Fund, there was nothing so 
outrageous. It was just that the MFC’s four 
other funds trade at a 10-17% discount to net 
asset value. 

Shroff acknowledges the serious issue 
here: recently a few firms have priced new 
issues very high — First City Investments is 
one example — and brokers dying to get 
into the underwriting game have accepted 
it. But even the practice of piggybacking 
those shares on others wildly underpriced 
— another issue not being addressed — can- 
not last long before some people are hurt 
and the market suffers. Call it a learning 
curve. 

The solution, as always, is to concede it 
happens and get more information to the 
public. The Bank of Thailand, the central 
bank, chimed in with a proposal to require 
better prospectuses when shares are of- 
fered. Too bad they did not say that before 
KTB was floated. 

More importantly, rather than dis- 
couraging brokers and the media from 
openly discussing pricing and values of 
shares, and making public earnings projec- 
tions, the SET and its regulators should en- 
courage greater coverage. After all, because 
of the government's reluctance to talk about 
it, there are a lot of Thais who still believe 
AIDS is something only foreigners catch. 


u Paul Handley 
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BUDGETS 


Australia opts for unchanged fiscal policies 


Steady as s 


By Michael Malik in Sydney 
A woefully off target with his optimistic 
budget forecasts last year, so in pre- 
senting his estimates for fiscal 1989-90 (end- 
ing 30 June) on 15 August he was careful to 
avoid the same trap and may even have de- 
liberately painted a gloomy picture. 

Having suffered almost from the mo- 
ment he had issued last year's estimates 
from the constant refusal of the economy to 
act, as his experts predicted, he appears to 
have opted this time to give himself at least 
some political respite from his critics. As 
well as predicting a continued heavy trade 
deficit, Keating also predicted a 3.5% fall in 
the terms of trade in the next year, com- 
pared with a 15.6% increase last year. 

His only concessions to optimism were 
that he was able to budget for a record A$9.1 
billion (US$6.9 billion) surplus for the year 
to 30 June — all of which will go towards 
domestic and foreign debt repayment, with 
a second year with no federal government 
borrowing requirement — and a firm pre- 
diction that when the economy slowed in 
the first half of 1990, there would be a soft 
landing. Not only will there be no need to 
borrow, there will be a revenue surplus of an 
estimated 1.2% of GDP. 

But Keating went out of his way to be 
cautious about prospects for an improve- 
ment in the country’s serious trade deficit, 
which blew out in the 1988-89 financial year 
from his original forecast of A$9 billion to al- 
most double that at A$17.4 billion. In fact, he 
put the 1989-90 yearly forecast even higher 
at A$18.5 billion. His pessisism over this was 
quickly borne out when the day after the 
budget announcement, July trade figures 
showed a deficit of A$1.7 billion, up from 
the previous month’s A$1.62 billion. 

Keating, despite heavy political pressure 
to do something about record 18% interest 
rate with their consequent voter impact 
through high mortgage rates, took no action 
directly to bring the rate down, and indi- 
cated he felt a tight monetary policy was still 
necessary to continue to slow the economy 
and dampen the still unexpectedly high 
levels of demand which have been support- 
ing the import bill. 

In vague terms, he said he believed, 
however, that his policies would gradually 
produce a situation where demand would 
drop and interest rates could be eased in the 
first half of 1990 — which, if true, would be 
just right for the Labor government to go for 
an expected May election. His “soft land- 








ustralian Treasurer Paul Keating was 





he goes 


ing" prediction suggested GDP growth over 
the next 12 months of 2.75%, rather than the 
3.3% for the year just ended — a figure 
lower than the 3.5% prediction and one 
treasury expert expects to be revised up- 
wards later. 

The opposition immediately claimed that 
Keating, by cutting expenditure only mini- 
mally and providing no stimulus, was run- 
ning the real risk of a recession. It also 
pointed out that part of his projected A$9.1 
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billion surplus was to be achieved by read- 
justing the timing of payment of company 
tax and employee contributions to income 
tax retained by employers, to gather the tax 
quicker and give the treasury a one-off in- 
come boost. 

While denying any “election gimmicks” 
were included in the package, Keating paid 
special attention to increased welfare for 
pensioners — an increasingly important 
percentage of the electorate as the nation 
grows older. While rejecting pressure for re- 
lief on hard-hit first-time house buyers, ex- 
cept for a meagre A$15 million increase for 
the poorest for mortgage and rent relief, 
he built in various pension improvements 
and tax exemptions for pensioners which he 
said would help to guarantee the govern- 
ment's pledge of a retirement pension of 
25% of average wages. 

He also introduced reforms to superan- 
nuation schemes, including tax relie 
those who take their pensions in the fo 
regular payments rather than in al | 
sum, in a move he said would prove to be a 
big savings incentive. 

With the budget surplus and the "steady 
as she goes" approach having been widely 
predicted, the measures created little stock- 
market reaction, and employers' associa- 
tions and unions gave it cautious praise. Wi 





COMMODITIES 


Indonesia s palm oil giant has international ambitions 
[ = 





By Michael Vatikiotis in Jakarta 

ith Indonesia's palm oil exports 
W projected to exceed 2 million ton- 

nes a year by the mid-1990s, a 
move by the country's pre-eminent trader 
PT Mindo to secure a larger share of over- 
seas markets is regarded as timely and po- 
tentially profitable given time. 

Within the past two months, Mindo, 
which already has trading offices in Hong- 
kong, Singapore and Hamburg, has opened 
an office in London under the name Mindo 
Resources. 

Employing experienced traders poached 
from two established London trading firms, 
Woodhouse Drake and Carey and Caltrade, 
sources say Mindo is well placed to sell more 
directly to the estimated US$2 billion world 
consumer market. “Their aim is to go direct 
from production to the consumer,” said a 
local trader in Jakarta, admitting that less 
business will be carried by foreign commod- 
ity traders in Indonesia as a result. 

PT Mindo is by far the largest and most 
dominant palm oil trader in Indonesia, and 
is a product of cooperation among at least 
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three major Indonesia-owned business 
groups. With the participation of Indra and 
Nirwan Bakrie (two top executives of '^77- 
ing Indonesian steel pipe maker Bak — : 
Brothers), PT Humpuss and the rumoured 
involvement of PT Bimantara Citra, Mindc 
has secured around 90% of all palm oil allo 
cated by the government for export. 

Mindo has risen to this position o! 
strength in an export trade which has growr 
by 25% in two years, by securing purchase 
of crude palm oil (CPO) from government 
owned plantations (PTP) through the gov 
ernment market organisations (KPB) at price: 
well below those prevailing in the wide 
market. Sources say the extra profit obtainec 
on export at this concessionary price i: 
worth US$15-20 a tonne, allowing for vari 
ations in global prices. 

Traders also say that Mindo's dominan 
position in the export market makes it dif 
ficult for other traders to obtain sizeable allo 
cations from the KPB. By current estimates 
about 50?6 of Indonesia's total CPO produc 
tion this year will be exported, or 700,00 
tonnes. Of this, approximately 60,000 ton 
nes has been allocated to foreign traders: the 
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est, up to 60,000 tonnes a month, goes to 
Mindo. The KPBs argues that the existence of 
ther, albeit tiny, allocations means that 
Mindo cannot be described as a sole buyer. 

Most of Mindo's export allocation is at 
»resent sent to India, and the assurance of 
iupplies from the PTP at below market price 
s a hefty hedge against price speculation. 
Jut the move into London is a sign, trading 
iources say, of Mindo's desire for a bigger 
lice of other markets. 

However, gaining acceptance, market 
hare, and profits in London will not be 
asy, for two reasons. Mindo's reputation 
mong palm oil consumers overseas is not 
xactly high. In 1983 when world palm oil 
rices shot up, Mindo secured the govern- 
nent's imposition of a ban on CPO exports so 
hat the company could dispose of its for- 
vard contracts at the old prices. One result 
f this is that Mindo Resources is still trying 
veain admission to the Palm Oil Traders 

jation. 


ers will continue to prefer spreading 

their Indonesian palm oil purchases 
round established trading companies in 
wder to obtain the best price — and that 
Aindo will continue to need other traders. 
here are also signs that competitive pres- 
ures are having some impact on Mindo's 
iear monopoly. 

One such pressure will come from in- 
reased sales of Malaysian palm oil into the 
‘uropean market following slumps in the 
JS market on which Malaysia has tradition- 
lly relied. 

Indonesia presently accounts for 30% of 
lobal CPO production. The government has 
argeted a 15% a year increase in output, 
vith a major expansion of palm oil planta- 
ions being planned for Riau province in 
outh-Central Sumatra. With palm oil prices 
^ high until last year, this policy made 

. But now, fearing stormier times 
head, the PTPs are hoping to sell more CPO 
d the domestic cooking oil market — which 
urrently imports supplies. Although ana- 
ysts believe domestic consumption will rise, 
ndustry sources say that many of the li- 
ences for estate development have not 
een taken up. The reason is simple — 
vorld prices for CPO are falling against soya 
nd other vegetable oils, making it a less at- 
ractive proposition. 

The combination of the planned increase 
1 production and falling world prices is ex- 
ected to put pressure on Mindo's domin- 
nt position in the export trade. "Prices are 
alling so fast," one trader told the REVIEW, 
they may already be below the minimum 
rice of around US$300 per tonne quoted by 
ne PTPS.” All the more reason, some experts 
ay, why Mindo's move to London makes 
ense. Less sure of the profits to be made out 
f the government's expansion in palm oil in 
ne medium term, Mindo is apparently 
eeking insurance overseas. 


| t is also believed that European consum- 
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MARKETS 


Japanese investors may be changing views on equity 





news of a bonus issue, even though 

investors gain very little from the 
new shares. The price goes up because an 
issue of this kind shows that the company 
has confidence in its future growth. 

But even by Tokyo's standards, a 35% 
jump to Y 18,600 (US$131.17) in the price of 
Nintendo, the world's leading supplier of 
video games, seems pretty far-fetched after 
it announced a one-for-two bonus issue. In- 
vestors regarded the news as a sign that the 
company's profits would continue to grow 
rapidly and that shareholders would be re- 
warded with higher dividends in the future. 
Nintendo's share issue is not the only boost 
for stockholders in Japan. It comes at a time 
when the Ministry of Finance is dropping 
hints that the 20% dividend withholding tax 
may be abolished. 


T stocks almost always rise on 
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Such a significant step is considered un- 
likely for some years to come. The recent 
surge in support for the opposition parties 
would make it politically difficult to grant 
any tax concessions to the 20 million Japan- 
ese who own shares. But the fact that it is 
even being considered, according to news- 
paper reports, points to a change in the ba- 
lance of power between companies and 
their shareholders. 

Even now, management pays little atten- 


tion to all but the most important sharehold- 


ers. Firms provide only the minimum 
amount of financial information to the pub- 
lic and pay the smallest dividend they can 
get away with. 

Perceptions have changed, however, as 
a result of the unfriendly purchase of a big 
stake in a Japanese car parts manufacturer in 
April by a US investor, T Boone Pickens, 
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issue to friendly interests of heavily dis- 
counted shares as a way of repelling an un- 
welcome takeover bid. Now it appears that 
the low dividends paid by Japanese com- 
panies are being looked at by the authorities, 

The ratio of dividend payout to net pro- 
fits was 29% last year, against 53% for the 
top 400 US firms. But Japanese investors 
choose not to clamour for higher dividends 
because they are more interested in capital 
gains. Since April, these have been taxed at 
1% of the value of each sale of shares (actual- 
ly, the authorities charge a 20% tax, but they 
assume that the capital gain is only 5% per 
sale). By contrast, investors pay a 20% with- 
holding tax on dividends. 

Reports say the government is consider- 
ing removing tax on two types of dividend 
— the cash dividend and the stock di- 
vidend. In the case of gratis issues, where 
transfers are from legal reserves to capital, 
tax is not payable. The legal reserve can be 
used to reduce a deficit, or may be transfer- 
red to common stock by a board resolution. 
Where the transfer takes place from retained 
earnings, this is treated as a stock dividend 
and is subject to withholding tax of 20%. 

This tax is said to be one reason why Ja- 
panese firms do not transfer this money to 
stockholders in the form of fresh equity. The 
amounts thus retained are huge and deprive 
the shareholder of future dividends from a 
bigger share base. 

One stockmarket newspaper listed 50 
firms with retained earnings large enough to 
allow more than a 10 times increase in the 
number of shares issued. Most of them are 
rapidly growing smaller firms in electronics 
and services, like Advantest and Aines, but 
it also includes Sony, which could increase 
its outstanding shares by 22.96 times, if it 
converted retained earnings into stock. 

There is another, somewhat cock-eyed, 
reason why firms do not make bigger bonus 
issues. They are reluctant to see a fall in the 
absolute level of the share price (even in 
Japan shares are marked down ex-rights). 
Companies compare their share price with 
that of their rivals and firms which float will 
often issue the number of shares needed to 
ensure the market price will reflect where 
the firm lies in the industry’s pecking order. 

All this is making it difficult for the first- 
time buyer to enter the Japanese equity mar- 
ket — almost as hard as it is to purchase a 
house. Shares are sold in minimum lots of 
1,000, so it would cost more than ¥18 mil- 
lion to buy an initial stake of 1,000 shares in 
Nintendo (before the bonus issue). B 
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anila’s Presidential Commission on 
MZ Good Government (PCGG) has 
shifted its line of attack against al- 
leged Marcos crony Lucio Tan. A stripped- 
down set of charges led to Tan's arrest on a 
< warrant issued on 27 July by the Sandigan- 
-. bayan, a special court which deals with PCGG 
- cases. 
The revised charges, lodged on 19 May, 
=< accuse Tan of bribing former president 
. Marcos, "in consideration of presidential 
. favours and other concessions." The alleged 
- bribes totalled "approximately P60 million 
 [U5$2.7 million] annually," from 1976 to 
. February 1986, and in addition, 60% of the 
- equity in Shareholdings Inc., the holding 
- firm for Tan’s business empire, founded on 
- cigarettes and beer (REVIEW, 15 Dec. ’88). 
A long history of political indecision has 
surrounded cases against Tan. Most recent- 
- ly, the PCGG seemed to have shot itself in the 
. foot when on 9 March it filed charges against 
. not only most of Tan's business associates, 
but Ferdinand and Imelda Marcos as well. 


BANKING 


This original charge involved Tan's 1977 
takeover of General Bank and Trust Co., 
later renamed Allied Banking Corp. 

Those charges got nowhere, and the 
PCGG abandoned them in mid-April. The 
problem was political — the government 
has no wish to see Marcos return to Manila 
to defend himself in court. Including Marcos 
in the charges against Tan thus made it ex- 
tremely unlikely the case would ever be 
heard. 

Confronted with these political realities, 
the PCGG changed the charge to one accus- 
ing solely Tan. The pccc alleges that the 
shares in Shareholdings were given to Mar- 
cos in 1980-83 during the restructuring of 
Tan's companies, in which stocks of Fortune 
Tobacco Corp., Allied Banking Corp., Asia 
Beer Brewery, and Foremost Farms were 
sold to Shareholdings. 

Although documents filed at the San- 
diganbayan did not include those which the 
PCGG considers evidence for the case, the 
REVIEW has learned that the PCGG will rely 
on statements in affidavits made last year by 
Marcos' former financial adviser. Rolando 


Thailand enjoys a first dip into the US bond market 


Yankee come back 






By Anthony Rowley i in New York 


~ hailand's successful debut in the Yan- 
“kee bond market at the beginning of 
| , bo is seen in New York as à 
significant step towards Thailand's coming 
|. of age in international capital markets — and 
v as the probable forerunner of more South- 
east Asian government issues in the US$50 
billion market. 

The Thai issue has won plaudits too 
<o: beyond New York. A senior official within 
s. the Washington-based IMF commented to 
5. the REVIEW that, "the Thai bond issue is a 
- very good sign that emerging countries can 
_ tap markets in a normal way.” 
ae Bankers in New York contrasted 
. . Bangkok's success in becoming the first 
-> Southeast Asian public issuer in the Yankee 
. market — for foreign borrowers seeking US- 
. dollar debt — with the less happy image of 
_ the Philippines, which is in default on its 
. debts, opening talks aimed at shoring up its 
. commercial bank credit lines in New York 

around the same time as the Thai issue. 









The- ‘market feels there are Southeast 
Asian countries between the extremes of 
Thailand and the Philippines which can ex- 
pect a favourable reception in the Yankee 
market. Malaysia, which had at least one 
private placement in the Yankee market 
some years ago, is an obvious candidate 
though Indonesia too might qualify. 

The secret of success in the rating-sensi- 
tive Yankee bond market is to secure recog- 
nition from one of the principal rating agen- 
cies. Thailand’s success in obtaining an A2/ 
A minus rating from Moodies means that its 
bonds rate alongside those of Canadian pro- 
vinces in the Yankee market. 

As a result, the US$200 million of 8.7% 
10-year bonds (priced at par) maintained 
their price well in the New York secondary 
markets, according to Salomon Brothers, 
the book-running senior manager to the 
issue. The bonds were bought initially by a 
group of 25 major investment institutions 
spread across the US. i 

Thai anent secretary. T finance, 
Panas Simasathien, Been ded  predssue 
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ents were made thr | 
Security Bank and Trust Co., which the 
Marcos family controlled and which Gapud 
headed during the Marcos years. 

The Sandiganbayan dismissed Tan 
lawyers’ main line of defence against the 
amended charge — that Marcos must be 
prosecuted along with Tan since the charge 
involves a violation of the anti-graft laws. 
The court ruled that whether Marcos should 
be prosecuted in the same case is at "the dis- 
cretion of the Commission who may not in 
the meantime file charges against him be- 
cause of political considerations." 

The court allowed Tan to post bail of 
P100,000. This is the third surety he has 
paid — in January he deposited a bond of 
P500,000 with the Sandiganbayan as sec- 
urity that he would retum from trips 
abroad. In April he voluntarily offered 
another £100,000 bond to allow him to go to 
Shanghai. 

Tan was alerted to the PCGG's ren 1 
vigour by the exhaustive formal he: s 
which the Sandiganbayan held before fi- 
nally approving last month Tan's request to 
go to Switzerland for possible surgery to re- 
move a chicken bone stuck in his throat. 

However, on 29 July, Tan arrived back in 
Manila, having cut short his trip in order to 
“forestall ill-effects on Allied Bank arising 
from the issuance of an arrest warrant 
[against him|,” according to information 
filed by his lawyers in the court. E: 


"road-shows" to New York, Chicago and 
Boston, apparently found bankers receptive 
to the message that Thailand's is a fast- 
maturing economy. 

As a result, Thailand has filed for a so- 
called shelf registration with the US Sec- 
urities and Exchange Commission in order 
to facilitate what are expected to be several 
hundred million dollars more in bondi ^ ^s 
over the next 18 months. : 

Thailand will use the proceeds of its first 
Yankee issue to repay existing borrowing, 
from the World Bank. Although the interest 
rate or “coupon” payable on the bonds is 
8.7%, significantly above the World Bank's 
current lending rate of 7.9%, there are bene- 
fits to be had from locking in dollar borrow- 
ing at a fixed rate. 

The World Bank has for some years been 
operating a currency pool system whereby 
loans it makes to borrowing countries are 
designated in foreign currencies in the same 
proportion as the currency mix in which the 
World Bank itself borrows on international 
capital markets. 

But the World Bank's lending basket 
varies according to shifts in its own funding 
profile. Borrowers are thus unable to hedge 
their interest rate exposure effectively. The 
bank is currently working out a new system. 
but Thailand appears to have pre-empted, 





this by securing access to a more predictable 


funding source. * 









BRIEFING 


Oilmen arrested in 
Jakarta contract row 


> The arrest of two foreign oil executives in 
Indonesia on criminal charges has sent 
shock waves through the Indonesian 
»usiness community and raised questions 
about the use of authority by well-connected 
Indonesian companies. The issue arose 
after British oil company Enterprise Oil 
terminated its contract for diving services 
with a local company PT Segera Yudha 
»akhti Marine Services. Enterprise was 
lissatisfied with the company and, 
iccording to sources, terminated the 
sontract legally. But Segera Yudha, which 
stood to lose newly imported equipment 
rom Singapore as a result, filed charges, 
ng embezzlement. Two Enterprise 

- - lives were detained overnight on 11 
August. Industry sources say that Segera 
(udha is part of a business group with 
nfluential political connections. 


Indonesia to build 
N-plant on Java 


> Indonesia is to build its first nuclear 
»ower station on Java. President Suharto 
nstructed the chief of the country's Nuclear 
inergy Agency (Batan) to look for a suitable 
ite and prepare for construction. Several 
»verseas consortiums have proposed 
iystems. Franco-German, Japanese, US, 
talian, and Canadian groups are all 
ridding. Although the plan has come under 
veavy fire from other energy interests and 
'nvironmentalists, some experts believe 
hat nuclear energy would be the cleanest 
vay of producing energy for densely 

lated and heavily agricultural Java. 


Aquino names new 

 lanning secretary 

> President Corazon Aquino on 8 August 
ppointed Development Bank of the 
'hilippines chairman Jesus Estanislao to the 
'osts of Socio-Economic Planning 

nd director-general of the National 
iconomic and Development Authority. 
istanislao replaces Solita Monsod who 
esigned in July because of what she called 
irreconcilable disagreements" with other 
nembers of Aquino's cabinet. 


thinese court rejects 

‘aiwan ship plea 

» A Chinese court on 12 August dismissed 
aims by a Taiwanese freighter captain that 
huhai customs authorities had illegally 
onfiscated his cargo of HK$21 million 
JS$2.69 million) worth of cigarettes. The 
1se, the first lawsuit ever to be brought 
efore a Chinese court by a Taiwanese 
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citizen, was seen as Taiwan's way of testing 
China's legal system and discovering how 
far Peking was willing to accommodate 
Taiwan business interests. Customs 
authorities said the freighter was involved 
in smuggling in Chinese waters. The 
captain was ordered to pay costs of 
HK545,000 


Taiwan plastics group 
to set up US units 


> Taiwan's Formosa Plastics Group 
obtained approval on 14 August for a 
US$200 million investment to establish two 
subsidiaries in the US. The Ministry of 
Economic Affairs' approval marked the 
largest outward investment yet by a Taiwan 
company. Formosa Plastics Corp. and 
Formosa Chemical and Fibre Corp. will 
each invest US$100 million to form two 
separate, 100%-owned subsidiaries. The 
investments are to establish downstream 
components of a US$1.9 billion US 
expansion plan. The centrepiece of the plan 
is a US$400 million ethylene plant now 
under construction in Texas. 


Business indicators 





Malaysia share issues 
finance asset purchases 


P As prices on the Kuala Lumpur 
stockmarket test new highs, two listed 
companies have announced proposals for 
major acquisitions financed by the issue of 
new shares. Stockbroking-based Rashid 
Hussain has agreed to buy the Urban 
Development Authority's Peremba 
Building in Kuala Lumpur for M$41.5 
million (US$15.5 million). United Engineers 
Malaysia (UEM) has announced a M$146.6 
million bid for state-owned Cement 
Industries of Malaysia (Cima). Rashid is to 
raise cash for the purchase via a 27.6 
million-share issue to existing shareholders 
at M$1.50 a share. UEM is offering a share 
swap of one UEM share at M$7.50 for every 
three of Cima. 
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Seoul worried about 

surge in imports 

> Worried about a one-third rise in imports 
consumer goods during the first half, South 
Korean officials are reportedly considering 
higher tariffs and an end to the policy of 
dismantling non-tariff import barriers. The 
move to dampen imports of consumer 
goods, comes only days after local 
agricultural groups launched a campaign 
against foreign agricultural products. Farm 
imports have shown dramatic increases 
following the liberalisation of import 
barriers. 


Singapore eases curbs 

on property purchases 

> The Singapore Government is to allow 
foreign citizens who are permanent 
residents to buy public housing. It has also 
decided to repeal the rule preventing 
Singaporeans who own public housing 
from buying private property. The 
government has also raised the income 
ceiling for those families wishing to buy 
public housing from $$4,000 (US$2,043) 

to S$5,000 a month. About 85% of 
Singapore's population lives in public 
housing. But there is a supply glut of such 
units at the moment. Property sources say 
the rule changes will lead to the end of the 
dual market in Singapore property. 


Japan group plans 

Hawaiian resort 

»> Alpha Group, a Japanese developer, 
says it plans to build a Y 100 billion 
(US$704 million) resort complex covering 
almost 2,460 ha on the Hawaiian island 
of Molokai. The company said it had 
acquired the land and was waiting for 
approval from the Hawaiian state 
government. Alpha said it hoped to start 
building the resort in 1991 and to open it 
three or four years later. 


Jakarta, Bangkok tempt 
Hongkong investors 


> Officials from Indonesia and Thailand 
are touting their countries' virtues as safe 
investment havens in a bid to capitalise on 
Hongkong's jitters in the wake of the recent 
political turmoil in China. Many Hongkong 
manufacturers are keen to reduce their 
heavy dependence on the mainland. 
Indonesia and Thailand held seminars in 
the territory on 15 August to publicise 
foreign investment incentives. The Jakarta 
mission focused on industrialisation and 
trade deregulation policies. Bangkok's 
delegation gave a presentation on business 
opportunities. 
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BUSINESS AFFAIRS 
MESTRE R MAPLE a TD wp v QUEM WAT UON UNUM ERROR ERR E E UMS rt umen pu —. 


PRICES AND TRENDS 


Last sale to 14 Aug. Latest Previous week — 3months ago Year ago Average of representative high-grade issues 
Gold London (2) 364 85 365 95 37385 430 75 14 Aug. Latest 1 month ago 6 months ago 
Copper New York (3) USS 
Curren! delivery (Sept ) 11700 112 80 124 60 94 00 Domestic 3-5 yearst 8.33 7 96 9.38 
Dec. delivery 11450 7-10 yearst 833 811 928 
international 3-5 yearst 6.27 795 951 
Aluminium London (7) 7-10 yearst B29 810 9.45 
Current delivery (Aug) 1,745.00 17,815.00 2,330.00 2.666,40 
Tin Kuala Lumpur (1) 23.64 25.00 27 B8 19.27 T ee = z 
estic 3 yearst 1 E 424 
ei) 7454 7494 67.78 5328 yeas 2d stp "- 
m ‘ed very 25,90 i , Internationa! 3-5 yearst 503 519 422 
very 7-10 yearst 501 5.12 484 
Rubber Kuala Lumpur (B) 
Current delivery (Sept. ) 243 00 247 50 27650 347 00 Dm 
Nov. delivery 244.00 Domestic 3-5 years” 6.86 a. n.à. 
Jute Dhaka (11) 370.00 370.00 37000 310.00 — eS ast ETE it E73 
Palm Oil Kuala Lumpur (4) 7-10 yearst 671 672 674 
Current delivery (Aug. ) 658.00 645.00 944 00 1,055.00 
aa oon m 3 1404 1446 1482 
lic yeatst 
Sugar New York (3) 10 yearst 13.00 1343 13.91 
Current delivery (Oct ) 1442 1418 1267 1077 international 3-5 yearst 14.22 14 70 1517 
Jan. delivery 1273 7-10 yearst 1361 1411 14.54 
Pepper Singapore (9) 
Sarawak Asta blk 100% 407.50 415.00 557.50 510.00 cs $55 oo » 
Domestic 3 years" 10 
Wheat — Chicago (5) 10 years” 942 935 10.15 
Dec. delivery 41260 7-10 vearst 9.58 9.55 10.55 
Maize Chicago (6) 
Current delivery (Sept ) 234.00 219 40 278.20 280.00 £ 
Dec. delivery 235.60 Domestic 3 yearst a. fa. na 
10 yearst na na na 
Rice Bangkok (7) ; M 
5*6 while fob 365,00 370.00 31500 305.00 — € ensi 103t 1058 1000 
Soyabeans Chicago(5} 
Current delivery (Aug.) 615.00 590 60 757 60 848.40 NZ$ 
Sept delivery 597 40 Domestic 3-5 yearst 13.01 13.18 13.14 
7-10yearst 1223 1301 1300 
Cocoa New York (7) international 3 years” 12.63 1322 13.145 
Dec. delivery 1,301.00 
Coffee New York (3) SFr 
Current delivery (Sept. ) 76 84 81.61 138 86 116.95 3-5 yearst 566 543 515 
Dec. delivery 78.31 7-10 yearst 553 5.40 5.25 
Aerie Tokyo (10) 745 8 455 ECU 
matran light 1720 174 1. 14. 
Brent London (10) 17.10 1690 1855 1495 Sip v in y 
()MSaMg (2)US$anoz (3) US¢aln (4) M$atonne (5) US¢ 36010 bushel” (6) USg a 56 tb bushe! “AAA corporale — t Govemment Source: Telerale 


(ZMIS$atonne (8)PSS1Meakg (9)S$a100kg (10) USSabarrel (11) BWD, Chittagong/Mongla, US$ a tonne 
Source: Telerate, International Jute Organisation 






Economic indicators, selected Asian countries 


Australia China Hongkong India indonesia Japan Malaysia 
Economic Growth % (real) (1) 
1988 122 75 3 38 5.75 87 
1989 24-35 5-b tb 9(4) 3-5 45 65-75 
International Reserves (5) 
Latest US$12.19b (May) US$19.10b (Aor.) na US$4.02b (May) US$4.71b (Jan.) US$94,80b (May) US$6.160 (Apr. ) 
Year eartier US$12 09b US$18 57b na US$5 56b US$5.09b US$86.54b US$6 220 
Trade Balance (lola! merchandise) 
Latest 3 months —US$1 04b (Jan--Mar.) -—US$3.89b (Apr June) -—US$0 83b (Apr-June)  —US$139b(Nov-Jan) +US$2.810(9) (Jan-Mar) --US$16 38b (6) (Apr -June) + USSO.BBb (Dec -Feb ) 
Previous 3 months —US$1.01b —US$1,89p ~US$0.90b —US$1,62b +US$2.27b 4-US$17 20b 4 US$1.04b 
Year earlier *uS$0 31b =US$0:57b =US$0 89b =US$1.37b US$2 19b * US$17.73b +US$1 245 
Exports (7) 
Latest 3 months US$8 52b US$12 59h USS$17 96h US$3 46b US$5 12b(9) US$67 52b 16) US$5.33b 
% change previous 3 months 33 430.2 +139 +42 -10 -10 -04 
% change year earlier -31 +40 +209 +174 +52 +40 +197 
Imports (8) 
Latest 3 months USS9 56b US$16 48b US$18 79b US$4 B5b US$2 31b(9) US$51 14b/6) US$4 45p 
% change previous 3 months —22 +42.6 +127 -139 -204 +03 +23 
% change year earlier *133 $301 #194 +125 -137 +83 +346 
Consumer Prices 
Base July 80-June 81—100 — Jan 1986 = 100 Oct 84-Sept 85—100(2)  1950—100 Apr 77-Mar 78— 100 1985-100 1980— 100 
Latesi 3 months index average 192.6 (Apr.-June) 127.4(12) (Jan.) 128.5 (Apr.-June) 819.67 (Nov.-Jan.] 330.19 (Apr.-June} 103.3 (Mar -May) 132.7 (Jan.-Mar.) 
*&; change previous 3 months +24 na *30 #15 +25 +16 +08 
% change year ealier +77 +214 +104 +88 +43 +21 +33 
Money Supply (3) 
Latest A$158.430.(10May)— Rmb.955.960 (Oct. Dec.) HK$375 64b (June) Rs 1.95110) (Apr.) Ros 41.271 (Jan.) * 423 121 (May) M$61 4900 (Feb.) 
% change previous month +10 na +05 +28 =17 +06 -05 
% change year earlier +250 *20 14 +158 +188 +204 +94 +72 


(1) Officiat and other estimates of GDP (GNP in Japan) (2) Consumer Price Index A (3) M2 or currency plus bank deposits’ (4) To March” (5) IMF definition of reserves minus gold except for Singapore (6) Customs basis (7) fob 
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14 Aug. 
Australia dollar 
Bangladesh taka 
Britain pound 
Brune! dollar 
Burma kyal 
Canada dollar 
France irane 
dollàr 
inea rupee 
indonesia rupiah 
Japan yen 
Macau pataca 
Malaysia dollar 
Nepal rupee 
New Zealand gonar 
Pakistan upee 
Papua N. G Kina 
Philippines peso 
Singapore dollar 
South Korea won 
ot Lanka rupeg 
Switzerland franc 
"wan NT dollar 
ihand baht 
3| Germany mark 


1.315 
28 95 
0.6315 
1:9575 
20.50 
11787 
6 562 
7.807 
18 65 
1,670.00 
142 20 
8.045 
2 6805 
2500 


US$1 Worth Banknoterate* Official rate Spot ratet 


1.318 
32 15 
0.632 
1:957 

6 70 
1.175 

6 543 
7.80 
1655 
1475.00 
141 80 
6.05 
2672 
24.00 


29.79 
1 937 


Previous weekt 3monthsagot Yearagot 


1.3153 1.312 1.286 1.245 

na na na na 
0.6295 0,625 0.608 0.583 
na na na na 
ha na na 15.505 
1.1745 1.1768 1189 1221 

6 546 64875 6 5505 6.335 

7.807 7.B081 7.7755 T. 

16 558 16.55 16 096 14 135 
782.00 1,778.00 1,765.00 1,696.00 
141 An 140 00 137 075 13305 

na na n.a na 

2677 2674 2 6965 2 646 

ha na na na 

1 7065 157 1637 1:491 
2103 21 0289 20.625 17 83 

0.8699 fa (Là fa 
2150 2140 21 60 2105 

| 1.9535 1.958 2.04 
668 30 668 10 666 60 722.80 

35.89 3547 34.14 32.321 

16755 1647 17235 1574 
2568 25.69 25.6225 28.62 
25.89 25 78 25.72 25.52 

1 9385 19145 1.929 1.881 


Communist countries: China US$-Rmp 3722 HK$=Rmb 0.478 Soviet Union US$ - Rouble 06264. Laos US$ Kip 583 00 
Vietnam US$ - Dong 3.800.00 Cambodia US$. Riel 150 00 


SDR1—U0S$1 2818 -ECUT —US$1.0707 -S$1—MS1 3685 91—HK$12 341 
3 months forward: Japan 3 142.2705. Hongkong HK$7 806 -Singapore 5$1.9255 


fMiddie rate "Selling rate Source: Telerate for spot and forward rates from Asian money markets. Repubic National Bank of New York and 
Hongkong Bank for banknote selling rates on the Hongkong market and Deak International Lid for official rates 


interest rates (%) 


Other 


Prime 1-yeartreasury Interbank Interbank Interbank Eurocurrency and Asian currency 
MAug. lending bilis/bondst + 1montht 3monthst 6monthst unit deposit ratest 
Austraha — 1975 — 17.82813 1785938 1750 1 3 6 12 
Brilain 14.00 13.6875. 1375 13.625 month months months months 
Hongkong 10.00 856205 675 8.75 -— a 
Indonesia — 22:50 6675 — 1775. 1900 Us — — 90005 8875 — 88/5 — 65126 
Japan 6:00" SSIS SASS — 54875 — ugs 1375 1375 13525 1325 

“4875 
Malaysia 675 512 535 555 Yen $3125 5375 535 53125 
New Zealand 15.75 ~ 13.05 1302 13.02 —— . 
Philippines 17.00 21336 15 125 149375 — 145625 Swiss Ft 71125 71875 69375 675 

S _ 5 187 5187 187 > AAE ETATE C Aa 
am mm 15.60 - on = Dm 6.9375. 69375 69375 6.875 
Tawan 10.50 920 — - — 4 75 17375 1 7t 
Thailand 12.50 7 40 1175 1200 AS 124375. 173 16.9375 16.5625 
uS 1050 8347 900 8:875 8:75 cs 123125 121875 1175 11825 
“Long term — *"Shortterm — tOffered rate Source. Telerale 


li ——Á——] 


Philippines 


B7 


5-7 


USO 560 (May) 
US$0.67b 


US$0 450 (Jan -Mar ) 


—US$Ü 15b 
-US$0.23b 


US$1 77h 
—80 
+142 


US$2 220 
+70 
#243 


1978=100 

432 3 (Ape - June) 
+19 

-AA 


£207 9b idune} 
+18 
+199 


USS) 4ibp(Mari i 
US$15.70b 


-US$1 44b (Apr - June) 
—US$1 42b 
-US$1 18b 


US$11 095 
+H? 
f 


+151 


US$12 53b 
+104 


+158 


June 82-May 83 
106 0 (Mar -May) 
+09 

+40 


100 


S$45 42b (May) 
124 
+217 


South Korea Taiwan Thailand 

Ht 133 103-110 

6-8 6-7 8-10 

US$15.70b (May) USS$76. 160 (Feb ) US$7 640 (May) 
US$8. 230 US$76710 US$4 75b 

— US$0 050(6) (Apr -June) +US$4 196 (May-Juty) US$1 160 (Feb .-Apr ) 
+ USSO 090 + US$2 91b —US$0.586 
+USS$1.730 +USS3.320 -US$0,900 
US$15 110(6) US$17 93b USS 51b 

+74 +177 -05 

+46 +127 +230 

US$15 160(6) US$13 740 US$5 68b 

+85 +115 +144 

+192 +91 +241 
1985=100 1985 =100 1976=100 
118 6 (Mar -May) 105 9 (May-July) 24V 5 (Mar -May) 
£17 £17 +12 

+54 +45 +40 

Won 49 381 (June) NT$5 20 (May) Baht 1.021 10 4Àpr ) 
+05 -D5 +17 

+74 +18 +214 


(8) cit (9) Exctuding petroleum (10) M3 (11) % change over past 3 months (12) One month Source- Official statistics 
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Effective exchange rates 


Five Year Currency 
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and Canada and 14 European countries 
Figures are for the week ended 11 August 


Source: UBS— Phillips & Drew 
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Bangkok 


SET Index, 630.51 








Shares traded in a narrow range in thin — | 
trading due to the holiday season. 
Nintendo's one-for-two bonus issue led 
to speculative interest in other firms with 
the ability to make large gratis issues. 
Sony leapt ¥580 to ¥8,880. Tokio 

Marine & Fire rose ¥20 to ¥2,190, Volume 
was 520m shares a day worth ¥1t 
(US$7.05b). 








In a lacklustre and uncertain market, 
corporate and political rumours continued 
to determine trading. Early in the period, 
Shui On, a property and construction 
group, announced privatisation plans, 
which boosted the market. Turnover fell 
to average 800.7m shares a day worth 
HK$1.016b (US$130.2m). Hongkong Bank 
gained 20 HK cents to HK$5.65. 


Taipei 
Weighted index, 9,575.68 
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All-Ordinaries, 1,713.40 


A rash of good corporate results from the 
banks pushed prices to sharply higher 
levels, but profit-taking reduced some of 
the gains at the end of the period. DBS 
closed 70 s cents higher at $$11.50 while 
Jurong Shipyard put on 205 cents to 
596.75. Average daily turnover was | 
sharply higher, reaching 124.1m shares, | 
valued at $$210.2m (US$107.4m). | 
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Prices surged sharply higher and 
turnover reached a record average of 
79.3m shares a day, valued at M$121.4m 
(us$45.4m). Takeover speculation was 
largely responsible for the run-up, 
though investors decided to take profits 
after the weekend. United Engineers 
closed 25 M cents up at M$8.45 while Sime 






New Zealand 


Barclays Index, 2,222.92 








Darby put on 24 M cents to M$4.78. | NO0JFMÁA 


TA 
In a fairly quiet holiday-shortened week, 
the market rose late in the period, and the Stock Exchange Index, 736.96 
index topped 630. Action focused on aes A 
speculative small counters on the final ~~ 

day. Market leaders were thinly-traded 5 We 
President Rice, up Baht 110 (Us$4.27) to 0 

Baht 556, and Serm Suk, up Baht 330to | wo 

Baht 2,922, along with Pan Asia Footwear, | wy 

up Baht 141 to Baht 824. | 


The market lost its momentum, as 


Capital Inl. World Index, 537.5 
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profit-taking combined with some 
apprehension over increasing domestic 
interest rates. The retreat hit the blue 
chips, with San Miguel-A losing P14 to 
2119 and PLDT falling by P27 to P400. | s 
Philippine National Bank retreated p35 : 
to P415. Daily turnover totalled 1.1b 
shares worth P234.1m (US$10.7m). 





FAR EASTERN ECONOMIC REVIEW 


Volume surged following the successful 
listing of Kepco shares. Trading was close 
to double the previous week's depressed 
levels, with an average volume of 13.7m 
shares worth Won 339.4b (Us$510.4m). 
Electric machinery, up 4.7%, and 
chemicals, which gained 4.376, led the 
market. However, short-term finance 
and fishery shares dropped. 


[Investors showed their unwillingness to 
sustain the index above 10,000, espe — ' 
as the government gave renewed 
attention to cracking down on illegal stock 
trading activity. Average daily turnover 
fell to NT$103.41b (Us$4.02b). Textile 

firm Kwong Fong Industries fell NT$8 to 
NT$73 and Taiwan Synthetic Rubber fell 
NT$12 to NT$70.50. 


The market broke the 1,700 barrier to rise 
to a post-crash high, propelled mainly by 
demand for mining stocks. Turnover 
totalled a steady 571.86m shares worth 
A$1.26b (US$955.9m). Brokers now expect 
a short-term correction, perhaps as much 
as 5%. BHP rose 10 A cents to A$10.15 and 
CRA gained 30 A cents to A$10.75. Westpac 
fell 36 A cents to A$5.18. 


Profit-taking and the departure of foreign 
institutions, sated from recent buying, 
took the market down. A new plateau 
has been established, however. More 
good economic news and continuec 
lower interest rates underpinned th. 
confidence. Fletcher Challenge fell 6 NZ 
cents to NZ$5.16. Volume totalled 98.1m 
shares worth NZ$229.3m (US$135.7m). 


Strong institutional support in the last 
few days of the period led an all-round 
recovery. Institutions claimed the market 
had been oversold in the past month. 
However, there was little retail demand. 
On 14 August, a new three-week trading 
period started and fresh buying was 
triggered by a cut in carry-forward 
charges from 18% to 6%. 


The Dow Jones Industrial Average rose tc 
record levels, led by strong bond markets, 
which triggered futures-related buying. 
Profit-taking followed. In addition, 
computers showed distinct signs of 
vertigo, continuing to reflect bond marke! 
conditions closely. Despite this, turnover 
fell marginally, to average 179.4m shares 
a day. 
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"ALTHOUGH 
WE DEAL 
ON 24 
STOCK EXCHANGES, 
TO US 
THERE IS ONLY 
ONE MARKET" 


DAVID BAND, 
CHIEF EXECUTIVE, 
ON 
THE GLOBAL EQUITIES MARKET 





It is no longer sufficient for in- 
vestment banks to offer issuer or 
investor clients advice purely on their 
domestic capital market. 

These days, after all, investors 
are focusing more and more on 
global sector trends. Not just at an 
individual country's investment 
potential. 

Thats why, at BZW, we have 
one of the world's largest teams of 
economic, fixed income and equity 
analysts. 

They provide the cross-border 
intelligence on 21 countries and 2000 
companies which backs up our ability 
to value and place securities, and 
support an after market in those 
securities, throughout the world. 

Whether it's bonds, swaps, other 
hybrid instruments or equities, we 
can now produce the right inter- 
national investment package for any 
client, anywhere in the world. 

Indeed, we now have the re- 
sources to help industry and business 
treat the world as one market. 

Just as we treat it as one invest- 
ment market. 

To find out how David Band's 
view of the investment market could 
help your business, send your 
business card to him at the address 
below. Or telephone us in Singapore 
on 225 5594. 





BARCLAYS de ZOETE WEDD 
» THE INVESTMENT BANKING ARM OF THE BARCLAYS GROUP 


Barclays de Zoete Wedd, Ebbgate House, 
2 Swan Lane, London EC4R 3TS 
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Business Opportunities 







niet fom your Category investment and no 
bons rview can be held i in an as of 







La er's or Consultant's Processing Fee 
complete confi dentiality outside of. your 
gration procedures. | 















he $150, 000 Cdn. (approximately $127,000 US) 
róject. This prominent Canadian corporation 
since the early 1960's, has been one of Canada’ S 


spodina) your docamen 
nment ey new bh 






€ Canasia Immigration Services Ltd. will 
investment is received by the Canadian 
has had four previous “Investor” Cate 
fastest growing real estate developme: r 








€  Athree year minimum investment in thi tential of fearing cash income, realizing sapii ap-- 


preciation and tax deferral. 


iti ji of at least $500, 000 Cdn. (2 coronal $414,000 US) earned by yourself in busi- 
ness with the above mentioned $150,000 iid and available for the. investment. You must also pass a medical and a police clear- 
ance and have enough liquid cash to establish your. immediate family in Canada. (You may be able to sponsor other close members of 
your family at a later date.) You may obtain your Canadian citizenship and passport. after three year's residence in the country. 







€ You must havea Net Worth T less 


€ Please send us, by courier or fax, a confidential Personal/Business resume. with contact numbers and addresses, along with a Net 
Worth Statement. (Only those replying with both of these Es cte: will receive a Dp Summary and be eligible for an early 
interview, etc., in their own country, or in Manila). 


(PLEASE NOTE: THIS OFFER DOES NOT APPLY TO RESIDENTS OF THE PHILIPPINES) 


CONTACT: : 
Canasia Immigration Services Lid. A.T.B.C. 
Unit 12- C, Ground Floor, The Olympia 
7912 Makati Ave., cor. Sto. Tomas Street 


Makati, Metro Manila, Philippines 
Tels: 810-9051/53; 815-9760 
Fax: 815-9759; 819-5692, 
Telex: 45714 AIBC PM; 62260 AIBC PN 


Hotel & Accommodation | Appointment | 









Canada. Niagara Falls Ontario. 
Hotel site, zoning completed and 
ready to go. Maximum 310 rooms. 
| Opposite American Falls. $3.6 





























THE AUSTRALIAN NATIONAL UNIVERSITY 


million Cndn. Principals only. | [s - CH ARINGWORTH | POSTDOCTORAL FELLOW/RESEARCH FELLOW/SENIOR RESEARCH FELLOW 
Contact L. W. Nash MANOR a 5 -DEPARTMENT OF ECONOMICS 

.| P.O, Box 602 Fonthill Ont. IB B nS RESEARCH SCHOOL OF PACIFIC STUDIES 

| Canada LOS 1E0 Home leave in ENGLAND? (fi Area: Theoretical and applied studies of economic development and tr 


] | with special reference to the countries of Asia (especiali Southeast Asia) and 
Fi ne iie onal e! MM | | the Pacific. Applicants must be strong economic Fund and be interested in 
with the hlohest stand Per Ili working. on applied economic problems of Asia and the Pacific. Qualifica- 
hotel kee à M N fice 54 ten 'hD or equivalent; evidence required of ability to conduct independent 

Hl acre te 9 ith gr baak | some publications in well-recognised journals essential for appli- 
|| unbroken Cotswold: d ti RF or SRF level. Applications must include a short statement of re- 
| side. fine cuis uny | plan. Post: Full-time; primarily research, but with the expectation that 
cell ar, T fre P m E he pest will do some graduate teaching; available early 1990. Second- 
For colour "abii er Deas : ments from other Australian institutions considered. Details: Please obtain 
Charinaworth Manor i: ool Secretary, RSPacS (062) 49 2678. Fax: (062) 57 1893, before apply- 

Nr Chi ch C d | n osing: date: 30 October 1989. Ref: PA.3.8.1. SALARY: Postdoctoral Fel- 
Gloucestershire GL55 ( 5 SN MEI] | low Grade 1 (fixed point) A$27,139-$30,882 p.a.; Research Fellow A$31,259- 
Tel: (038 678) 555 | f | $40,622 p.a.; Senior Research Fellow A$43, 104-$51, 141 p.a. APPOINTMENT: 
Telex: 333444 CI Ac iil “| Senior Research Fellow/Research Fellow up to three years, possibility of exten: 

` Best nbi Hotel in Britain 88-8944 E j sion to ; Postdoctoral Fellow normally two years, possibility of exten- 
aci bisou iis _——a,|}8 } | sic wee years. APPLICATION should be submitted in duplicate to the 























HISTORIC LANDMARK SITE 


RESORT HOTEL/ 
GOLF COURSE 


2000 + 
DEVELOPMENT F PROPERTY 


NATURAL MINERAL ie Australian National University, GPO Box 4, Canberra ACT 
WATER SPRING stralia, quoting reference number and including curriculum vitae, list 
BEDFORD SPRINGS HOTEL ns and names of at least three referees. The University reserves 





> make an appointment or appoint by invitation at any time. Fur- 
information i is available from the Registrar. 


H E UNIVERSITY IS AN EQUAL OPPORTUNITY EMPLOYER 





LOCATED 2 HRS. FROM 3 MAJOR E. COAST 
| CITIES. 20 MINUTES TO MAJOR SKI AREA. 

= THURSDAY, SEPTEMBER 24 
AT 4:00 PM 











to rnake appropriate | hquiries and take |o ok 

appropriate. advice before sendingany f oaste e 
money, incurring anyexpenseorenter- | - DU 

ing into a binding commitment in rela- 
tion to an advertisement. The Far East- 
ern Economic Review shall not be li- 
able to any person for loss or damage 
incurred or suffered as a result of his/ 
her accepting or offering to accept an 
l invitation contained in any advertise: 
cs ment published) ir the Review. 















: ass Champion 
| icu, dels & ems contact: 
Michael Fox puer eem | 


- Executive Offices. « dd Naylots Lane. ine. 
- Ballimore, Maryland 21208. a 
- 304/653-4000 : e 800/7224334 «FAX 3041653 4066. a— 






For QUALITY response... 
advertise in this section. 








RECRUITMENT CONSULTANTS GROUP 


3 Londen Wie tt Bruiictimgs, London Wat, bondon EBM Sh 


Tei: O19 HRO 3506 or 01-5688 3576 
Telex Mo. BAP GFA Fax Na. 01-256 6501 





A challenging and demanding appointment - -term 
contract, option for renewal, prospects of share options 





in 36-48 months 
(CJA ) CHIEF EXECUTIVE — 
MASS TRANSIT PROJECT 
NORTH OF ENGLAND . £60,000-£75,000 


IMPLEMENTING £100 MILLION MASS TRANSIT PROJECT 


For this new appointment, we invite applications from 
candidates aged 42-50 qualified with a degree in Engineer- 
ing and at least 10 years capital project experience; not less 
than 5 years will have been acquired successfully heading 
projects. worth upwards of £50 million. Responsibilities are 

‘dely drawn and will cover total direction, through a newly 

rmed team, of this mass transit project, to ensure the 
contract remains on compliance, in its design, construction 
and comes on stream in 2 years and thereafter the efficient 
and profitable operation of this service. The ability to develop 
a substantial asset and maximise the profit potential of this 
enterprise is essential. Initial salary negotiable, £60,000- 
£75,000 + car, contributory pension, free life assurance, 
assistance with removal expenses if necessary. Applicat- 
ions in strict confidence under reference CEMTP 4680/ 
FEER to the Managing Director: CJA 





CAMPBELL-JOHNSTON ASSOCIATES (MANAGEMENT RECRUITMENT CONSULTANTS) 
LIMITED, 3 LONDON WALL BUILDINGS, LONDON WALL, LONDON EC2M 5PJ. 
TELEPHONE 01-588 3588 or 01-588 3576. TELEX: 887374. FAX: 01-256 8501. 








INNER MON G OLIA 


Jur client is a manufacturer of heavy industrial equipment based in 
wie United Kingdom, which has entered into a new joint venture 
with a Chinese corporation to build a plant in Inner Mongolia. 


ing to the Managing Director and based in Inner Mongolia, 


the France Director will assume total responsibility for financial | 


and management accounting, treasury operations, and the deve- 
lopment and maintenance of computerised accounting systems. 


‘Candidates aged around 35, will be fully qualified accountants with 

several years’ relevant manufacturing experience. Knowledge of 
computerised systems is essential, as well as total fluency in Manda- 
rin and English. Initially, there will also be a familiarisation period 
both in China and the United Kingdom. 


A first class compensation and accommodation package is offered 
for this unusual but challenging opportunity. 


Please reply in strictest confidence with full career details and con- 
tact telephone number to: 


Martin Darke 

Ernst & Whinney 

Executive Search Division 

15/F1 Hutchison House 
HongKong 














The World Bank and the UNDP, leading international institu- 
tions in the feld of economic development, recruit. highly 
qualified men and women on. a broad geographical basis from 
member countries. Applications are invited for the follow- 
ing vacancy in the World Bank/UNDP/Bilateral Aid Energy 
Sector Management Assistance Program (ESMAP) in its ap- 
proach to integrate gender issues in its activities: 


Specialist, Women in 
tong aan 


inate the action program on women and - 


n 
review iy. modes and other documents for 
perspective 
design monitoring and evaluation system to assess impact of 
different a varie: pon to gender issues in ESMAP activities 
xplement research program on selected women 

meu dus Bur piawitteroed a ed 
methodologies are needed 

provide technical advice on social aspects of women in 
riim with attention to household energy issues for 
ESMAP and tbe Bank 
act as liaison with other parts of the Bank and the external 
community on women and energy issues within an overall 
macro-economic development framework 


Successful candidates will meet the following criteria: 

* at least a Masters Degree or equivalent in Social Sciences, 
Forestry, Forestry Economics, or Economics 

* a minimum of 5 years ax , some of which has been 
obtained in fieldwork on the implementation of projects and 
research centered atound the enhancement of women's op- 
portunities in development 
ability to work in a collegial environment and within a 
multi-disciplinary team situation; the capacity for action- 
oriented work and consensus building is necessary 
excellent arse skills; So SE knowledge 
. 9 FED or Speni 

apt of rite Op isa issues is highly 


IE MEI eg titive salary and benefits 

ies ciega a provision, if , to maintain ties with 
Our Please send detailed curriculum vitae no 
ter than October. 31, 1989 to The World Bank, Room 

35-4029, 1818 H Street, N.W., Washington, D.C. 20433, 









COPYRIGHT REPRINTS 


The combined efforts of the Far Eastern Economic Review's large and highly skil- 
led editorial team have made it the premier source of information for those who do 
business, or have an interest, in or with Asia. As a testimony to the publication's 
editorial quality, many Review articles have, over the years, been reprintedin news- 
papers, magazines, educational textbooks, newsletters etc throughout the world. 


Should you as an editor, publisher or on behalf of an organisation, educational es- 
tablishment etc wish to enquire about our reprint and copyright charges, please ad- 
dress your correspondence to: 


ng Director . 
Review Publishing Company Limited 
GPO Box 166, Hong Kong 
Tel: 5-8328300 — Fax: 5-8345987 Telex: 62497 REVAD HX 


We welcome enquiries from all interested parties and assure you of our prompt, indi- 
vidual attention. 





A tough boss lady 


New Zealand's new deputy prime minister, 
Helen Clark, 39, is a meticulous, self-pro- 
claimed workaholic. Although the first 
woman elected to such high political office 
in New Zealand, Clark is a veteran politi- 
cian of single-minded determination. Since 
graduating from Auckland University, 
where she later lectur- 
ed in politics, she has 
= spentallherspare time 
- on the Labour Party. 
She has been on the 
party's executive com- 
mittee since 1978, the 
only MP tolerated by 
the rank and file in 
high organisational of- 
fice. Entering parlia- 
ment in 1981, she was 
surprisingly passed over for a cabinet post in 
1984. Chairing the party's foreign affairs 
committee, she was a principal shaper of de- 
fence policy in 1985 after the split in Anzus. 
She won cabinet rank in 1987, having mas- 
terminded the party's strategy for the suc- 
cessful 1984 and 1987 elections. 

Although from a rural conservative back- 
ground, Clark has been identified with La- 
bour's leftwing. Her charge of the depart- 
ments of conservation and health has seen 
strict application of budget ceilings. She uses 
independent advisers and a network of in- 
formal contacts which includes her hus- 
band, Peter Davis, a medical sociologist. 

But even he does not get special conces- 
sions: when she sacked the Auckland area 
health board in March for overspending, 
Davis, who was a member, learned the 
same way as everyone else, from the chair- 
man. He did not hear it over the cornflakes, 
she told reporters. 





It's a sticky business 

John Elliott, 47, the gruff chairman and chief 
executive of Australia-based Elders IXL, 
while no stranger to controversy, is learning 
the hard way that politics and business do 
not mix. He has headed the brewing, re- 
sources and finance giant since 1985, the 
year he also became federal treasurer of the 
conservative Liberal Party. 

Having engineered the biggest takeover 
in Australian history, of Carlton and Unit- 
ed Breweries in 1983, the flamboyant 
sportsman and tippler went on to capture 
Britain's sixth-largest brewer, Courage, and 
to list, and then privatise in late 1988, his 
Hongkong-based trading and finance vehi- 
cle, Elders Investment. 

It is a similar privatisation move for El- 
ders IXL — through Elliott-owned holding 
company Harlin — that has led to two par- 
liamentary inquiries: to look at how Elliott — 


74 


PUBLIC EYE 


now federal president of the Liberal Party — 
has systematically used one-cent share 
bonus issues to build his stake in Elders and 
whether the Harlin offer of A$3 (US$2.29) a 
share for Elders stock reflects good value for 
minority investors. Elliott says the probes 
are politically motivated. 


Top cop lacks colour 


The appointment of Hongkong first 
Chinese police commissioner — Li Kwan- 
ha, 52 — did not arouse much public in- 
terest, though many people are worried 
about the maintenance of law and order in 
the run-up to 1997, when the territory re- 
turns to China. 

His promotion surprised some col- 
leagues, who said a senior government offi- 
cial had ruled out Li becoming the top cop 
because "he cannot even chair a meeting 
properly in English." Colleagues described 
Li's 32-year career in the force, whose senior 
ranks have been dominated by expatriates, 





as unremarkable. From probationary sub- 
inspector, he rose to become deputy police 
commissioner in 1985. 

Li, married with two daughters, was un- 
willingly catapulted into the limelight sev- 
eral years ago when he successfully sued a 
local gossip magazine for an unsubstan- 
tiated story linking him with television 
actress Lisa Wang, who was subsequently 
appointed by the Chinese Government to 
the National People's Congress. Otherwise, 
Li's ability to steer clear of controversy is 
said to be the principal reason for his inexor- 
able rise to the top. 


Adviser goes back to school 
Sukhumbhand Paribatra, 37, is back in 
academia full-time after barely a year in 
Thailand's corridors of power. He made the 
mistake of crossing swords with power- 
ful army commander Gen. Chaovalit Yong- 
iyut in a debate over corruption, 
which cost him his job as a senior adviser, 
mainly on foreign policy, to Prime Minister 
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Chatichai Choonhavan. Ironically, the row 
was over a remark he made about the 
Chulachongklao Military Academy which 
his father, a minor prince, helped found. 

Friends say it was not too severe a blow 
for Sukhumbhand, who kept his political 
science classes going at Bangkok's prestigi- 
ous Chulalongkorn University throughout 
his time with Chatichai. He also heads the 
Institute of Strategic and International 
Studies there. He has a bachelor's degree in 
political science from Oxford and a master's 
from Georgetown University. 

When a constitutional monarchy was es- 
tablished in 1932, Sukhumbhand's family 
lost a sprawling palace on the banks of 
Bangkok's Chao Phraya River. With his title 
of Mom Ratchawong, denoting not 
Sukhumbhand was able in the past to i 
critical comments about various sensitive as- 
pects of Thai society without retribution. Re- 
cently divorced, he is keeping a low profile 
until the political fall-out settles down. But 
his Chulalongkorn students expect he will 
soon be back in his role as a respected com- 
mentator on politics and foreign affairs. 


Son's rising status 

Chiang Hsaio-wu, 44, the black sheep of 
Taiwan's Chiang dynasty, seems to have 
made good in his mid-life switch to a dip- 
lomatic career. He will be moving from the 
trade mission in Singapore to be Taiwan's de 
facto ambassador in Tokyo, replacing Ma 
Chi-chuang, a septuagenarian Kuomintang 
stalwart. The post carries vice-ministerial 
rank, and is second only to Washington in 
the diplomatic pecking order. 

Chiang's diplomatic debut three vears 
ago was somewhat precipitate: he 
packed off to Singapore as the No. .. ... 
the trade mission after opposition journ- 
als tried to connect him to the murder 
in the US of Henry Liu, author of an un- 
flattering biography 
of then president 
Chiang Ching-kuo, 
Hsiao-wu's father. 

The urbane and 
chain-smoking Chiang 
reportedly hit it 
off with Singapore's 
younger Lee, the brig- 
adier general. During 
his tenure at the trade 
mission (where he was 
quickly elevated to the top slot), Taiwan's re- 
lations with the Lion City markedly im- 
proved. His background reflects his 
suitabililty for a diplomatic career. Himself 
the product of bi-cultural marriage (his 
mother was a Russian), his first wife was a 
Swede, whom he later divorced, to marry 
the Chinese tutor of his two children. — m 
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The Swire Group Pit 


+ 
" 


LAST MEAL 
CHEF RAFFERT 


NEXT ONE WILL 
BEONA 
CATHAY PACIFIC 
See See 


A; Executive Chef at the White 
House, Hans Ferdinand Raffert 
has earned membership to Le 
Club des Chefs des Chefs. An 
elite gathering of gastronomic 
masters whose members are all 
present or past chefs to Heads of 
State. 

From August to October, passen- 
gers on selected Cathay Pacific 
long-haul flights will see for them- 
selves how Chef Raffert and his 
colleagues earned their stars and 


stripes. 
LeClub des Chef des Chefs 


Arrive in better shape æ 
: , mum i 





East 42nd Street by Wingo Lee. One in a series of menu cover photographs specially commissioned by Cathay Pacific for. its Club des Chefs des Chefs programme. 


SEBS Re alu DUMP ON ROM 


Give an ordinary ice cube its moment of glory. 





ubscriber copy not for resale 
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Underlying Strength. Amidst the shifting currents of today s financial 


markets, Bank of America stands on a solid 


Wj 





The Golden Gate Bridge, 
photographed by Alan Ross. 


foundation of experience. It enables us to look at opportunities that may not be clear to others. And 


your goals with a long-range perspective. To see to deliver the support you need to seize them. 


"ieu r.n 


Rete 


= = -d 
— - d - * eid 


Lach 
LI * 


O 


Bank of America 











In Asia-Pacific, 
all roads lead to 
Holiday Inn. 


At Holiday Inn, we know that the most important part of any trip is being in the 
best part of town. So we've put each of our 36 Asia-Pacific hotels exactly where you 
need them. 

But being in the right place is only half the story. We know that offering 
consistently high international standards is just as important. And in each hotel you'll 
discover the same standards of comfort, courteous service and truly affordable prices that 
make us the World's First Choice in over 1600 locations worldwide. 

In Asia-Pacific every road you travel leads to Holiday Inn's location, comfort and 
value. Lots of reasons to choose us first. 








LOCATION * COMFORT * VALUE 


TheWorlds First Choice 


Z Xolidou S 
Menzies Sydney 
For further information and reservations: 
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Tolerance is hallmark of — 
The report Wasting assets [24 Aug.] on the 
"double embarrassments" of the Kuomin- 


tang (KMT) said "the KMT can no longer 
stage-manage, as it used to, Taiwan's p politi- - 

| . should also be allowed to documents that 
are at present "restricted," such as tenders. 
for government projects and declarations of 


cal scene.' 


The first supposed embarassment isthe 


refusal of aged assemblymen to retire volun- 
tarily and the second, the surfacing of 
called “exiled dissidents” at the 16t i 
meeting of the World Formosa. Asso 
in Kaohsiung. Ego 
tolerance, a Pd sign dà a democratic gov- 
emment. In fact, as your report said, Chen 
Wan-jen, a dissident journalist convicted of 
illegal entry, was given such a light fine as to 
“leave her free to run for election in the com- 
me 7 "olisi in December." ha 

.nd to refuse to “stage-manage Tai- 
wan § political scene" speaks plenty for the 
spirit of democratisation. It is also a sign of 








the strength rather than the weakness of the 
ruling party, which is firm in the belief that 
eventually the people will make their own 
choice. T | a E 





ments,” "one e would think 
have only shown the very essence of démo- 
cracy — that tolerance of different views is 
the hallmark of a civilised society. 
aia " 


tnr ee tec AN 9 ARAN amy 


Corruption in the body politic - 
The New Straits Times of 4 August report 

Education Minister Anwar Ibrahim : as ; say- 
ing: “If any of the Semangat 46 leaders dares 
challenge me to do so, I will expo 


|. C.K.LAN 












were in the government." This | 


 lenged. 
d he has the proof, he should im- 
mediately lay the charges be 





duty. If, as he alleges, the crimes were com- 


mitted “while they were in government” he... 
t ices at | 


should have laid bare the corrupt p rai 






the time and everyone who was criminally 
involved should have faced investigation. Is 
it not surprising that prior to the split in the 
United Malays National Omics 

Anwar was quite content to leave ürty linen 
unwashed? 









I am sure Miet; public looks forward. to 





‘orrupt practices men- 


doe ling hich perhaps the attorney- 


general - ‘sh ou ld cate, orically - ‘State that 
Anwar's failu eres 






In Malaysia there is a great deal of talk about 
the prevalence and the evil of corruption but 
firm measures are suggested to combat it. 
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pose all their ___. 
corruption and malpractices while they | 
coe why he should wait unti hei is. 


fore the appro- 
priate authorities. That is his inescapable 


. Strab 


Corruption is impossible to eliminate but it 
could be reduced easily. 

A first step would be to follow the Ameri- 
«an style of making all income tax returns 
available for public inspection. Access 









e assets of members of parliament and 
overnment servants. This would, of 
course, have to be backed up by a free. press. 


. The present laws of libel and slander would. 
s ensure that comment is relevant and re- 


‘sponsible. - 
The skies will fall before such measures 
are introduced in Malaysia, but any political 
party even going part of the way down this 
path should be supported. To talk about cor- 


ruption without taking steps to combat it is a A > ne iniu, ri Foste 


waste of time. 
ala ‘MALAYSIAN 


Japan and its armed forces 
Sealanes' strategy [27 July], it was stated 





that Japan’ s post-war constitution prohibits and a 
8- the Japanese Self-Defence Forces from main- -salien 
z ag offensive forces. In fact, the constitu- refuge 





tion’s famous Article 9 makes no distinction 
between offensive or defensive forces. 
Indeed, it states that "land, sea and air 


forces, as well as other war potential, will 


never be maintained.” The fact that Japan 
obviously has land, sea, and air forces is 


another matter, and one that has been ad- 


judicated endlessly i in the Japanese courts. 


Medford, - 
| Massachusetts (rob) DONALDW. KLEIN T 
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| Reality in a competitive environment —— When Asia Watch expressed its concernt 
gard to the review of my book Is Koren the i i 








Next Japan? [REViEw, 3 Aug.]. Firstly, my 
name is not T. P. Kang, but T. W. Kang. 
My second point has to do with a state- 





ment which reviewer Dennis Mcintosh 


Tepresents as my claim. I quote from the 
e US should assist South Korea 

n becoming a major electronics producer 
p presumably, a source of other technol- 
ogy) so that the country can serve as a 
ategic second source of components 
that the US imports from Japan. It [my 
claim] assumes that the US has given up try- 











i ing to recover eminence in electronic 
technology, when the current debate in the 
US is pre 


cisely over how to recover such 
competitive ability." 

The book addresses this issue head-on 
and includes this comment: “Of course, 
where it can, the United States should strive to 
regain competitiveness, but in arenas where 
US-based production is structurally un- 
economical alternate sourcing has to be the 
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therefore one might as welli ir easethe p 


which he neglected to mention. The : 
Korean | diete, miracle was 5 the outco 


-omy worked wonders is well apprecia 


-ning, would have seen few results Eth 
elbeducatud wor dde 


only way really to play hardball | agi li 
Japan, compared to empty retaliat 
threats. For example, whereas it ma 
worthwhile for the United States to consider 
becoming competitive in high end. colour 
Tvs, production of low end TVs in the Uni 

States would be rather unec | 


chasing power of these latter produa 
pugna alternate sourcing.’ = 









Korea mer STH COLUMN, 3 Aug] th 
other important, more obvious. 


Foster-Carter's point that state-led. 


but the government, for all its skilled pl 


paar ae 


'] need to detain him again?" Rather tha 
posing | unanswered questions, will the gov 5 
ernment offer its assurance that I will not be 
detained if I return to Singapore? | 

The government also offers to allow ap- 
peal to the Privy Council in London if Asia 
Watch agrees to litigate the lack of indepen 
dence of the Singapore judiciary before the 
Sing, zapore courts. Will the government offer 

he sar 1e for any criminal charges brought 
gai illit guarantee my liberty until - 
the Privy Council resolves all appeals? —^——— 
New Haven, Connecticut FRANCIS T. SEOW 













Pseudonyms are accepted, but letters intended ) 
publication i in these columns must bear te 
writer's signature and address. | 
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after years of rapid growth based on the 
overwhelming domination of the IBM PC, 
Asia’s manufacturers are now confronted 
with a proliferation of systems and 
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performance workstations. The Japanese 
are pinning their hopes on laptop units. 
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low-kev affair, due to the adverse 
international reaction to the 4 June 
Tiananmen massacre. While the Xinhua 
newsagency's Hongkong branch — 
Peking's quasi-official representative in the 
colony — will host its usual annual cocktail 
party for prominent local residents and 
foreign representatives, several other 
leftwing bodies have scaled down their 
own plans for dinners and receptions. 


Seeking Sophistication 

Bank Indonesia has invited a handful of 
senior bankers to consult and advise on 
how to add depth and sophistication to 
Indonesia's sheltered money markets. The 
11-member consultative group, drawn 
from private, national, state and foreign 
banks, has already met twice. The central 
bank, which has historically provided a 
one-way market for foreign-exchange 
transactions, would like to see the private 
sector take the lead in forming a fluid, 


FAR EASTERN ECONOMIC REVIEW 


ONNBHD DNIN IY 


Hongkong: Basic Law 
A government official’s surprise call for 
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two-way currency market accessible t 
local businesses for hedging export 
revenues. This would leave the central 
bank to concentrate on its supervisory 
obligations and its preferred role as lender 
of last resort. 


Kangaroo Construction 


Although a proposed Australian-funded 
bridge across the Mekong River to link 
Thailand with Laos was referred to as the 
“kangaroo bridge” during Australian 
Prime Minister Bob Hawke’s Feburary visit 
to Bangkok, Thai officials now are calling it 
the “friendship bridge.” While this does 
not detract from the project's viability, it 
does indicate Bangkok's concern to 
construct a memorial to warming relations 
between Thailand and its communist 
neighbour. The “kangaroo” label may also 
have been downplayed by the Australians, 
conscious of a bad press back home over 
the more than A$30 million (US$22.76 
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more reluctant Asians 28 
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ion) cost of funding a remote project 
while the country’s domestic economy is 


in poor shape. 
Lost Will and Testament 
During the 

Vietnamese National 
Assembly meeting in fa 
June, several pe 
parliamentarians Ki K. 


T ce 
demanded that the Ws / 
Vt 


original text of Ho Chi 
EA \ 
TA 





Minh’s last testament 
be made public to 
ensure that the 
national hero's wishes 
had not been violated. This demand was 
prompted by several interviews with Ho's 
long-time personal secretary, Vu Ky, 
published at the time of the late leader's 
99th birthday anniversary in May, in 
which he reported that Ho had wanted his 
remains cremated and scattered across 


31 AUGUST 1989 


INH ARO 


Indonesia : Oil 

The recent arrest of foreign oil executives 
throws light on the changing nature of the 
country’s oilindustry 44 


Philippines : Economies 
Manila’s policymakers are divided over 
how to control a rising inflation rate 45 


Malaysia : Companies 
United Engineers’ bid for a local cement 
group looks certain to succeed 45 


South Korea : Energy 
Environmental protests may upset Seoul's 
nuclear power programme 46 


Asia: Technology 

Asia's computer copycats rise to the 
challenge 48 

The search for a standard 49 
Taiwan holds its lead 50 

Japan thinks small 52 

Newcomer catches up 52 


Just the beginning 54 


Malaysia : Companies 

Malaysia's Vincent Tan Chee Yioun puts 
together a corporate empire in the face of 
local financial scepticism 62 
Philippines : Borrowing 

Manila agrees a debt-reduction and new 
money pact with bankers 64 


New Zealand : Policies 

Doubts surrounding the sale of New 
Zealand Steel highlight a simmering 
dispute over competitionlaws 64 


Vietnam, instead of preserved in a 
Soviet-style mausoleum in Hanoi. 


Quiet Congressional Calls 

In addition to the high-profile visits of US 
politicians to Hongkong, quiet calls are 
also being made by some key 
congressional staff members to consider 
what role the US should play in providing 
support to the people of Hongkong if 
problems arise after China recovers 
sovereignty over the British colony in 1997. 
When congress reopens in September, 
these staffers will be the people drafting 
bills to help Hongkong, as with the China 
sanction bills now before congress. 


PAL Privatisation I 

World Bank affiliate, the International 
Finance Corp., is preparing an in-depth 
privatisation plan for Philippines Airlines 
(PAL) to be completed in October. It follows 
on the heels of a previous feasibility study 
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prepared by merchant bankers Rothschilds 
and paid for by the Asian Development 
Bank. The privatisation study is expected 
to recommend an international and Manila 
placement of PAL shares. Considerable 
opposition is expected from main 
shareholder, the Government Service 
Insurance System. 


Vietnam Vets Banks 


Banque Indosuez is expected to be the 
second overseas bank to be granted a 
licence to operate in Vietnam, sources in 
the banking community say. In December, 
Hanoi approved the creation of the 
joint-venture Indovina Bank but to date it 
has not allowed any foreign bank to 
operate independently. Indovina, a joint 
venture between Indonesia’s Summa 
Group and Vietnam's foreign trade bank, 
is expected to begin operations soon out of 
the Hongkong and Shanghai Bank's 
former branch office in Ho Chi Minh City. 
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CHINA 


Traditional Marxists appear to get the upper hand 


To your 


he political climate in Peking has 
T shifted sharply to the Left in the af- 

termath of the 4 June military sup- 

pression of China's student-led 
democracy movement. The political views 
expressed in the general press and specialist 
journals are much more extreme than dur- 
ing the shortlived campaign against 
“bourgeois liberalisation” in 1987 and em- 
brace a wider range of issues, including eco- 
nomic policy, literature and the arts, educa- 
tion and the media. Taken together, they 
constitute the most wide-ranging assault 
upon China's reform policies to date. 

The articles do not necessarily fore- 
shadow changes in official policy but rather 
appear to reflect a continuing political strug- 
gle as younger, hardline Marxists seek to 
exploit the new power balance within the 
communist party leadership and the re- 
newed clout of semi-retired conservative fig- 
ures. 
The identity of the politburo members 
who could have engineered the spate of re- 
cent articles is as yet unclear. How- 
ever, the recently appointed polit- 
buro member, Song Ping, openly 
criticised bourgeois liberalisation on 
22 August. He went on to add that a 
large number of party members had 
been involved in the 4 June “counter- 
revolutionary riot” and called for ac- 
tion against all of them, thus widen- 
ing the continuing crackdown 
against dissenters, It is uncertain 
whether elder statesman Deng 
Xiaoping, who has not been seen in 
public since 9 June, will be able to 
stem this leftist tide. 

The younger Marxists’ objective, 
however, is not to restore the radical 
Left egalitarianism of the Cultural 
Revolution in 1960-70s but rather the 
Stalinist system that served as 
China’s political model in the 1950s. 
This model comprises a return to 
more rigid planning, restricting the 
private and collective sectors of the economy 
and tighter party controls of the media. And 
last but not least, the model calls for re- 
newed efforts to inculcate the socialist 
values of self-sacrifice and submission to 

authority. 

Moderate leaders are trying to salvage at 
least the core elements of the economic re- 
forms of the 1980s, an effort which some ob- 


servers believe is supported by Deng, who 
now fears that the balance of power may 
have tipped too far to the Left. There have 
also been rumours of political conflict over 
who will succeed ousted party general sec- 
retary Zhao Ziyang as first vice-chairman of 
the powerful Central Military Commission 
(CMC). 

Defence Minister Qin Jiwei was ru- 
moured to have made a bid for the post, 
but the move was blocked by hardline Presi- 
dent Yang Shangkun who is also a vice- 
chairman of the CMC. However, in this CMC 
power-play, the attitude adopted by Deng 
— whois the chairman of the body — is also 
not known. 

But Deng’s health is said to be quickly de- 
teriorating. It is said that the 85-year-old 
senior leader recently underwent an opera- 
tion for prostate cancer and now regularly 
takes strong pain-killing drugs. 

It is likely, however, that recent articles 
do represent the views of a significant pro- 
portion of those officials who have 


come to the fore in the past two months, 
since they are appearing at a time when the 





party is intensifying its propaganda work 
and reasserting tight control over editorial 
content in newspapers and journals. 

A number of the articles attack Zhao and 
attempt to link him to liberal intellectuals 
who have been named as key instigators of 
the May-June pro-democracy demonstra- 
tions in Peking. These articles appear in- 
tended to lay the groundwork for a serious 
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Left, mare 


political indictment of Zhao, which may 
take place at a plenary session of the party 
central committee in September or October. 

But other recent condemnations of 
bourgeois liberalism touch upon almost 
every sphere of public policy and social life, 
including the economic reforms. A related 
phenomenon has been articles which accuse 
Western countries — particularly the US — 
of fomenting and instigating the riots in Pe- 
king in May and June, and collusion with 
anti-party elements within China. 

Zhao was able to limit the scope o  * 
1987 anti-bourgeois liberalisation campaign 
to within the party and specifically banned 
political attacks on economic reform and its 
advocates as a matter of party policy. 

These strictures were in fact violated, and 
explicit examples of political interference in 
literature and the arts became key factors in 
the successful effort to bring the campaign to 
an end in mid-1987 and played a role in the 
political defeat suffered by arch-leftist Deng 
Liqun at the 13th party congress later that 
year. But articles which questioned the poli- 
tical legitimacy of economic reforms during 
the 1987 campaign were few and ten- 
tative in nature. 

Now, however, while continuing 
to pay lip-service to the principle of 
upholding reform per se, leftist critics 
are mounting a serious attack on eco- 
nomic reforms by claiming that pasi 
policies violate orthodox socialist 
ideals. 


uch attacks are already hav- 
ing a chilling effect on factory 
managers and party anc 
government officials. Pre 
mier Li Peng recently replied to ques 
tions “from comrades of quite a few 
localities and departments regardins 
whether to continue the various re 
form and opening measures alread) 
in force” in an address to the stat 
council. His response was that al 
measures which have been explicith 
approved by the party central com 
mittee, the state council or the Natione 
People’s Congress should continue to be im 
plemented and that certain experiment: 
new programmes may also be continued. 
One of the strongest attacks to appear i 
the general press to date was a summary of 
conference paper presented in July that ar 
peared in the Lilun Xinxi Bao (Theoretia 
News) on 7 August. The author, Wang Yift 
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identifies 12 areas in which bourgeois 
liberalisation has manifested itself in the 
sphere of economics. These include: 

> Neglecting the principles of socialist fair- 
ness in distribution on the pretext of criticis- 
ing egalitarianism. 

> Suppressing the development of state- 
owned enterprises and encouraging the pri- 
vate sector. 

> Advocating privatisation of state assets. 
> Supporting the use of material incentives 
but dismissing "spiritual encouragement" of 
labour. 

> Doubting the necessity of planning 
under socialism, seeking to abandon state 
management of the economy and worship- 
ping the market mechanism. 

> Blindness to the superiority of socialism 
and intentionally slighting the unique as- 
pects of socialist economies by using incom- 


patible statistics to blacken the picture of 
socialist development. 

> Exaggerating the successes of others by 
praising the "four little dragons" (Taiwan, 
South Korea, Hongkong and Singapore) in 
order to puncture our own self-confidence. 

There is something important in the fact 
that it is the Left who for the first time has 
dearly defined the real political issues posed 
by the 1980s reforms. 

For most of a decade, liberals have 
sought to exploit the semantic ambiguity of 
Deng's "socialism with Chinese characteris- 
tics" — in essence adapting the features and 
mechanisms of capitalist economies and 
calling them "socialist." The exercise clearly 
became strained when economists began 
trying to justify "socialist stock exchanges" 
and "socialist futures markets." 

There is a real conflict between capitalist 
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Singapore’s US base offer continues to strain ties 


Whistling up a storm 


By Review By Ravaw Correspondentes ||. 

ingapore's offer to formalise its de 

facto security relationship with the US 

and permit the basing of permanent 
US forces in the country continues to send 
ripples throughout Asean and beyond. 
Within Asean reactions range from outright 
opposition, through ambivalence to studied 
neutrality, and threaten to stretch the deli- 
cate fabric of group unity. The US response 
to Singapore's advances, while formally 
non-committal, is to delink the issue with 

Philippine bases. 

[he official position in Washington is 
that nothing has been decided about what 
facilities, if any, the US might want access to 
in Singapore. However, there is now a new 
— or at least more explicit — emphasis on 
Singapore's own strategic importance to the 
US. The implication of this switch is that any 
US decision on Singapore's offer is separate 
from the Philippine bases issue — which 
does not appear to have been Singapore's 
intention when it offered to host US military 
facilities. 

A US Department of Defence (DoD) 
spokesman told the REVIEW: "No decision 
has been made yet as to which of the 
facilities, reviewed by the site survey team of 
US military technical experts, Singapore 
might provide and the US might use. There 
is no timetable for that decision. We've 
stated that Singapore is not, and could not, 
be a substitute for the Philippines. Singa- 
pore is viewed by the US military in light of 
its own strategic significance and with no re- 
gard to the situation in the Philippines." 
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Beyond these statements, US officials are 
concerned by the "misinterpretation" that 
the US is planning to leave or scale down its 

ce in the Philippines and is actively 
looking for alternatives. "The US is in- 
terested in maintaining the facilities in the 
Philippines, which are in the interest of both 
countries. We would like to 
work out an arrangement 
with the Philippines," aState 
Department official said. 

Asked why the US had 
considered alternatives — 
notably the DoD study com- 
pleted last year that argued 
the Philippines bases were 
not indispensable and which 
then secretary of state 
George Shultz used to press 
Manila — the official said 
“the military must prepare 
for all contingencies, so they 
have done a study on what 


might become necessary if 


we have to leave the Philip- Lee: dodo. 


r 


es. 

gjo sources in Manila say the 
plans were predicated on leaving the Philip- 
pines while retaining a forward deployment 
capability through a series of landing rights 
agreements within Southeast Asia, which 
would include the Singapore option. 

A number of US officials have ques- 
tioned Singapore's motive and timing in 
making the offer public on 4 August. While 
Singapore's Prime Minister Lee Kuan Yew 
has consistently said the US military pre- 
sence supports regional stability and coun- 
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economics and traditional socialism, par- 
ticularly the Stalinist version which China 
sought to realise in the 1950s, whose core 
tenets were enshrined in the form of the 
1980 Four Basic Principles (upholding the 
socialist system, leadership of the com- 
munist party, people's democratic dictator- 
ship, and Marxist-Leninism, Mao Zedong 
thought). 

For Wang, the issue is a question of right 
and wrong, not which system works. Un- 
like less strident opponents of reform, he 
does not even attempt to argue that tradi- 
tional socialist planning and state controls, if 
used correctly and skilfully, can “deliver the 
goods” as well as capitalist systems. Wang 
believes that even to attempt a quantitative 
comparison between socialist and capitalist 
economies is to slight the superiority of so- 
cialism. à 


tries in the area should publicly say so, the 
feeling is he must also be after some gains 
specific to Singapore. Some point out that 
closer ties with the US would reduce any po- 
tential threats to Singapore, as opposed to 
the region as a whole. Other sources within 
the region note that with the scheduled de- 
parture of a Singapore-based New Zealand 
infantry battalion before the end of this year, 
Singapore will be without any foreign mili- 
tary forces stationed in the country for the 
first time since it became independent in 
1965. 

Malaysia provided the most vocal re- 
sponse to Singapore's offer among Asean 
members. Prime Minister Datuk Seri Maha- 
thir Mohamad told reporters 
on 15 August that "our stand 
is we do not agree if Singa- 
pore is to be turned into à 
permanent US military base. 
Malaysia is not against the 
American military using 
facilities in Singapore for 
supplies and repairing of 
warships and planes, but is 
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opposed to the idea of a per- 
manent base." 

Malaysian opposition 
was further underlined 


when a delegation from 
Umno Youth — the youth 
wing of the dominant United 
Malays National Organisa- 
tion — handed a protest note 
to the Singapore High Commission in Kuala 
Lumpur on 16 August that said Singapore s 
offer could affect peace and stability in the 
region. The note called on Singapore to re- 
spect the feelings and views of other Asean 
members, and said if Singapore did intend 
to permit US bases "it would mean that the 
Republic, as one of the partners of Asean, 
has violated the 1971 KL Declaration which 
gave birth to the Zopfan [Zone of Peace, 
Freedom and Neutrality] concept." 


Perhaps more ominously, Umno 
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Youth's international affairs chairman 


Mohamed Nazri Abdul Aziz was later re- 
ported as saying that "when their [Singa- 
pore's] Foreign Minister Wong Kan Seng 
said others had no right to interfere, we felt 
-that Singapore would be hurt too if we made 
a statement saying the Johor government 
-should do what it wants with its water." 
. Much of Singapore's water supply comes 
. from Malaysia's southern Johor state by 
pipeline, and this veiled reference is likely 
_ to viewed with some concern by Singa- 
| PPS 
|». Nazri also suggested Singapore's mo- 
. tives for offering to host US military forces 
. was more for financial reasons than the 
_ strategic rationale offered, while carefully 
"pointing out that neither Mahathir nor Dep- 
uty Prime Minister Ghafar Baba had been 
.. consulted over the protest. 





Indonesia's reaction to Singapore's offer 
reflected the dilemma such a move would 
present to Asean's largest member. Failure 
to object strongly would tarnish the coun- 
try's non-aligned credentials as it lobbies for 
chairmanship of the movement in 1992, 
while the need to preserve Asean consensus 
left the Foreign Ministry saying it was “pre- 
mature” to comment. Privately, however, 
officials let it be known they were unhappy 
with the proposal. 

Indonesians are easily goaded into re- 
minding the rest of Asean that they are the 
largest and ultimately most important coun- 
try in the group. In this respect, some have 
found Singapore's offer to host US forces 
presumptuous, while other more objective 
analysts say Indonesia’s long-term strategic 
interests could be constricted by the pre- 
sence of US forces closer to its shores. While 
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By Michael Vatikiotis in Jakarta 
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[ ndonesia’s political establishment has 
M begun a quiet play to reinforce its Islamic 
B. credentials in the early jockeying for in- 
uence ahead of the 1993 presidential elec- 
ions, while at the same time — critics allege 
=~ ensuring that any prospect of the only 
m egal Muslim political party regaining popu- 
dar momentum is undercut. 

=o The build-up to the 28-30 August na- 
25 tional conference of the United Develop- 
- ment Party (PPP) — its first in five years 
—— was marked by bitter infighting over the 
- leadership, which together with its electoral 
decline, will further marginalise the party 
_ which ostensibly represents the interests of 
- little under 90% of the population who call 
_ themselves Muslim. 

>= The PPP has been dogged by disunity 
-Since its creation in 1973 through the govern- 
. ment-directed fusion of four Muslim parties. 
Although the overall Muslim vote increased 
-from just over 27% in 1971 to 29.3% in the 
..1977 elections, the PPP's share of the vote 
- since has been declining steadily. At the last 
. election in 1987, the PPP polled just 15.97% of 
_ the popular vote. 

--. Official intervention in the party's affairs 
-has damaged its effectiveness and credibil- 
.ity. The party was stripped of the potent 
_ symbol that helped achieve the 1977 gains 
_ = the image of the Ka'abah shrine at the 
pP centre of Mecca — while the party's ebul- 
-. lient and pliant leader since 1979, John Naro, 
has been regarded as an obstacle to gaining 
_ wider support among the Muslim commun- 
Qr Naro's surprise bid for the vice-presi- 















Muslim party tackles the leadership issue 


referred ca 


ididate 


dency in March last year, largely mounted 
without consulting the party ranks, angered 
President Suharto. 

Thus the conference preliminaries were 
marked by efforts to persuade Naro to step 
down. In traditional Indonesian fashion, a 
compromise was sought before the meeting 
to avoid unseemly squabbling in public — 
and to lend the party, which lost heavily in 
the last ee elections, a shred of credibil- 
ity. 

The new leader emerging from this pro- 
cess, Mahdi Tjokroaminoto, has impressive 
antecedents. He is the grandson of one of In- 
donesia's pioneering nationalists, Umar 
Sayed Tjokroaminoto, who was chairman of 
Sarekat Islam, an organisation of Muslim 
traders in Java that tried to develop a politi- 
cal role for Islam in the early 1900s. 

For all. this, Mahdi is considered politi- 
cally weak. Commenting on his lack of for- 
mal training, one former PPP member said: 
"] cannot imagine how Mahdi will gain the 
support of the Muslim middle class, young 








intellectuals, or the rural ulema.” Asa result, 


many believe that he was deliberately 
"dropped from above" to weaken the party 
still further. 

Some speculate that Mahdi's candidacy 
was planned to block a contending group 
for the leadership led by Aisyha Amini, a 
member of the party's executive board. 
Amini is regarded as a figure who could at- 
tract Muslim followers back to the PPP. 

But given the New Order's Strict adher- 
ence to a political party structure which is 
seen to reflect the country's - diversity, it 





must be questioned whether the govem- 





AR EASTERN ECONOMIC. REVI IEW 


members of the armed forces have not sig- 


nalled their disapproval of Singapore's ini- 
tiative, a number of retired senior officers 
have pointed out the offer would wreck any 
plans for closer military cooperation among 
Asean partners in the future. 

Conflicting responses emerged from 
Thailand, with Prime Minister Chatichai 
Choonhavan and Foreign Minister Siddhi 
Savetsila maintaining the official line that the 


base issue is a bilateral one between Singa- 


pore and the US. Thai army commander 
Chaovalit Yongchaiyut said there should be 
no problem as far as Thailand was con- 
cerned if the offer were simply an upgrading 
of existing Singapore-US security arrange- 
ments that gave the US Navy and Air Force 
repair and staging rights. Privately, how- 
ever, government officials are concerned the 
issue may split Asean. = 


ment can afford to see the PPPentirelyn = 
ginalised. Should Muslim participation in. ` 
politics be further weakened before the 1992 -` 
parliamentary elections, some analysts warn ` 
this could result in Muslim aspirations 
being expressed outside the institution- 
alised framework of politics, using more 
radical means. 

The government's regular prosecution 
of alleged Muslim extremists renders this 
scenario unlikely. Memories of the firm 
treatment meted out to a radical group in 
Jakarta's Tanjung Priok district in September 
1984, were recently refreshed by a harsh mi- 
litary operation to eliminate a small band of 
alleged Muslim extremists in Lampung, 
southern Sumatra in February this year. At 
the end of July, Attorney-General Sukarton 
Marmosudjono announced that 25 people 
will shortly stand trial for attempting to es- 
tablish an Islamic state in Indonesia. 

Although some would take this as evi- 
dence of the steady marginalisation of V 
lim political influence to the radical frir - 
the Islamic factor is likely to persist in In- 
donesian politics. As key personalities in the 
power structure begin to jockey for position 
in the run-up to the 1993 presidential elec- 
tions, observers detect moves from various 
quarters to harness Muslim support. 

Suharto's pointed support for a recent 
bill aimed at enhancing the role of Islamic 
courts was widely regarded as a bid to ap- 
pease Muslim opinion. In the past, he has 
been rigidly even-handed. 

This does not appear to herald a new role 
for the PPP. Over the past year the party has 
failed to act as a channel for Muslim opinion, 
which instead has been effectively articu- 
lated by more traditional organisations such 
as the urban-based Muhammadiya, the 
rural-based Nahdatul Ulama (which quit the 
PPP in 1986 to become a “social” rather than 
“political” force), or individual Muslim intel- 
lectuals who show no inclination to hitch 
their fortunes to the cdd S only legal 
Muslim party. m- 
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MALAYSIA 


Sabah's chief minister ousts his rival deputy 


Ene ttt PSeH nennen i VPA rr ie Siete BSH ABI o AU Ye RAM n tta beide Yel re etal sarees 


em ttes Inv eA bona eri s VS A prat t MIA aan PY ES RAN Rr ey NND AN MER lt e e nnt m a A RA apy yen oce 





Joseph Pairin Kitingan and his dep- 
uty, Datuk Mark Koding, culminated on 21 
August with Pairin sacking Koding from the 
state cabinet with immediate effect. Koding 
was named in the Daily Express newspaper 
earlier that day as being one of three key fig- 
ures within the ruling Parti Bersatu Sabah 
(PBS) who were trying to found a rival party, 
an allegation Koding has denied. 
"] have been driven to this painful action 
the light of clear evidence that Datuk 
mark Koding and a few others are engaged 
_ in political activities which indicate that they 
. no longer support the pss,” Pairin said in a 
brief statement, adding: “He can no longer 
be to work within the state cabinet 
as a team member.” Koding’s position as 
one of three PBS vice-presidents, however, 
will be determined by the party later. 
Two other party dissidents whom pps 
secretary-general Datuk Joseph Kurup has 


PACIFIC 


accused of collaborating with Koding were 
federal deputy labour minister Kalakau 
Untol and the former speaker of Sabah’s 
legislative assembly, Pandikar Amin Mulia. 
The rss has lodged a police report against all 
three for alleged attempts to create confu- 
sion and chaos among the people. 

If the proposed Angkatan Kemajuan 
Rakyat Sabah (Sabah People's Progressive 
Front) is registered, it would be the third 
fledgling party to have emerged this year in 
anticipation of general elections within the 
next 12 months. Former party leaders of Ber- 
jaya and the United Sabah National Organi- 
sation, both of which had once ruled the 
state, founded the Parti Rakyat Sabah in Feb- 
ruary and the Angkatan Demokratik Liberal 
Sabah in July, in the hopes of eroding the 
PBS' 38 seats in the 48-seat state assembly. 

Koding, a PBS founder member, was 
made deputy chief minister soon after his 
fledgling party rose to power after winning 
state elections in 1985. But despite his 
seniority in the Sabah line-up, where he was 
also minister of industrial development, 





Paris outlines foreign policy initiatives 
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By Michael Malik in Sydney and - 
ah Walls in Noumea 


PANSAN aE Pma ap tet A AAAA ER ELNA nA na 


[ Yrench Prime Minister Michel Rocard 
F offered a conciliatory approach during 
visits to South Pacific countries in Au- 
gust. While the so-far successful attempts by 
Rocard's Socialist government to resolve the 
New Caledonia problem have removed a 
major stumbling block in relations between 
France and the Pacific countries, the Euro- 
pean power's insistence on maintaining its 
nuclear test programme continues to sully 
its image in the region. 

In Australia, making the first visit by a 
serving French prime minister, Rocard 
forged improved links while performing a 
delicate balancing act between humility and 
traditional insistence on the importance of 
the French Pacific presence. 

He expressed the new French attitude by 
publicly apologising to New Zealand — and 
by implication to the region — for the sink- 
ing by French secret agents of the Green- 
peace environmental protest ship Rainbow 
Warrior in 1985, which he described as. a 
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great mistake. However, he defended 
France's continued nuclear testing at 
Moruroa Atoll, the subject of the Green- 
peace protest in the first place. 

Australia, while remaining "implacably 
opposed" to the tests, played down the dif- 
ference of opinion and maximised the two 
governments agreement to oppose the 
ratification of the international protocol on 
Antarctic mineral exploitation — the princi- 
pal achievement of the meeting between 
Rocard and Australian Prime Minister Bob 
Hawke on 18 August. Hawke had wel- 


comed France's support for his initiative 


to reject the protocol which was con- 
cluded in 1988 after several years of negotia- 
tion by the Antarctic Treaty nations, 
including both the countries now opposing 
it. 

The French support Hawke's proposal to 
turn the Antarctic into a world nature re- 
serve — an idea originally proposed by New 
Zealand years ago and dismissed at the time 
by the other treaty countries as unrealistic. 
Australia and France agreed during their 
meeting to propose to the next meeting of 
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Koding was not considered a member 





Pairin’s inner circle of advisers. He had, in 
fact, twice offered to resign, but Pairin had 
refused to accept his resignation. 3 

Since early this year, the two have wagec 
a proxy battle through their respective cul- _ 
tural associations representing Sabah's two _ 
major ethnic groups: the Kadazan, led by. 
Pairin, and the Dusun, led by Koding. = 

The two groups are from the same indi- 
genous stock — the Dusun being country 
cousins to the Kadazan — but their lan- . 
guages have evolved along slightly different _ 
lines. Thus, the Kadazan Cultural Associa- 
tion wants the standardised Kadazan taught _ 
as a secondary language in schools to adopt 
Kadazan spelling, while the United Sabat 
Dusun Association seeks a marriage. of 
Kadazan and Dusun phonemes. 

The linguistic battle has masked deer 
strains — publicly denied but admitted. 
private — in the relationship between the 
two leaders. Koding is now seen as 
spearheading a new Dusun assertivenes 
The proposed party's acronym, "Akar, 
example, means "roots" in Bahasa Mala 

As a splinter group from the PBs, Akar is 
the only one of the new small parties which 
could cause problems for the PBS, said. 
Sabah observer. The four-year-old PBs. 
scheduled to hold its first real party election 
in late September, in which all but Pairin 
position will be challenged. 

























the Antarctic Treaty nations in Paris in 
tober, a Comprehensive Environment Pn 
tection Agency for the region. s 

It is understood that Hawke and Rocar 
also discussed recent French moves to n 
place other countries as an aid donor to Fi 
— which Rocard also visited — since th 
two 1987 coups by Brig. Sitiveni Rabuk: 
Rocard publicly denied reports that Franc 
had any plans for military involvement wit 
the Fiji regime. : 

In Noumea, at the headquarters of th 
South Pacific Commission (SPC), Rocard sai 
that the French territories of New 
Caledonia, French Polynesia and Wallis and 
Futuna “intended fully and properly to play 
their role in regional cooperation and that: 
both France and its territories would wel- 
come invitations to join regional agencies." 
It was the first speech ever given by a French 
head of government to the spc, formed i 
1947 by France and the other powers wit 
Pacific territories — the US, Britain and Aus 
tralia — to promote regional develop- 
ment. 

His speech followed diplomatic activity 
begun in February when senior French off 
cials from all over the Pacific met in Noume 
to hammer out a new approach. The | 
themes are opening up to greater coopera 
tion, integrating France more completely i 
the region and ensuring the territories as- 
sociate more closely with French forei 2 
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REGIONAL AFFAIRS 


BRIEFING 


Japan Socialist Party 
approves policy switch 
> A meeting of regional officials of the 
Japan Socialist Party unanimously approved 
a policy switch that would commit the main 
opposition party to keeping the Japan-US 
Security Treaty, the Self-Defence Forces and 
a free-market economy if it forms a coalition 
ernment. Meanwhile, the chairman of 
the ruling Liberal Democratic Party's policy 
affairs research council, Hiroshi Mitsuzuka, 
said his party would make no effort to form 
a coalition if it lost its lower-house majority 
at the next general election. He added 
that it would simply hand power to the 
party which gained a parliamentary 
majority. 


Solarz issues warning over 


Hongkong's refugee policy 

> US Congressman Stephen Solarz said 

in Hongkong on 22 August that the 
international community's willingness to 
help local people emigrate because of 
uncertainties over their future under 
Chinese communist rule after 1997, would 
depend on the way the colony treated the 
Vietnamese refugees and boat people. 
Some local groups, supported by some 
members of the Legislative Council (Legco), 
have campaigned for an end to Hongkong 
support for the refugees. Solarz' analogy 
was immediately rejected by Legco member 
Selina Chow, who said the two issues were 
separate and could not be compared. Solarz 
suggested a “multilateral immigration 
insurance policy," to help several hundred 
thousand Hongkong people secure the 
right to live in Western countries. 


Vietnamese émigré shooting 
in US linked to normalisation 


> In the latest of a series of attacks in 
California against Vietnamese refugees 
who advocate the establishment of 
US-Vietnam diplomatic relations, a 
prominent Vietnamese émigré author, 
Doan Van Toai, was seriously wounded 
when he was shot on 21 August. The 
incident came at a time when Vietnam 
experts are expecting early normalisation 
of relations, possibly within a few 
months. 


Cambodians deadlocked 

in Paris peace talks 

> After a promising start on 30 July, the 
Paris conference on Cambodia became 
bogged down after three weeks on the issue 
of power-sharing among the four Khmer 


factions. The French co-hosts were pushing 
in the so-called Adhoc Committee for 


endorsement of a document that would 
leave the Vietnamese-backed Hun Sen 
government in control, with the cosmetic 
addition of resistance leader Prince 
Norodom Sihanouk at the head of a "state 
council." Neither Sihanouk nor his two 
resistance allies, the Son Sann group and 
the Khmer Rouge, were willing to take such 
an honorific role. 


Chinese dissident leaves 
Australia's Peking embassy 

> Chinese dissident musician Hou Dejian, 
one of the hunger strikers during the 
Tiananmen Square demonstrations in June, 
has been allowed to leave the Australian 
Embassy in Peking where he had been 
sheltering since 8 June. Taiwan-born Hou 
was allowed to "return to his family" in 
Peking and later made a carefully worded 
public statement that he personally saw no 
killings when the square was cleared on 

4 June. A spokesman for the Australian 
Foreign Ministry — which never officially 
confirmed Hou's presence in the embassy 
— said that terms for his freedom were 
satisfactory to Hou and he left of his own 
volition. 
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Philippine authorities 
investigate hostage killings 

> Philippine authorities are investigating 
the circumstances under which five 
hostages and their 16 armed abductors were 
shot and killed in a military assault on a 
Davao detention centre on 15 August. 
Among the victims was Australian 
missionary Jacqueline Hamill, who was 
kidnapped and held with nine others 
during a prayer session in the prison two 
days before. Five of the hostages escaped, 
but it still has not been determined whether 
the kidnappers or military snipers killed 
Hamill and three other hostages. 
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Kim Dae Jung denies 
involvement in So case 
> South Korea's 
principal opposition 
leader Kim Dae 

Jung has denied a 
prosecution allegation 
that he may have 
taken US$10,000 of 
US$50,000 that North 
Korean officials 
reportedly gave So 
Kyong Won, a 
legislator from his Party for Peace and 
Democracy (PPD), to spy on Seoul. 
Appearing before the prosecution to testify 
on 22 August, Kim also denied that 

he had known anything about the 
clandestine trip to Pyongyang in Augus! 
1988 made by So, who is under arrest. Tne 
opposition leader's appearance marked 

a new turn in the deepening crisis 
surrounding the PPD over the case. Kim has 
criticised the state prosecutors for seeking 
to “fabricate” his connection in order to 
destroy him and his party. However, the 
prosecutors said they would indict Kim on 
the available evidence. 





Kim. 


Soviets discuss enhanced 

ties with Papua New Guinea 

> Two Soviet delegations have visited 
Papua New Guinea (PNG) to discuss a 
fishing agreement and the establishment of 
an embassy in Port Moresby later this year. 
An official statement from the PNG side 
said initial talks on fishing covered general 
principles of cooperation, fees and 
development of fishing facilities, training 
and research projects. The Soviet Union 
previously had one-year fishing agreem: 
with Vanuatu and Kiribati, but neither 
country renewed them. 


New Zealand again delays 
decision on frigates 

> The New Zealand Government on 21 
August again postponed a decision on 
purchasing frigates under a proposed joint 
project with Australia, which the previous 
week committed itself to building at least 
eight of the West German-designed 
frigates. Prime Minister Geoffrey Palmer 
said New Zealand wanted further 
negotiations on the price and that a decision 
on whether to buy up to four ships for itsel 
was not likely until next month. However, 
the deal now seems likely to go ahead 
despite strong opposition from a number 
of cabinet members and MPs of the ruling 
Labour Party and peace groups, because 
of Wellington's desire to maintain good 
relations with Canberra. 
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"My Rolex is more than 





just a watch, 


it makes me feel dressed” 


In everything that she does, 
Dame Kiri Te Kanawa combines 
a remarkable liveliness and 
spontaneity with an absolute 
obsession with perfection. She 
delights in Strauss and Mozart 
"because the women in their 

peras are contradictory; warm 
and cool at the same time.” 
Two of her favourite roles, for 
example, are the sad young 
Countess in 'Le Nozze di Figaro 
and the frenzied, passionate 
Donna Elvirain‘Don Giovanni. 
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When she decided to sing 
the Feldmarschallin in 'Der 
Rosenkavalier, Kiri said it was 
"because the character appeals 
to me. She has understanding 
and maturity and when she 
lets her lover go, you feel it's 
not completely the end of the 
world for her. I'm sure I will 
have to sing the Marschallin 
100 times before | fully under- 
stand the depth of the character’ 

Her famous voice ( "Perfect" 
said Sir Colin Davis of the 
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ALSO AVAILABLE IN 18CT. WHITE GOLD. 





Royal Opera House, Covent 
Garden), is in such worldwide 
demand that she is booked up 
lor years to come. Will her voice 
stand the strain? Kiri Says, 
"What you have to remember 
Is to give quality, not quantity. 
For many years, Rolex has 
shared that same obsession. 
“My Rolex,” says Kiri, “is more 
than just a watch, it also makes 
me feel dressed. It W 
has been a friend ROLEX 


fora long time” 
of Geneva 
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China rebukes 1997 secretary for interference 


Outspoken official 


By Emily Lau in Hongkong 
H ongkong people's confidence in the 


future, which was in tatters after the 

4 June massacre in Peking, suffered 
another jolt when the Chinese Government 
this month accused the British Government 
of “savagely interfering” with the drafting of 
the Basic Law and contravening the 1984 
Sino-British Joint Declaration, under which 
the colony reverts to Chinese sovereignty in 
1997. The Basic Law is a mini-constitution 
for Hongkong after 1997 and is being drafted 
^ 2eking. 

Jn 14 August, Barrie Wiggham, the 
Hongkong Government's secretary for gen- 
eral duties, a euphemism for anything re- 
lated to 1997, departed from the govern- 
ment policy of not criticising the Basic Law 
and publicly asked for major changes to the 
current draft. 

He asked the Chinese to delay next 
year's promulgation of the Basic Law and 
not to station the People's Liberation Army 
(PLA) in the future Hongkong Special Ad- 
ministrative Region (SAR). The remarks pro- 
voked a stinging response from the 
Chinese, who said Wiggham's action had 
"breached basic diplomatic commonsense." 

On 19 August a Chinese Foreign Minis- 
try spokesman said Wiggham's remarks 
were an interference in China's internal af- 
fairs. They were detrimental to Hongkong’s 
prosperity and stability and had con- 
travened the "substance and spirit" of the 
joint declaration. The spokesman described 

"gham's suggestion that China should 

station troops in Hongkong as "nonsen- 
sical" and against the stipulation of the joint 
declaration. 

Britain's newly appointed Foreign Office 
minister with special responsibility for 
Hongkong, Francis Maude, responded by 
calling Peking’s criticsms of Wiggham 
“ridiculous,” arguing it was proper for 
Hongkong officials to express their con- 
cerns. While accepting China had the right 
to station troops in Hongkong after 1997, 
Maude said the question was whether 
China should exercise that right and under 
what circumstances. 

The caustic exchanges by the two gov- 
ernments were seen as attempts on both 
sides to improve their bargaining position 
when the Sino-British Joint Liaison Group 
(JLG) meets on 27 September in London. The 
JLG is a diplomatic body set up under the 
joint declaration to liaise and consult on im- 
plementing the accord. How Britain handles 
the row with the Chinese was seen as a 
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test for Foreign Secretary John Major, who 
recently replaced Sir Geofffey Howe. 

London has blamed Peking for Hong- 
kong's confidence crisis following the 
Chinese Government's military crackdown 
on the pro-democracy movement. How- 
ever, despite the current row, few analysts 
in Hongkong expect a show-down at the JLG 
meeting given Britain's policy of not con- 
fronting China. The 13th round of JLG talks 
were scheduled to be held in London in 
July, but were called off by the British Gov- 
ernment because of the Peking massacre. 
The last Sino-British clash was in November 
1985 when Peking accused Britain of deviat- 
ing from the joint declaration. Britain's lame 
response to that accusation convinced man 
people London was not prepared to stand 
up to Peking. 

Immediately after the Peking carnage in 
June, the British Government made an 
about-face by advocating a quicker pace 
of democracy for the colony 
before 1997 and asking for 
more safeguards on the 
maintenance of public order 
in the Basic Law. London's 
proposals may have been 
aimed as much at diverting 
pressure created by the de- 
mand for the right of abode 
for Hongkong people in Bri- 
tain, as at restoring local con- 
fidence. 

Besides the role of the 
PLA, Wiggham also ques- 
tioned the draft Basic Law 
proposal to give the standing 
committee of the National 
People's Congress (NPC) the 
power to declare a state of 
emergency in the SAR. "This would be a de- 
parture from the present system," he said, 
under which such power rests with the gov- 
ernor and the Executive Council (Exco, the 
policymaking body). 

In attacking Wiggham, the Chinese said 
no senior British official had ever accused 
the draft Basic Law of contravening the joint 
declaration, and wondered what gave a 
Hongkong official the right to make such an 
assertion. It accused the Hongkong Govern- 
ment of playing the "public opinion" and 
"confidence" cards to put on China 
and warned it could harm Sino-British rela- 
tions. 

Many Hongkong observers could not 
understand why Britain made a fuss over 
the PLA, because even if it was stationed 
across the border in Shenzhen, it would take 
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no time to march into Hongkong. A more 
immediate and contentious issue for local 
political activists which has not been pub- 
lidy addressed by the government, was 
how many seats in the 57-member Legisla- 
tive Coundl (Legco) should be directly 
elected by universal suffrage in 1991. A 
Hongkong official said the government had 
"abandoned" its 1988 decision to introduce 
10 directly elected seats to Legco in 1991, a 
controversial move which went back on its 
initial support for a greater number of di- 
rectly elected seats at an earlier date. But the 
government now was having difficulty de- 
ciding what to do instead, the official said. 

When 1 million Hongkong people took 
to the streets in May to demonstrate their 
support for the Peking student movement, 
non-government members of Exco and 
Legco agreed that the pace of elections 
should be speeded up and that one-third of 
Legco should be directly elected in 1991 and 
not less than half of Legco be directly elected 
by 1997. The consensus had since collapsed 
because of China's objections. 

In June, the British House of Commons 
foreign affairs committee published a report 
on Hongkong advocating that half of Legco 
be directly elected in 1991 and the entire 
council be directly elected in 1995. The draft 
Basic Law proposes that only 27% of Legco 
i should be directly elected in - 

1997. The British Govern- 
ment previously has ac- 
cepted that pre-1997 deve- 
lopments must "converge" - 
with the Basic Law. 

Faced with these disparate 
options, a Hongkong official 
said the government was 
having trouble coming up 
with a credible and accept- 
able solution. In desperation, 
he said, they were even con- _ 
sidering holding a referen- 
dum, something which the. 
government in the past con- 
sistently had ruled out. 

A retired senior govern- 
ment official said the massive 

Hongkong demonstrations in May and June 
had given a very clear signal on the pace of 
democracy, and so there was no need for 
further soul-searching and agonising. What 
the government needed, he said, was the 
political will to see things through despite _ 
Chinese objections. | 

As expected, the Chinese have again . 
indicated they do not want to see drastic 
changes to Hongkong’s political structure. 
Although the consultation period on the 
draft Basic Law was extended until the end 
of October following the June massacre, 
mainland drafters recently said they saw no 
point in coming to Hongkong to listen to 
local views because the local le neither 
trusted nor respected them. But said re- 
cent events in China should not be used an 
excuse for rapid democratisation. Li 
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Atomic energy industry resorts to clandestine supplies 


Heavy-water drought 


By Rita Manchanda in New Delhi 


hen India took delivery of an inter- 
nationally monitored 20-tonne 
consignment of heavy water on 9 
August from the Soviet Union for use in the 
Rajasthan Atomic Power Plant, it effectively 
undermined New Delhi's continued asser- 
tions of the country’s self-sufficiency in 
heavy-water production. And it highlighted 
fears that India is increasingly resorting to 
the clandestine market for heavy water to 
fuel un-monitored facilities which produce 
plutonium used for the fissile material for its 
nuclear weapons option. 

The natural uranium-fuelled, heavy- 
water moderated Candu-type reactors at 
Rajasthan are under International Atomic 
Energy Agency (IAEA) safeguards. The plant 
was part of India’s initial nuclear power pro- 
gramme, developed with Canadian assis- 
tance, which was withdrawn when New 
Delhi tested a nuclear device in 1974. India 
subsequently indigenously developed a 
natural-uranium power programme whose 
independence from international monitor- 
ing has been jealously protected. Indeed, 
the Madras Atomic Power Plant was 16 
months behind schedule when it eventually 
was commissioned in 1985, because indi- 
genously produced heavy-water supplies 
proved insufficient. India was unwilling to 
submit the plant to the IAEA monitoring re- 
quired for countries importing heavy water 
through open channels. 
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Trombay reactor: clandestine market claims. 


But there have been persistent reports 
that an illegal shipment of more than 21 ton- 
nes of heavy water originating in Norway 
and the Soviet Union ended up in India in 
1983 — the time when the Madras plant was 
running into problems. Recently, The New 
York Times reported that the Bombay-based 
firm to which the shipment had been sent 
was listed in the city's telephone directory as 
an affiliate of India's Department of Atomic 
Energy (DAE) Norwegian investigators 
claim they have the original flight docu- 
ments and have traced the consignment of 
15.18 tonnes from Oslo to Basle in Switzer- 
land where some 6 tonnes of Soviet heavy 
water were added. It was then flown via 
Dubai to India on 7 December 1983. 

Indian Atomic Energy Commission 
(AEC) chairman, M. R. Srinivasan, denied 
the existence of the clandestine shipment. 
“At no stage have we imported heavy water 
from Norway,” he said. “We are one of the 
most important producers of heavy water in 
the world and we do not have any imports 
except [the official ones] from the Soviet 
Union." Srinivasan insisted that India was 
self-sufficient as far as heavy-water supplies 
were concerned and emphasised that there 
was no need for clandestine supplies. 

However, G. Balachandran, the coun- 
try’s leading independent expert in the field, 
has raised serious doubts about DAE claims 
that indigenous heavy-water production 
can meet the needs of the nuclear facilities 
which are not under international safe- 
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guards. Using the DAE's figures, Balachan- 
dran calculates that on an annual basis, the 
Madras I and II plants require 480 tonnes, 
Narora-I 240 tonnes and the Dhruva Re- 
search Reactor 100 tonnes — a total of about 
820 tonnes of heavy water. Yet the produc- 
tion of the three effectively operating heavy- 
water plants (Tuticorin, Baroda and Nangal) 
as of March 1987 did not come to more than 
500 tonnes annually. 

And according to Balachandran, the ef- 
fective capacity of the heavy-water plants in 
operation, being commissioned or under 
construction will only total about 562 tonnes 
annually. Safeguarded imports will not 
bridge the widening gap between India's 
ambitious power-plant construction and the 
effective productive capacity of its heavy- 
water plants. By the year 2000, some 12,500- 
13,000 tonnes of heavy water will be re- 
quired each year to meet the target of 10,000 
MW of atomic power production. In recog- 
nition of this widening gap, Minister fr 
Science and Technology K. R. Naraya 
told parliament in July that additionai 
heavy-water plants were to be set up. 

What has aroused misgivings that illegal 
imports form an officially accepted part of 
India's nuclear programme, is the budget- 
ary allocation for 1989-90 of Rs 1.4 billion 
(US$84 million) for imports of heavy water 
and Rs 900 million for domestic production. 
Balachandran said it was unlikely the DAE 
was planning to import 400-500 tonnes of 
heavy water, which would reflect the 
landed price of officially imported Soviet 
heavy water of Rs 3 million per tonne. The 
budget more probably reflected the antici- 
pated outlay for illegal imports which could 
be as high as Rs 10 million per tonne, 
Balachandran told the REVIEW. 


normous cost overruns and delays 
have dogged Indian efforts to build 
up domestic heavy-water output. For 
heavy-water technology, India was obli ' 
to turn to the French and the West Gerrr 
and not the experienced Canadians who, 
after India's 1974 nuclear test, severed all 
cooperation in the field of nuclear energy. 
New heavy-water plants were scaled up 
quickly from the pilot plant stage to industri- 
al units. 

It is only this year that the DAE has dis- 
closed that the serious gap in heavy-water 
supply is due not only to delays in commis- 
sioning plants but also because of low-grade 
production. Although the Thalcher plant 
was commissioned in 1982, it failed to pro- 
duce a drop of heavy water until 1984. Since 
then it has been unable to produce any 
heavy water of the quality required. DAE offi- 
cials claim that the teething troubles are now 
over. Yet even the DAE's 1988-89 annual re- 
port acknowledges that the Kota, Thalcher 
and Thal plants have been plagued with 
problems and still do not run at projected 
capacity. 

Analysts like Balachandran argue that 





31 AUGUST 1989 


despite the heavy investments in the heavy- 
water programme, the reliance on heavy- 
water imports will not only continue but is 
likely to increase, posing the question of 
where India will get its supplies. From the 
viewpoint of international availability, im- 
ports pose little problem. Canada produces 
2,500 tonnes annually, followed by China 
and Norway with much smaller capacities. 
But they, like the Soviets, would insist on 
international safeguards that would effec- 
tively bring those Indian facilities currently 
unsafeguarded under the IAEA's monitoring 
apparatus. 

One source of unsafeguarded supplies is 
the so-called "leakage" of heavy water from 
the monitored Rajasthan facility. But the 
IAEA has to agree that such heavy water is 
not recoverable before it can be struck off the 
volume under safeguards, which must be 
re-exported. 

Leakages of heavy water have been 
Jund 200 tonnes a year. The US nuclear 
pert, Leonard Spector, in his book The Un- 

declared Bomb claimed that India had drawn 
supplies on the clandestine market which 
had originated in both the Soviet Union and 
China. 

Continuing problems with heavy-water 
supplies and the performance of the natural 
uranium power plants have thrown into 
prominence a faction within the DAE which 
is pushing for parallel investment in en- 
riched-uranium fuelled light-water reactors, 
though these would inevitably have to come 
under safeguards because India would need 
foreign involvement in the technology and 
fuel supply. The December 1988 decision to 
invest in two Soviet light-water reactors, 
reflects the predominance of this group, 
which includes the AEC chairman Sriniva- 
san. 

Discussions also are continuing with the 
French, who are keen to build two 900-MW 
light-water reactors. However, after the ini- 

l impetus lent by a visit of French Presi- 
«nt François Mitterrand, not much pro- 
gress has been made. The experience with 
the French on the sale of fuel for the Tarapur 
reactor has caused policymakers to view 
them with caution. When France was sub- 
stituted for the US as supplier in 1982, it dou- 
bled the price. 

The inducement offered by the French 
could be cooperation in the field of fast- 
breeder technology, to which India remains 
committed as its rationale for the plutonium 
stockpiling which also serves its nuclear- 
bomb options. 

Irrespective of the flirtation with the 
light-water enriched uranium safeguarded 
route, so long as India is committed to keep- 
ing its nudear-weapons option open, 
the natural uranium-heavy water un- 
safeguarded route will continue to be the 
mainstay of its programme. And it is a path 
that could push India even more deeply 
than many suspect is already the case - 
the nuclear underworld. 
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here are more Indian soldiers in Sri 

Lanka than Vietnamese troops in 

Cambodia or Syrian forces in Leba- 

non. Yet, no voices are raised in au- 
gust assemblies, no resolutions passed. Not 
many tears are shed over Sri Lanka's killing 
fields. 

Recognising a welcome example of crisis- 
management by the major regional power, 
both Moscow and Washington blessed the 
Indo-Sri Lankan "peace accord" to help re- 
solve the island's harrowing ethnic conflict. 
US Congressman Stephen Solarz recom- 
mended the signatories, Prime Minister 
Rajiv Gandhi and then president Junius 
Jayewardene, for the Nobel Peace Prize. 
Since then, Sri Lanka has been treated as an 
Indian responsibility, its tragedy another lit- 
tle mess in an Indian backyard. 

Yet Sri Lanka is a much surer test of 
India's right to the "regional superpower" 
title that a Western press seems so eager to 
award, than Nepal, Maldives or any other 
neighbour. 

Once President Ranasinghe Premadasa 
served the 45,000-strong Indian Peace- 
Keeping Force (IPKF) a quit notice, that test 
became even more challenging. The last In- 
dian soldier should leave by 29 July, the ac- 
cord's second anniversary, he said. In a 
grudging concession, New Delhi pulled out 
the first shipload, a meagre 600, and after 
protracted negotiations agreed to a phased 
pullout by February next year. 

So, India's neighbours are talking. Tiny 
Sri Lanka, India's southern neighbour, is 
probably in for punishment if Gandhi's 
terms are not accepted. 

Shortly after the first batch of troops 
landed on the island two years ago, Gandhi 
had said: "It should be a short, sharp exer- 
cise and our boys should be back home 
soon." Recalling his overweening self-confi- 
dence and the insensitive choice of phrase, 
many a South Asian analyst has recently 
taken to fashionable, if facile, analogies. Is 
Sri Lanka India's Vietnam or Afghanistan? 

Troop strength rose rapidly to 60-70,000. 
Yet some 3,000 rebels belonging to the Liber- 
ation Tigers of Tamil Eelam, trained in India, 
defied the world's fourth-largest army. The 
unfinished "exercise" has cost New Delhi 
dearly — men, money, prestige and most of 
all the morale of the Indian army. An infan- 
try officer who served with the IPKF wrote in 
an Indian weekly: “The Indian jawan [sol- 
dier] is a great fighter but he has to be con- 
vinced that what he is fighting for is worth it, 
and makes sense.” 

The Tamils of Jaffna had greeted their In- 
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dian saviours with flowers and sweets. Re- 
cently, Tamil students have staged anti-IPKF 
demonstrations after school, while their par- 
ents have bombarded Amnesty Interna- 
tional with tales of torture. 

The Muslims of the eastern province 
have held prayer meetings in which mullahs 
denounced a less than neutral peace- 
keeper. A Muslim parliamentarian has call- 
ed for a Pakistani contingent. 

Meanwhile, the seven Sinhalese pro- 
vinces have watched a spectacular revival of 
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If there is no large-scale [troop] 
withdrawal, attacks on Indian 
targets may bring the Indian 
Peace-Keeping Force rushing 


southwards, the slippery slope 
to the quagmire. 
99 

the Janatha Vimukti Peramuna (JVP, or 
People's Liberation Front). Once a self- 
styled Guervarist group, the armed JVP “pat- 
riots" now sport the far more attractive bat- 
tle-dress of a fanatical Sinhalese-Buddhist 
nationalism. While conducting a stunningly 
successful campaign of terror and disrup- 
tion against the “puppet” Jayawardene, the 
JVP prepared for a holy war against the "oc- 
cupation army" of the island's historic 
enemy, India. 

It is now set to sweep away the seven- 
month-old Premadasa regime, unless Gan- 


dhi reduces the pressure on the Sri Lankan 
president by proving that the IPKF is not the 





After the accord... discord. 
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arm of what the JVP terms "Indian expan- 
sionism." In any case, many Sri Lankans 
will agree with Gamini Dissanayake, a 
senior cabinet minister who describes the 
situation as "the edge of anarchy." 

A huge recent rally in Colombo ended 
with the burning of Gandhi's effigy. Among 
the speakers were monks, leading lawyers, 
university professors, student leaders and 
an MP from former prime minister Sirima 
Bandaranaike's Sri Lanka Freedom Party. 

To ease the mounting pressure, Pre- 
madasa chose a temple ceremony to de- 
mand the IPKF's withdrawal. The asserti 
of presidential authority was a symbolic g 
ture. He was no puppet; Sri Lanka was still 
sovereign. If Gandhi does not announce 
something like the Soviet Union's pull-out 
of Afghanistan, Premadasa could be a push- 
over for the JVP which has many admirers in 
the armed forces. In most developing coun- 
tries, the national army is not truly national, 
an inbuilt drawback of the state's instrument 
of last resort to combat ethnic insurgencies. 
Sri Lanka's is 100% Sinhalese. Since his own 
army is multi-ethnic and professional, Gan- 
dhi may not be fully alive to the nature of the 
problem. He should be. 

The Sinhalese sailor in the honour-guard 
on 29 July 1987 who tried to smash Gandhi's 
skull with his rifle-butt was a JVP sympath- 
iser, and a spiritual cousin of the Islamic fun- 
damentalist who shot the co-author of the 
more famous Camp David accord, Anwar 
Sadat. Jayawardene's turn came later in an 
abortive grenade attack in parliament. 

Colombo's port workers no lon 
handle Indian cargo. In the face of threun., 
Sinhalese businessmen no longer import In- 
dian goods, while some Indian shops and 
restaurants have been closed for weeks. If 
there is no large-scale troop withdrawal, at- 
tacks on Indian targets may bring the IPKF 
rushing southwards, the slippery slope to 
the quagmire. 

But this is election year in India; ordinar- 
ily, an ideal opportunity to bring the boys 
home. There are other considerations, 
though — national pride and an important 
domestic constituency, Tamil Nadu, an In- 
dian state near to Sri Lanka with strong 
ethnic connections. Besides, Gandhi's rival, 
the National Front leader V. P. Singh, has 
accused him of a "costly misadventure" that 
has tarnished the "honour and self-respect 
of the army and the nation." 

As leader of the world's largest demo- 
cracy, Gandhi faces a virile press and, in the 
run-up to the polls, an aggressively oppor- 
tunistic opposition. His predicament looks 
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peculiarly American whereas the motives of 
his mother-cum-predecessor for interven- 
tionist preparations were decidedly Brezh- 
nevite. Her concern was national security. 
Brezhnev sensed dual dangers in the Iranian 
revolution — a possible US intervention and 
a fundamentalist fall-out in the Soviet Mus- 
lim republics. Indira Gandhi feared that 
Jayewardene's strongly pro-US policies 
would lead to Asean-type military links that 
would pose a security threat on Indian's 
southern flank. The impact of a militant 
Tamil revivalism on Tamil Nadu was 
equally worrying. 

New Delhi's regional policy has been de- 
scribed by some as an Indian version of the 
Monroe Doctrine. But Henry Kissinger 
more correctly perceived India's sense of 
manifest destiny. He wrote: "Its goals will 
be analogous to those of Britain in the 19th 
century — a policy essentially shaped by the 
Viceroy's office" in India. 


n 1802, William Pitt announced in the 

British Parliament that Ceylon (as Sri 

Lanka was then known), "the most 

valuable colonial possession on the 
globe," was now British. Ceylon, he said, 
"gave our Indian empire a security it had not 
enjoyed from its first establishment." In 
1796, a British expeditionary force from 
India had taken Trincomalee to start the 
drive against the Dutch. 

In 1974, Ravi Kaul, a former Indian vice- 
admiral, was to write "Sri Lanka is as impor- 
tant strategically to India as Eire is to the 
United Kingdom." 

Jayawardene was keen on giving the US 
Navy freer access to Trincomalee, a finer 
harbour than Subic Bay. To compete with 
Singapore, a US firm was asked to construct 
an oil storage facility from some 100 old stor- 
age tanks which had lain dormant since the 
end of World War II. Indira Gandhi was furi- 

s. 
Her dose friend, then prime minister 
bandaranaike, had sponsored a UN resolu- 
tion to make the Indian Ocean a zone of 

ace. Western critics as well as some neigh- 
bours felt it was inspired by Indira Gandhi. 
In their eyes, it was no more than the old 
idea of "British Lake" in a new non-aligned 


Security is an obsessive concern of New- 


Delhi. The focus of India’s current row with 
Nepal is on trade and transit treaties. Nehru 
was more open about India’s real interests: 
“As much as we appreciate the indepen- 
dence of Nepal we cannot allow anything to 
go wrong in Nepal or permit that barrier to 
be crossed or weakened because that would 
also be a risk to our security.” 

An exchange of letters followed the 1950 
Indo-Nepal treaty just as it did the 1987 
Indo-Sri Lanka accord. Jayawardene under- 
took not to allow any country to use Trin- 
comalee for “military purposes” prejudicial 
to “India’s interests.” The storage project 
would be an Indo-Sri Lankan venture. 
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Indian soldiers in July pullout. 


Treaties (Bhutan, Nepal, Bangladesh), 
accords (Pakistan, Sri Lanka) and exchange 
of letters form the intricate web of India's re- 
gional relationships, reflecting a special cast 
of mind, incorrigibly legalistic and painstak- 
ingly proper. Each has been imposed from a 
much stronger position or appropriated as 
the gains of military victory — such as the 
Simla accord with Pakistan — or as a plain 
quid pro quo. Under the earliest treaty 
(1949), Bhutan would be "guided" by New 
Delhi in its external relations. The style is 
familiar. How smoothly the British burden 
had passed. 

The view from New Delhi is no less im- 
perial than that from the 19th century Indian 
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capital and the Monroe Doctrine is by no 
means the model. That doctrine legitimised 
the ambitions of a Washington which re- | 
quired hemispheric hegemony for a unique 
neo-colonial scheme. In Eduardo Galeano's 
words, neo-colonialism “opened” the 
"veins" of Latin America. The US hands-off 
notice to extra-regional powers was a neces- | 
sary prelude to an exclusive US exploitation 
of the continent's resources. 

New Delhi may resent and resist hostile 
intrusive influences, but there is no eco- 
nomic underpinning to India's hegemonis- 
tic exercises. There is no Indian United Fruit 
Co. The Tata and Birla commercial conglom- 
erates have not penetrated the region. 

Since India dwarfs the rest, its preoccu- 
pation with security intrigues and exasper- 
ates neighbours. Two explanations are po- 
pular. First the power-drive of an increas- 
ingly self-assertive élite, backed by a bur- 
geoning middle class and a formidable mili- 
tary establishment. 

Second, the exact opposite, a gnawing 
sense of insecurity, apparently a primal 
curse. After freedom at midnight came dark- | 
ness at noon, the trauma of communal. 
bloodbath and partition. In the age of iden- 
tity, India is more powder-keg than melting- 
pot. Ethnicity is transnational, no respecter 
of borders. Cross-border conflicts originate 
in India or can easily entangle India. Such 
conflicts can be exploited by hostile outsi- 
ders. a 


Mervyn de Silva is fhe editor of the Lanka 
Guardian magazine in Sri Lanka. 
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Ruling party election victory shakes opposition 


By Shim Jae Hoon in Seoul 
T he ruling Democratic Justice Party's 





(DJP) victory at the parliamentary 

election for Seoul's Yongdungpo B 
district held on 18 August was a blow to the 
main opposition Party for Peace and Demo- 
cracy (PPD), which had hoped a win for its 
candidate would counterbalance recent ac- 
cusations of spying against a senior party 
member. 

The poll was also the second ordered by 
the Supreme Court following the invalida- 
tion of two ruling party victories since the 
April 1987 general elections — the other new 
vote was called earlier in Kangwon pro- 
vince. The fresh election was called in 
Yongdungpo following charges of corrup- 
tion and vote buying, and this time vote- 
tabulation as well as balloting proceeded in 
relative peace. 
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In fielding former deputy premier and- 
economic planning minister Rha Woong 
Bae, the DJP indicated its determination to 
deny victory to the opposition party. Rha- 
has considerable support in the consti- 
tuency, where he ran a large confectionary 
manufacturing company for years before 
joining the government. He won the seat by 
some 45,000 votes, giving him a wide mar- 
gin of more than 10,000 votes over his PPD 
rival, Lee Yong Hi. | 

Because of the issue of the PPD's involve- 
ment in a spy scandal through former party 
member So Kyong Won, PPD president Kim 
Dae Jung wanted to make the Yongdungpo- 
election a test of his innocence in the face of. 
the accusation he should have known more 
than he said he did about So's activities in al- 
legedly working on behalf of North Korea. 

In a field crowded with six runners, vot- 
ers opted for Rha in an apparent choice for 
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stability. Not only was he a political 
heavyweight compared with the other can- 
didates, but his credentials as a former fi- 
nance as well as trade minister raised hopes 
he could deliver economic benefits to the 
district — something the PPD's candidate 
would be unable to provide. 

While Rha based his appeal on his ability 
to provide tangible rewards for the electo- 
rate, the voters also sought political modera- 
tion and an end to the government's current 
hardline position over student radicalism. 
"This is a signal from the voters that the gov- 
ernment ought to go ahead with its demo- 
cratic reforms under stability," said DJP 

kesman Park Hi Tae. 

The PPD's Lee Yong Hi lost all but the two 
areas heavily populated by people from 
Cholla region, Kim Dae Jung's home area 
and main political base. This offers a sober- 
ing lesson for the PPD, for unless it can 


quickly broaden its appeal the party may 
face erosion of its electoral base in other re- 
gions at the next election. 

Lee, a veteran of opposition politics, 
campaigned on the single issue of Kim Dae 
Jung's perceived persecution, but even the 
huge crowds that Kim drew during the cam- 
paign failed to help Lee, and he lost heavily 
in the districts middle- and upper-class 
areas. Yongdungpo's electorate is unique to 
Seoul, as its inhabitants range from poor in- 
dustrial workers to middle-class merchants 
and upper-class professionals. Lee's heavy 
losses among middle-class voters signalled 
dark clouds ahead for Kim Dae Jung. 

Centrist candidate Lee Won Pom, from 
Kim Young Sam's Reunification Democratic 
Party, suffered a crushing defeat, scratching 
just 21,000 votes, or 10,000 fewer than his 
last unsuccessful bid two years ago. It was a 
bitter blow for Lee, who had persuaded the 





JAPAN 


Liklthood of electoral reform still looks remote 


Gerrymander-san 





By Nigel Holloway in Tokyo 


hen Japan's new Prime Minister 
Ws Kaifu first outlined his 

ideas in mid-August for regaining 
the political initiative from the opposition 
parties, it was clear that electoral reform was 
low on his list of priorities. He said the gov- 
emment would produce a plan for redis- 
tributing parliamentary seats by November 
1990 to coincide with the centennial of the 
Japanese Diet. Since a general election will 
have to take place before then — in which 
his Liberal Democratic Party (LDP) might lose 
its majority — this suggestion is unlikely to 
be taken too seriously. 

This should cause little surprise, as there 
has been talk of electoral reform 
since the mid-1950s but no- 
thing significant has been done 
to achieve it. Proportional rep- 
resentation was introduced for 
100 out of 252 seats in the upper 
house of parliament in 1982, 
but even that led to calls for a re- 
turn to the old system of ballots 
for individuals rather than par- 
ties. Yet electoral reform is inti- 
mately connected with the 
question of political ethics and 
how to curb the kind of finan- 
cial scandals that have led to the 
resignation of two prime minis- 
ters in as many months this 
year. 

The three main components 
of political reform are: the rais- 


ing and spending of money for elections, 
the number of seats in each constituency 
and the number of votes per seat. Political 
observers say something may be done — 
or at least be seen to be done — about 
the first of these in response to public 
uproar over the vast sums spent during elec- 
tions. 

The second and third reforms have had 
far less impact on public opinion. They are 
also much more intractable and, if they re- 
main unaltered — particularly the question 
of the number of seats per constituency — it 
may be impossible to eradicate "money poli- 
tics" from Japan's political system (REVIEW, 9 
Mar.). Because lower-house electoral dis- 
tricts send between two and six people to 





Kaifu at his election: low priority. 
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court to rule in favour of holding the fresh 
election. 

A native of the constituency, Lee strug- 
gled to break out of the Left-Right mould 
shaped by Rha and Lee Yong Hi. 

But with the campaign polarised be- 
tween the DJP calling for law and order and 
stability and the PPD seeking an all out 
"struggle" for democracy, Lee's argument 
for moderately removing Chun Doo 
Hwan's legacy of strongman politics and 
corruption had only limited impact. 

With its victory, the DJP tone has become 
conciliatory. Party chairman Park Jun Kyu 
said it was time to bury the hatchet and con- 
sider the far-reaching lessons from the poll, 
including the need to revise the electoral 
law. This would be broadly welcomed if it 
ended the tension that builds up during 
each campaign, and could offer centrist 
politicians and voters a chance to be heard. m 


parliament, LDP members probably spe 
more money running against each other 
than in fending off opposition parties. 

The third element — votes per seat — is 
less closely linked to financial corruption, 
but in some respects it may have a more cor- 
rosive effect on the electorate's faith in the 
political system. According to a new report 
from the Home Affairs Ministry, one vote in 
the least-populated electoral district was, as 
of March 1989, 3.18 times more valuable 
than a vote in the most heavily populated 
one. This is a far wider disparity than in 
other major developed countries, and is 
comparable to the situation in Britain during 
the 18th century or the US House of Repre- 
sentatives in the 1930s, an analyst said. 

This disparity is the result of the failure to 
redraw electoral boundaries to reflect the 
movement in population from the coun- 
tryside to the cities. In 1950, 45% of the 
workforce was employed in agriculture 
compared with 7% today. The only part 
response to this huge demographic swiiy 
has been to increase the number of con- 
stituencies from 117 to 130 and to raise the 
, number of seats from 466 to 512 
3 — during a period when the 

number of voters has more 
than doubled to 85 million. 

In the June 1980 general 
election, a vote cast in the least 
populous district was the equi- 
valent of 3.94 votes in the 
most heavily populated one, 
prompting a group of electors 
to sue the government for con- 
travening Article 14 of the 
constitution which guarantees 
that "all of the people are 
equal under the law." In its 
ruling in November 1983, the 
Supreme Court held that such a 
large discrepancy was uncon- 
stitutional and urged parlia- 
ment to rectify the system, 
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though it did not declare the result invalid. 

In May 1986, then prime minister Yasu- 
hiro Nakasone managed to get parliament 
to agree to create eight new seats and 
abolish seven old ones in order to reduce the 
maximum disparity to less than three times. 
It fell, in fact, to 2.92 — still large by interna- 
tional standards. In a ruling made in Oc- 
tober 1988, the Supreme Court said the July 
1986 lower-house election was constitu- 
tional because the gap was under three. 
However, since then the di cy has 
widened once more to well above that fig- 
ure. 
Japan has no mechanism for automati- 
cally adjusting electoral districts and seats to 
reflect population changes. A schedule at- 
tached to the Public Offices Election Law 
says that such alterations should be made 
every five years to reflect the results of the 
most recent national census. Implementing 
this would require amending the law and 

ild therefore need the consent of a 
wjority of members of parliament. This is 
almost impossible to achieve because the 
two largest parties in parliament, the LDP 
and the Japan Socialist Party (JSP), have trad- 
itionally drawn a disproportionate amount 
of their electoral support from the rural 
areas. 


his pattern changed in elections held 
T in Tokyo as well as the upper house 

in July this year, when the JSP swept 
through many former urban and rural LDP 
strongholds. The decine of rural support, 
though, is not big enough to convince the 
Liberal Democrats to cut their losses by con- 
centrating on the urban middle class and 
redrawing boundaries to increase the rep- 
resentation of the cities in parliament. Nor 
would the so-called Young Turks in the LDP 
push hard for a redistribution of seats — be- 
cause like the old guard many of them repre- 

t rural constituencies. 

The fact is that electoral reform would en- 
tail the sacrifice of some MPs in the rural 
areas — and neither of the major parties has 
the stomach for that. A further expansion of 
the number of seats does not appear to be an 
option, because, unlike at Westminster, 
every MP is entitled to a seat in the chamber 
and there is physically no room for more 
chairs. Perhaps a larger parliament building 
is the answer, if the public were prepared to 
foot the bill. 

An ironic footnote to all this is that — ac- 
cording to the latest survey — the most 
heavily represented constituency is not in 
the countryside but lies in central Tokyo, not 
far from the district in Kanagawa with the 
least representation. 

This is because rising land prices have 
forced many Tokyoites to move out to places 
like Kanagawa where land is considerably 
cheaper. Any redistribution of seats, there- 
fore, might merely take power from one set 
of middle-class voters and give it to a similar 
group. a 
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VIETNAM 


No sex please, we're Vietnamese communists 


loy des 


current crackdown on allegedly por- 
nographic video material in Vietnam 
demonstrates how new media is 
eroding longstanding controls on conven- 
tional publishing and broadcasting even in a 
rigid, impoverished and isolated com- 
munist country. 

Vietnamese communist officials, 
alarmed at a sudden explosion of "deca- 
dent" videotapes and reading material, 
have banned the commercial showing of 
videos, fined several publishing houses, 
shut down eight magazines and outlawed 
the sale of half-a-dozen books on sex, ac- 
cording to recent reports in the Vietnamese 
press. “The spread of videotapes and music 


Hanoi book stall: ‘not relevant.’ 


of an unhealthy, decadent nature has 
reached an alarming rate and seriously af- 
fected the young generation,” Cultural 
Minister Tran Van Phac warned in early 
July. 

Under new regulations issued on 8 July, 
only government-approved “cultural, cin- 
ematographic and hotel services” are al- 
lowed to show videotapes for commercial 
purposes and these movies must first be ap- 
proved by the Central Board of Censorship. 
All video recorders must be registered with 
a local cultural office, newly imported equip- 
ment will be sharply taxed and the circula- 
tion of videotapes will be tightly controlled. 

Ironically, the groups targeted by the 
new regulations include military and police 
units as well as government and communist 
party organisations, who used video shows 
to raise money. A crackdown in July in the 
military personnel living quarters around 
Tan Son Nhat Airport in Ho Chi Minh City 
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found 86 commercial video shops offering 
movies with “harmful contents,” according 
to Gen. Le Kha Phieu, deputy director of the 
Defence Ministry's General Political Depart- 
ment. 

A list of 70 violators caught showing 
videos with “bad content” in Hanoi in late 
June included Station No. 99 of the Hanoi 
Capital Military Region, Unit C-29 of the Po- 
lice Department of the Ministry of Interior, 
the Dong Nhan city ward people's commit- 
tee and Vietnam Animated Cartoon Enter- 
prise, according to Hanoi Radio. Some of 


these state agencies may have been trying to _ 


raise funds to bolster their budgets which 
were sharply cut due to the government's 
efforts to curtail spending. 

The number of video players and tapes 
has mushroomed during the past two years 
as the communist party has relaxed its ear- 
lier tight control over the economy. Much of 
the video equipment is imported by the 
growing number of Vietnamese travelling 
abroad and the increasing number of Over- 
seas Vietnamese returning to visit their rela- 
tives. According to government estimates, 
there are now about 40,000 video players in 


the country, only half of which have been — 


registered. 

“People in many localities contend that 
commercial video screening is the best way 
to become rich quickly, and therefore many 
groups have engaged in this business,” 
Phac told the national assembly in late June. 
“Worse still is that many decadent films 
were shown on television in which violence, 
killing, horror and sexual scenes were 
shown. These films attracted large audi- 
ences who claimed that films provided by 
the Central Censor Committee were bor- 
in av 
j PN and printing houses, in à 


scramble to raise money after their govern- — 


ment subsidies were cut, have also got into 
trouble for violating Hanoi's strict publish- 
ing regulations and for testing the limits of 
Vietnamese glasnost. Information Minister 
Tran Hoan told the national assembly in 
June that many of the new books printed in 


Vietnam depict “the details of crimes and — 


sensual scenes of love-making," which are 
“not relevant to Vietnamese customs and 
mores, traditions and ethics." 

Eight periodicals — three in Hanoi and 
five in the south — have been closed for vio- 
lating the country's publishing laws. In 
May, Ho Chi Minh City banned the circula- 
tion of six books, including a translation of 
Everything You Always Wanted to Know about 
Sex but Were too Afraid to Ask. w 
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FGHANIS TAN 


Pakistan starts policy review but US stays hardline 


Give peace a chance 


By Ahmed Rashid in Islamabad 


he Pakistan Government has ordered 

i a long-awaited high level internal 

review of its Afghanistan policy as 

European diplomats and US congressmen 
criticise existing US-Pakistan policy. 

For months there have been numerous 
proposals for peace in Afghanistan on the 
table, waiting for Washington and Is- 
lamabad to take them up seriously. Insis- 
tence by President Ghulam Ishaq Khan and 
the Pakistan army that the mujahideen be 
given more time to improve their military 
position has been part of the growing con- 
flict between the president and Prime Minis- 
ter Benazir Bhutto. 

Bhutto has asked the military’s Inter-Ser- 
vices Intelligence (isi), the civilian Intelli- 
gence Bureau (IB) and the foreign office to 
carry out an Afghan policy review. Heads of 
these organisations and officials from 
the prime minister's secretariat and 
the army form Pakistan’s “Afghan 
Cell,” which decides policy matters. 
Sometimes it includes US Ambas- 
sador Robert Oakley. 

Highly placed sources said the 
IsI's new chief, retired army general 
Rehman Kallu, had threatened to 
resign because his orders were not 
being implemented by junior officers 
still wedded to the hawkish policies 
of the previous ISI head, Lieut-Gen. 
Hamid Gul. As a counter-weight, 
Bhutto has tried to increase the influ- 
ence of the B in Afghan policy, ] 
though it has little experience in Af- — 
ghanistan. 

This internal conflict comes as 
European missions in Islamabad 
are sing increasing opposition to 
the US hardline. Aides to several US con- 
gressmen interested in Afghanistan have 
also visited Pakistan in recent weeks and 
privately expressed their disillusionment 
with Washington's refusal to pursue a politi- 
cal track to end the war. Some said that 
Oakley was now almost single-handedly 
setting US policy and that he was deter- 
mined to continue US military support for 
the mujahideen. 

However, there are numerous peace 
proposals which could be considered. 
The Soviet Union has repeatedly propos- 
ed a ceasefire, an international peace confer- 
ence and "negative symmetry" — the cessa- 
tion of all arms shipments to the Kabul re- 
gime if the US stops supplying the mujahi- 
deen. This proposal has been just as con- 


stantly rejected by the US and Pakistan be- 
cause it would leave the Najibullah regime 
in place. 

However, these Soviet proposals appear 
increasingly realistic to many European dip- 
lomats, if they were part of a wider package 
that included an intra-Afghan dialogue to 
set up a genuine broad-based government 
without Najibullah. 

Former king Zahir Shah has also propos- 
ed a peace package through his cousin Sul- 
tan Ghazi. It has been studied in various 
countries but has received no response from 
the US or Pakistan. 

His document, obtained by the REVIEW, 
calls for a UN-supervised meeting in 
Geneva of 50-60 prominent Afghans from all 
sides who would organise a loya jirga, or 
grand tribal council. 

The 841-member jirga would include 195 
people chosen by the Peshawar-based 
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As the wrangling intensifies, the suffering goes on. 


mujahideen, another 206 chosen by the 5 
million Afghan refugees under UN-super- 
vised balloting, while another 216 would be 
chosen on a geographic basis, which would 
bring in at least 50-70 members of Kabul's 
ruling People's Democratic Party of Af- 
ghanistan (PDPA). The proposal is a classic 
Afghan compromise in which no one fac- 
tion would have an overwhelming majority. 

“I fear ethnic and tribal war because the 
party system as envisaged by the Kabul re- 
gime and the mujahideen interim govern- 
ment is near collapse," Sultan Ghazi told the 
REVIEW recently in Washington. Although 
the jirga idea is rejected by fundamentalist 
mujahideen, Islamabad and Washington 
have never attempted seriously to persuade 
them to accept it. 

Diplomats said the UN would be ready 
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to formalise the secret talks which UN spe- 
cial representative Benon Sevan has been 
conducting for the past year while shuttling 
between Islamabad, Kabul and Peshawar. 
UN Secretary-General Javier Perez de Cuel- 
lar has been mandated by the UN General 
Assembly to mediate a solution, but the 
US has refused to give the UN a formal 
role. 

Formalising and going public with the 
dialogue, with Sevan acting as a go-be- 
tween, could initiate the kind of indirect 
talks between Kabul and Islamabad that led 
to the signing of the 1988 Geneva accords on 
the pullout of Soviet troops. Diplomats said 
such UN-led indirect talks could clear the 
way for direct talks between the mujahideen 
and Kabul. 

The PDPA has long been proposing a 
ceasefire, UN-supervised elections and 
the demilitarisation of the country, includ- 
ing the return of hi-tech weapons to " 
Soviet Union. This pro has been 
jected out of hand by the resistance anc 
backers. Najibullah has also created a non- 
party National Reconciliation Committee to 
talk to the resistance, but it is currently pow- 
erless. 

However, if the US were willing to talk 
and if Moscow were to lean on Najibullah to 
, enhance this committee's powers, it 
* could lead to negotiations without 

Najibullah himself being involved. 

Another suggestion from Pakis- 
tani officials is to encourage a jirga of 
all the guerilla field commanders, 
who would empower a team to 
negotiate with non-PDPA elements in 
Kabul. 

The key to a settlement would be 
the recognition by the US and Pakis- 
tan that the mujahideen interim gov- 
ernment had failed and could not 
claim to represent the Afghan nation. 
The Peshawar-based leaders cor'? 
only be one part of a new gove 
ment rather than its main compo- 
nent, while a settlement could only 
be achieved through a political pro- 
cess and negotiations with Kabul. At 

the same time, Moscow and the PDPA would 
have to recognise that at the end of that 
political process, Najibullah might well have 
to go. 
Sesion diplomats said the US and 
Pakistan could not abandon the mujahi- 
deen, but they had never exercised their in- 
fluence to convince them to start talks with 
Kabul. “It is time for the West to admit that a 
military victory in Kabul is not possible and 
to recognise that unless there is a peace pro- 
cess, regional instability will increase,” a 
European diplomat said. 

With just two months left for this year’s 
mujahideen fighting season before the 
snows come, the prolonged and bloody 
stalemate in the war could continue — un- 
less there is movement on the political 
front. & 
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TAIWAN 


KMT candidate selection sparks resentment 


Bad losers 


By Lincoln Kaye in Taipei 


ith Taiwan's first ever island-wide 
W multi-party elections still nearly 

four months away, the ruli 
Kuomintang (KMT) has already produced a 
bumper crop of sore losers. Three weeks 
after the opposition Democratic ive 
Party (DPP) announced its candidate list, the 
KMT has fielded its own roster, chosen 
through an uneasy amalgam of rimary 
elections, public opinion polling ir back- 
room power brokerage. 

“Ip for grabs in December will be 

2 293 offices including members 
of parliament, provincial assemblymen, 
mayors, county executives, city corpora- 
tors and county councilmen. The ruling 
party's 222-name slate includes 109 
first-time candidates, 59 advanced degree 
holders, 41 women and 181 native 
Taiwanese. The average age 
is 46. 

The party's chief election 
Strategist, Kuan Chung, 
stressed such statistics in an- 
nouncing the standard bear- 
ers, as though to underscore 
the difference between this 
years roster and previous 
KMT electoral line-ups. No 
longer is the list dominated 
by local party bosses and 
ageing mainlanders who fled 
to Taiwan after the KMr's 
1949 defeat in the Chinese 

war. 

«ne new-look KMT drew 
mixed reviews, at best, from 
the party faithful. Bypassed 
candidates and their supporters took to 
the streets. Hundreds threatened to turn 
in or burn their cards. Some picket- 
ed rallies of the party's official standard 
bearers. A few even mooted crossing over to 
the DPP. 

One such maverick threatened to run for 
county executive in Taipei county, home 
district of President Lee Teng-hui (who is 
also KMT chairman). A three-way race there 
could embarrass the ruling party by deliver- 
ing the election to Yu Ch'ing, a powerful ppp 
challenger. 

That was precisely the sort of muddle the 
candidate selection system was supposed to 
avoid. For the sake of strategic flexibility in 
targeting the opposition candidates on a 
race-by-race basis, the KMr left itself free to 
nominate pri victors or not, as the 
party's top brass saw fit. 
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Where primary victors won tickets in the 
December elections, their rivals were quick 
to allege vote fraud. Where primary results 
were over-ridden by ticket-balancing or 
opinion polls, party elders were accused of 
back-peddling on electoral reforms. 

Such public slanging would have been 
unthinkable during the four-decade reign of 
the dynasty founded by Chiang Kai-shek. 
The openness of the KMT's internal bickering 
bears ironic testimony to the success of the 
democratisation process initiated in 1986-87 
by Chiang's son and successor, Chiang 
Ching-kuo, just prior to his death. 

But the fracas also attests to the cen- 
trifugal forces at work in the KMT now that 
no single strongman can act as final arbiter 
among its myriad ground-level factions. 
Ideology aside, patronage is what motivates 
the cadres on whom the party depends for 
its electoral success. Grassroots workers are 
mustered by petty bosses, 
whose long-standing local 
rivalries can be intense. The 
bosses, in turn, vie for the 
favour of central committee 
power brokers. 

So the local satraps see 
it as a breach of trust 
when they find themselves 
sidelined on the pretext of 
primaries and opinion polls. 
All their prior experience 
prepares them more for 
backroom wheeling and 
dealing than for populist 
glad-handing. Seasoned po- 
litical observers point out 
that the party’s electoral 
prospects could be hurt if too 
many local bosses leave the KMT, taking their 
cadres with them. 

Kuan, the election strategist, claims to be 
unfazed by the risk of a few defections. He 
even welcomes the opportunity to “clean 
up” the party, he said. But the KMT has left it- 
self an escape route. Kuan held open the 
possibility that the party could back "allied" 
candidates in the 71 contests for which it is 
fielding no official nominee. 

Perhaps to distance themselves from all 
this unseemly wrangling, a trio of high-pro- 
file “Young Turk" KMT legislators proposed 
to launch what they called "the new 
Kuomintang." What they had in mind, they 
stressed, was not a splinter party, but rather 
a renovation movement. The slogan touted 
by the group as its radical new departure 
from past practice: Offer no bribes and buy 
no votes. a 
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New dimensions to an alleged murder plot 


By S. Viswam in New Delhi 


a 


he protracted no-holds-barred battle 

| between two Indian corporate giants 

assumed sinister dimensions with 

the 31 July arrest of a senior executive of Re- 

liance Industries on charges of conspiracy to 

kill Nusli Wadia, chairman of rival Bombay 
Dyeing and Manufacturing Co. 

Events and disclosures following the ar- 
rests by Bombay police of Reliance executive 
Kirti Ambani, and of Arjun Waghji Babaria, 
and alleged to have hired the would-be 
killers, suggest that this was more than just 
an ordinary conspiracy, to murder. Emerg- 
ing from the story are revelations of direct 
and indirect involvement of powerful forces 
in India’s political, commercial and media 
world. Even Prime Minister Rajiv Gandhi's 
name figures in the story, raising questions 
about political fallout on his ruling Congress 

in parliamentary elections expected 
before the end of the year. 

The two most important figures to 
emerge in the unfolding drama were not the 
alleged conspirators but two industrial ty- 
coons, Dhirubhai Ambani, 56, who is dis- 
tantly related to Kirti Ambani and who has 
built a Rs 38.75 billion (US$2.34 billion) em- 
pire from scratch, and Wadia, 45, who in- 
herited a modest business complex from his 
father and presides over Bombay Dyeing 
and a handful of smaller companies together 
valued at about Rs 3 billion. 

Dhirubhai Ambani and Wadia have been 
rivals for years, with Ambani, well con- 
nected in New Delhi, always maintaining 
the upper hand. While Ambani is said to 
enjoy the favour of the prime minister and 
his office, Wadia is known to enjoy the 
friendship and patronage of Maharashtra 
state Chief Minister Sharad Pawar and 
media tycoon Ram Nath Goenka, whose 
chain of Indian Express newspapers has 
been vigorously championing Wadia‘s 
cause. Simply put, Ambani is viewed as 
pro-Gandhi and Wadia is seen as anti-Gan- 


The unfolding of the alleged conspiracy 
and the arrest of Reliance executive 
Kirti Ambani coincided — probably more 
by accident than design — with the filing 
of a case in Bombay High Court by Wadia 
challenging an order to deport him on the 
ground that he is a British passport holder 
who had overstayed his residence visa. 
Wadia contends that he is an Indian national 
by birth, while the authorities insist that 
since he has not renounced his British 
citizenship, his stay in India depends en- 


Goons and 


politics 


tirely on the conditions of his residence visa. 

The deportation order was served on 
Wadia upon his return to India from a brief, 
routine visit to London on 11 July. Since 
then, he has been fighting a legal battle to 
get his visa extended. Authorities claim itis a 
routine case, but others see it as having poli- 
tical overtones. 

Meanwhile, the arrest of Kirti Ambani is 
regarded in some quarters as aimed at un- 
dermining the proposed flotation and pros- 
pects of a Rs 9.20 billion debenture issue of 
Larsen and Toubro, the largest private- 
sector engineering company in India. Dhi- 
rubhai Ambani acquired control over the 
company in October 1988. The public issue 
is scheduled for early next month. Ambani 
will emerge as India’s largest business house 
if, as expected, the public issue is fully or, 
perhaps, over subscribed. 

Another interesting aspect of the case 
was the personal involvement of Chief 
Minister Pawar and the open support he 
gave to Bombay police to investigate the plot 
and follow through with the arrests. 

Pawar found himself in an awkward pos- 
ition. His friendship with Wadia and 
strained ties with Dhirubhai Ambani left 
him open to charges of favouritism. In the 
event, Pawar brought the alleged murder 
conspiracy to the attention of New Delhi 
and sought instructions from New Delhi on 
how to proceed in the politically sensitive 
case. As New Delhi maintained a discreet si- 
lence, Pawar told the state police to proceed 
with the arrests. Two days after the arrests, 
Pawar met Gandhi in New Delhi and some 
vital decisions on the conduct of the case 
were known to have been taken at that 
meeting. 

After the meeting, the case became more 
politicised when Pawar formally asked the 
central government's Central Bureau of In- 
vestigation (CBI) to take over the probe from 
the state police. Thus while Pawar relieved 
himself from personal political involvement 
in the case, the press raised questions of the 
propriety of the move. 

The CBI's involvement raised eyebrows 
when it became known that its head, 
Mohan Katre, had not only been in Bombay 
on 28 July, just two days before Kirti Am- 
bani’s arrest, but had also been present at 
the High Court hearing of Wadia's deporta- 
tion appeal — a case outside the purview of 
the CBL. Katre and his wife are known to 
have large shareholdings in Reliance and 
his son, Umesh, heads a private company 
which sells Reliance products. 

But at the time of the arrests, the alleged 
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conspiracy seemed incongruous, because 
few believed that a member of the Ambani 
family would resort to murder — and to 
such a clumsy operation, as alleged — to 
deal with a business rival. To some, the 
whole case looked like a frame-up. 

Reliance shares plummeted for a day, 
but stabilised quickly when the possibility of 
a CBI link to the investigation became 
known. However, evidence already ac- 
cumulated by the Bombay police could not 
be easily dismissed. 

The evidence gathered by the police 
indicated that Kirti Ambani had con- 
tacted Babaria in November 1988 with an 
offer of Rs 5 million, part of which was said 
to have been paid in cash, for killing a “big 
businessman." The plan, the evidence 
suggested, was to intercept Wadia and gun 
him down while he was en route by car from 
his office in the plush commercial district of 
Ballard Estate to his Prabhadevi residence. 

The alleged plot was said to have 
vanced" over the months with the pro 
ment of revolvers and get-away cars, and 
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the hiring of three killers for sums ranging 
between Rs 10,000 and Rs 20,000. Among 
the evidence were recorded telephone con- 
versations allegedly between Kirti Ambani 
and Babaria. One of the conversations in- 
cluded a complaint allegedly made by Kirti 
Ambani that the “job” was overdue and tak- 
ing too long. Babaria allegedly assured 
Kirti Ambani that the execution was immi- 
nent. 

Political overtones emerged following 
media disclosures that the prime minister's 
office and the Congress party were sharply 
divided over CBI involvement in the conspi- 
racy case and open association with the 
Ambani family. Some Congress MPs have 
taken the view that support for a particular 
business house would tarnish the party's 
image — which is not too bright in any case 
— in the run-up to elections. 
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WHEN IT COMES TO CORPORATE FINANCE, 
DO YOU HAVE ALL THE FACTS? 


OW you can, with a financial information 
service designed specifically for corporate 
treasurers. Telerate’s Corporate Service. 

A service that gives you specialised real- 
time financial information on your markets, 
whether you're in Hong Kong, Singapore, 
Japan, Australia or New Zealand. 

Telerate’s composite page format clearly and 
concisely covers your most important markets 
at a glance. You can watch market-moving 
events, monitor and plan investment strategies, 
structure a system for hedging and keep an eye 
on your own company investments. 

With Telerate’s in depth commentaries and 
analysis, you can interpret current trends to 


predict future movements, and accurately 
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develop a clear strategic position. 

As a recognised leader in worldwide 
financial information, Telerate gives you the 
tools you need to monitor world markets, 
providing assurance, decision support and above 


all, complete control. 
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Soviets relax guard along Asian land frontier 


By Tai Ming Cheung in Moscow 
and Khabarovsk 


oviet troop reductions in Asia, 

pledged last December by President 

Mikhail Gorbachov, are now well 
under way. But most of the cuts are being 
made in border garrisons facing China, with 
so far little change in the line-up against Ja- 
panese and US forces. 

The cutbacks are cited as evidence of the 
much talked about defensive shift in Soviet 
military doctrine being applied to the Soviet 
Far East, and also an important signal from 
Moscow that it wished finally to end three 
decades of military suspicions with Peking. 

Western and Asian defence circles re- 
main unconvinced about the first claim, but 
the latter point is certainly true: the 
Soviets are trying hard to return Sino- 
Soviet military relations from con- 
frontation to coexistence, and even 
restart limited cooperation. The 
Soviets have invited Chinese officers 
to watch their military exercises and 
begin academic exchanges. So far, 
the Chinese have eschewed these of- 
fers and have limited contacts to 
goodwill messages and hand-shak- 
ing on respective army days. 

By the beginning of July, said 
Maj.-Gen. Oleg I'in, deputy director 
of the Far East Military District's 
Political Directorate, more than 200 
“military systems," such as artillery 
guns and tanks, had been withdrawn 
from along the border. These reduc- 








Opening gambit 


tions, however, hardly affect Soviet military 
capabilities in the area. 

More indicative of a possible lessening of 
Soviet military power in the Far East is the 
reduction of 200,000 troops from east of the 
Urals by the beginning of 1991, announced 
by Gorbachov. If more far-reaching pro- 
posals, most importantly the complete de- 
militarisation of the Sino-Soviet border, 
made by Gorbachov to the Chinese in May 
are agreed, border forts may disappear off 
the map. Peking agreed to the Soviet sug- 
gestion for a joint working group to 
negotiate the demilitarisation, though the 
Chinese have yet to decide when to begin 
the process. 

Soviet defence analysts say they do not 
regard the Chinese as a threat to Soviet sec- 





Soldiers mothballing a tank at Leninski. 


urity, even though the estimated 65 or more 
Chinese divisions deployed, numbering in 
excess of 800,000 troops, outnumber three- 
to-one Soviet forces in the region (not in- 
cluding forces matched against a US-Japan 
threat). Neither were the Soviets concerned 
with the modernisation and blue-water am- 
bitions of the Chinese navy. “We consider it 
very much as a coastal force. It represents no 
threat to us at all," said retired general Vya- 
cheslav Bunin, a researcher at the Institute 
for Far Eastern Studies in Moscow. 

This perception is not reciprocated by 
Chinese counterparts. A debate is raging 
among Chinese defence planners, much 
like in the West, about whether the Soviet 
military machine is fundamentally becom- 
ing more defensive. As yet, no conclusion 
has been reached, and the Chinese, ex- 
tremely conservative when it comes to 
thinking about their Russian neighbours, 
will probably wait it out for more conces- 
sions before reciprocating with disa 
ment measures. But the Chinese d 
graded the Soviet threat in 1985, and unilat- 
erally reduced their standing army by some 
800,000 troops to help cut government 
spending. 

Soviet military officials insist the 
changes are more than just revised 
definitions: there are major reforms 
taking place in how the Soviet forces 
are trained, equipped and organised 
to reflect a switch from offensive 
warfare to a defensive structure 
based on the notion of "reasonable 
sufficiency,” mutual security and mi- 
litary parity. 

The 200,000 troops to be cut — 
120,000 of them from the Far East on 
the eastern sector of the Sino-Soviet 
border, the Pacific seaboard and out- 
lying islands facing the US and Japan 
— represent a sizeable proportion of 
the total forces Moscow admits de- 
ploying in the Far East. Most | 
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post’s main armaments, 10 World War II-era tanks emplaced in 


View from Leninski Fort 


Nowhere is the temperature of Sino-Soviet relations more di- 
rectly felt than among the soldiers of Leninski Fort, a Soviet army 
outpost on the eastern rump of the expansive Sino-Soviet border. 
Hurriedly set up in 1967 — Leninski's buildings are mostly 
wooden, unlike the concrete bunkers usual in other border for- 
tifications — the fort stood poised for war as the ideological split 
between the two communist giants threatened to turn bloody. 
Today, with rapprochement making conflict remote, Leninski 
is a more relaxed place. Boredom and the long harsh winters are 
of more pressing concerns to the soldiers than provocations from 
across the border. Following the Soviet leadership's decision late 
last year to slash the size of the armed forces and put them on à 
more defensive footing, Leninski's operational readiness is being 
- lowered. When the REVIEW was taken to tour the fort, the out- 
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the ground and used as anti-tank , were being disarmed and 
mothballed, and their store of shells withdrawn. Manning is also 
being reduced, from three to two battalions. 

Whether Leninski's rundown, which Soviet military officials 
say is being repeated all along the heavily fortified border, is 
proof of a less offensive military posture is still questionable. 
Leninski has been a purely defensive and intelligence-gathering 
point anyway, to guard against possible intrusions in coordina- 
tion with KGB border forces, and to keep a close watch on Chinese 
military activities. No serious border incidents had occurred since 
the mid-1980s, said the fort commander Lieut-Col Vladimir Bala- 
kin, and the Chinese had greatly scaled back deployments facing 


The demobilisation of a 30,000-strong army corps based in the 
small town of Birobidzhan, some 50 km from the Sino-Soviet bor- 
der, is one big part of the cuts. The corps, divided into three in- 
fantry divisions and one artillery e, will be fully deactivated 
by this December, said its chief of staff Col Oleg Mayorov. When 
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come from ground and air force units dedi- 
cated to the Sino-Soviet border, involving 
the demobilisation of 12 divisions, mostly in- 
fantry, and 11 air regiments, and the scrap- 
ping or mothballing of 16 warships from the 
Pacific Fleet. Three of the four army divi- 
sions in Mongolia will be withdrawn, along 
with both the Soviet air regiments. 
Remaining formations, the Soviet De- 
fence Minister Gen. Dimitriy Yazov has 
said, will be reorganised from "motor-rifle" 
(mobile infantry) into machine-gun 
and artillery units, designed purely 
for defensive operations. These 
machine-gun and artillery forma- 
tions will make up more than 60% of 
the remaining divisions, said political 
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nel in the military district is being re- 
duced by 15%, said Il'in. 

As more evidence of the defen- 
sive Soviet military posture, Soviet 
officials point out that military exer- 
cises in the region are being scaled down. 
Regimental and divisional manoeuvres, in- 
volving 3,000 or more soldiers, this year had 
been cut by half, said Il'in. Naval exercises, 
too, have been curtailed. The Soviet Pacific 
Fleet has scheduled only eight this year, said 
Maj.-Gen. Ulig Markelov of the Soviet Gen- 
eral Staff, as against about 30 joint US-Japan- 
ese naval drills. 

Should Sino-Soviet relations once again 
worsen, however, some of the reductions 
eld be quickly reversed. This is also true 

the Soviet forces being pulled out of 
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ree BAM 
= = Trans-Siberian Railway 


Mongolia which, Soviet officials admit, 
could be returned quickly with a minimum 
of difficulty in a crisis. 

This is one of the reasons why Western 
and Asian governments have so far re- 
mained unconvinced about Soviet rhetoric 
on its more defensive posture. Defence ana- 
lysts point to the establishment at the end of 
the 1970s of the Soviet Far East High Com- 
mand, allowing a system closer to that re- 
quired in wartime — giving commanders 
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much autonomy in a crisis or in war. Soviet 
officials would neither confirm nor deny the 
existence of this command system, but they 
do acknowledge that Far East commanders 
are given more independence of action than 
others. Many of the top Soviet military com- 
manders, such as Yazov and the chief of the 
general staff Gen. Mikhail Moiseyev, are 
former Far East commanders. 

Unlike the reduction taking place in East- 
ern Europe, where the emphasis is on the 
withdrawal of major quantities of weapons 
systems, including 10,000 tanks, and the re- 






moval of offensively dedicated units, such 
a pruning of similar resources has yet to 
take place in the Far East. There has been, 
for example, no decision yet on the number 
of tanks to be cut, admitted Il'in, though a 
decision was expected at the end of this 
year. 

An important reason for not reducing 
tank numbers, which according to Soviet 
figures stand at almost 13,000 in the Far East, 
was that compared to the state-of-the-art 
models, such as the M1 Abrams, 
possessed by the US and Japanese, 
"our 1950s-vintage of T54s are obso- 
lete,” said Iin. Western analysts 
speculate that some of the more 
modern tanks being withdrawn from 
Eastern Europe, such as the T62s, 
T72s and T80s, will end up in the Far 
East as only half of the 10,000 tanks 
will be scrapped. 

Soviet officials agreed their prior- 
ity now would be to upgrade the 
quality of weapons and soldiers to 
compensate for decreasing numbers. 
A debate has even begun on whether 
the armed forces should become vol- 
unteer rather than conscript. 

US defence officials point out that 
already the modernisation of the Far 
East divisions "has been the cen- 
trepiece of Moscow’s ground activity 
in the 1980s." The air force, navy and 
nuclear forces have not been left out, with 
the introduction of increasingly potent com- 
bat aircraft and bigger and more capable 
warships, including aircraft carriers. 

It is, in fact, the increasing modernity of 
the Soviet military machine that concerns 
US and Asian defence planners more than 
any expansion in the size of its forces. With 
better arms, Soviet ability to project power 
grows. US and Japanese concerns are fo- 
cused in two fields: long-range, deep pene- 
tration aircraft, and submarines. In these 
areas, the Soviets have made major strides, 


guns 
base on the outskirts of Birobidzhan, there are only 


turned intoa supply depot. 
The Birobidzhan corps was formed in 1979 to provide defence 
for the Baikal-Amur Railway, the s so-called transport 
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and 152-mm howitzers in a sprawling 

hangers and parking lots. Conscripts wh le 
age vacant i i ts who served 
their compulsory two years' service were demobilised, while the 
others were transferred to other units, said officers of the brigade. 
Officers had a choice to stay on or retire. The base itself would be 


begin its demobilisation at year-end. The two 
corps, with a combined total of more than 60,000 troops in some 
six divisions will account for half of the reductions of the Far East. 


units would be retained, either in stc or transferred to other 
units, military officials said, though there would be a limited de- 
struction of some The vehicles were being 
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with the introduction of Backfire, Badger 
and Fencer bombers equipped with cruise 
missiles, and increasingly quiet submarines 
to evade the US and Japanese controlled 
choke-points. 

Despite these developments, Moscow's 
ability to conduct sustained offensive opera- 
tions along its Asian borders should it de- 
cide to, whether against China or Japan, is 
severely limited. For amphibious opera- 
tions, as would be necessary in an invasion 
of Japan, the Soviets have only one brigade 
of an estimated 7,000 marines, hardly suffi- 
cient to overcome the Japanese. For the 
Chinese, the Soviets could only hope to con- 
duct limited operations confined to a few 
hundred km from the border. For a full-scale 
invasion of China to reach the Yangtze 
River, the Soviets would need more than 
3 million troops, Chinese analysts esti- 
mate. 


he Soviet military posture in Asia is, 
| in terms of Moscow’s priority in mili- 
tary planning being that of Europe, 
defensive in nature. The Far East forces’ 
main strategic mission in the event of an 
East-West military showdown is to deter the 
opening of a second front from forward- 
deployed US, Japanese and even Chinese 
forces. The main US aim vis-à-vis Soviet 
forces in the area is, according to the Penta- 
gon, “to conduct offensive actions against 
the Soviet forces in order to neutralise So- 
viet military capabilities and inhibit Soviet 
transfer of Far Eastern forces to Europe." 

In this respect, Soviet military officials are 
quick to point out that the Soviet-US-Japan 
military balance is heavily weighed against 
them. Writing in the official newspaper 
Pravda in late May, Defence Minister Yazov 
said: "Although we have a 2:1 superiority in 
tanks, the US and Japan have a 2:1 superior- 
ity in personnel, 4:1 superiority in warships 
[though not in submarines] and a 2:1 advan- 
tage in tactical and naval aviation." These 
figures, however, are presumably limited to 
those forces specifically facing the US and 
Japan in the Pacific — around half the forces 
in the Far East — with the China-dedicated 
forces not taken into the reckoning. 

Soviet officials see Japan's efforts to 
rearm as one of the most worrying trends in 
the military situation in Asia, though it is 
specifically the context of the US-Japan sec- 
urity alliance rather than the Japanese mili- 
tary buildup alone that is of most current 
concern. 

The increasingly pessimistic Soviet view 
of Japan's rearmament seems likely to grow, 
with little sign of a major improvement in 
the two states' frosty diplomatic relations. 
Soviet officials see a more forward — even 
offensive — posture being taken by the Ja- 
panese. Naval and air exercises later this 
year, said Markelov, would work out strikes 
against Soviet installations on the Kam- 
chatka Peninsula, Sakhalin, and the Kuriles. 

Given such Soviet concerns over US and 





Soviets return from cross-border trip. 


Japanese military superiority in the region, 
and their offensive military doctrines predi- 
cated on taking any war on to Soviet terri- 
tory, Soviet officials admitted their Pacific 
seaboard forces had been little affected by 
the current reductions. 

The US-South Korean military relation- 
ship is also given the same cold war polemi- 
cal treatment by the Soviets. Moscow, in line 
with its North Korean ally, sees the continu- 
ing presence of US military bases, and the 
“provocative” large-scale annual joint US- 
South Korean military exercise as a major 
source of instability on the peninsula. Even 
without the US military presence, Soviet mi- 
litary analysts say the military balance be- 
tween the North and South would be 
roughly equal, the North's superior num- 
bers more than matched by the South's 
technological edge. 

In this respect, the Soviets have provided 
considerable military assistance to North 


» Korea since the mid-1980s to help narrow 


this ^quantitive" gap in capabilities, usurp- 
ing Peking, traditionally Pyongyang’s prin- 
cipal military aid-giver, in the process. This 
has included MiG 23s and various air-de- 
fence systems. In return, the North Koreans 
have allowed Soviet naval visits, joint naval 
exercises, and Soviet aircraft to overfly its 
airspace for intelligence gathering missions. 
Vietnam is also another of the Soviet 
Union's main military aid recipients in Asia. 
Critics at home say Moscow can ill-afford 
such assistance — official US estimates put 
Soviet military aid to 30 countries in 1987 at 
up to US$21 billion. Under a leadership that 
emphasises political and economic ap- 
proaches in foreign policy over traditional 
military muscle-flexing, it is also seen as 
counter-productive. In North Korea's case, 
said Vasily Mikheev, a researcher at the In- 
stitute for World Socialist Systems in Mos- 
cow, "there have been increasingly diver- 
ent views of the necessity for continue 
itary assistance between the politic 
who see it as not helping the case for reunifi- 
cation, and military chiefs, who view thesitu- 
ation froma purely military perspective." 
Despite the flurry of activity by Moscow 
since 1986 in reforming its military posture 
and undertaking new approaches to rela- 
tions with Asian states, there has been a 
frustrating lack of response from its targeted 
audience. "It is all one-way traffic so far. 
There should at least be some dialogue, 
even if only the Asians would tell us what 
they want," said one Soviet analyst. "There 
are certain limits to how long we can wait, 
and how many unilateral steps we can take 
by ourselves without reciprocity," said Vla- 
dimir Yakubovsky, a researcher at the Insti- 
tute for Far Eastern Studies. a 
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Lowering the military profile has its costs 


Weighing anchor 


hree years have passed since Soviet 

leader Mikhail Gorbachov's Vla- 

divostok speech proclaiming a new 
era in Soviet policies towards Asia. Vla- 
divostok — the centrepiece of Soviet military 
might in the region — would, Gorbachov 
promised, become an open port within a 
few years to spearhead the economic open- 
ing of the Soviet Far East. 

But the port remains off-limits to foreign- 
ers, and no one seems sure when it will fi- 
nally open. When questioned recently in the 
Supreme Soviet, the country's revitalised 
parliament, Defence Minister Gen. Dimitriy 
Yazov replied that it was partially open, but 
only to officially invited international delega- 
tions, of which 37 induding Western 
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academics have visited the city since 1986. 

Vladivostok's uncertain status reflects 
the broader complexities in the change of 
priorities from military to economic policies 
in the Far East. The military community is 
reluctant to throw Vladivostok's doors open 
because sensitive military installations are 
located in the city — though the US proba- 
bly knows about them from satellite surveil- 
lance. 

But it is believed to be a matter of when, 
not if, the city will open, so another impor- 
tant consideration is the economic cost of re- 
locating military facilities. Preparations are 
in the pipeline, analysts said, to move parts 
of the Pacific Fleet, based in Vladivostok, 240 
km up the coast to Strelok. The estimated 
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cost of this would be more than Rbl 300 mil- 
lion (US$475 million), said Vasily Mikheev 
of the Institute of World Socialist Economic 
Systems in Moscow. 

It is ironic that the Soviets are finding that 
demobilisation, glasnost and the relaxation 
of tensions are financially expensive under- 
takings. One of the main rationales driving 
the pruning back of the Soviet military 
machine is the need to reduce its massive 
burden on the national economy, which US 
intelligence estimates say eats up 13-17% of 
GNP. However, recently released official 
Soviet figures puts the defence budget at 
less than half the total of these Western esti- 
mates, at Rbl 77.3 billion. 

It is not known what savings the present 
reductions in the armed forces will produce 
but at least in the short term, it will not be 
significant — the chief cost being housing 
for demobilised officers. For the Far East, 
where locals make up only a small percen- 

' of the ranks, re-housing will be less of a 

Jem. 

What would present major problems 
would be agreement between Moscow and 
Peking on demilitarising the Sino-Soviet 
border, which would require a massive relo- 
cation of Soviet military : 
facilities, which because of 
geography and logistics have 
traditionally been located 
along the axis of the Trans- 
Siberian Railway and, more 
recently, the Baikal-Amur 
Railway, which run dose to 
the Sino-Soviet border. Far 
East military officials are 
not sure if funds are available 
to rebuild bases and lines 
of communication. "It will 
take a minimum of five years 
to move the troops from 
present bases and rehouse 
them in the more inhospita- 2 

regions of central and 
ii uliem Siberia," said Maj.- 
Gen. Oleg Il'in of the Far East Military Dis- 
trict. 

The benefits for the civilian economy 
from the military's restructuring include 
the handing over of military vehicles and 
facilities such as airfields and ports to civilian 
enterprises. Forestry and oil drilling enter- 
prises in Siberia in particular will profit from 
the surplus of ex-army trucks and tracked 
carriers. The heavy burden of military use 
on the rail system will be reduced. 

The conversion of military industrial 
plants, regarded as the technologically most 
advanced sector of the economy, could help 
boost Siberia’s chances of drawing in much 
wanted foreign investment, especially in 
manufacturing rather than raw material pro- 
cessing ventures. Soviet officials said the de- 
fence industry's production of civilian goods 
will increase over the next few years from 
the present 40% to 60% of the defence sec- 
tor's total output. u Tai Ming Cheung 
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DEFENCE 3 


Asians hard to convince about Soviet sincerity 


Lifting the curtain 


ment has warily stepped from the 

shadows in an effort to convince its 
sceptical Asian neighbours that it is neither 
as threatening or formidable as it might ap- 
pear. In recent months Soviet military offi- 
cials have provided previously classified 
data — albeit selectively — on their forces in 
the region and the nature of the reductions 
currently taking place. 

In late May, Defence Minister Gen. 
Dmitriy Yazov disclosed Soviet forces in the 
region totalled almost 600,000 troops, 12,600 
tanks and 1,290 combat aircraft — excluding 
non-combat support personnel and units of 
the strategic rocket forces based in the area. 
These forces are distributed between two 
army groups, one facing China and the 
other the US and Japan, and comprise 

around 25% of the Soviet 
Unions 3 million strong 
armed forces. 

The arfy group de- 
ployed against China num- 
bers 271,400 troops, 820 air- 
craft, 8,100 tanks, 10,200 ar- 
moured personnel carriers 
and 9,400 artillery pieces, 
while the army group ar- 
rayed against the US and 
Japan has 326,200 soldiers, 
4,500 tanks, 4,100 armoured 
personnel carriers, 7,000 ar- 
tillery pieces and 870 combat 

M aircraft — 470 in the strike 
T role. Although the Soviets 
differentiate between China 
and Japan-assigned army 
groups, the relative ease troops can be 
moved between fronts suggests their inter- 
operability may be more flexible than this 
theatre designation suggests. ; 

Given the technological edge Japanese 
and US forces have over the Chinese, the 
Japan-dedicated army group is presumably 
equipped with more modern weapons sys- 
tems. However, the majority of Soviet divi- 
sions in the Far East are maintained at "not 
ready" levels — which means they only 
have a fraction of the allocated personnel, 
sometimes as low as 10-20%, and would re- 
quire at least a week to mobilise. 

The Soviet Pacific Fleet, which has 
emerged as the largest and most capable of 
the country's four geographically divided 
fleets, has 55 major surface warships — in- 
duding two Kiev-class 30,000 tonne aircraft 
carriers — and 40 conventional and 48 tacti- 
cal nuclear submarines. 

These Soviet supplied numbers are 
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lower than Western estimates. The US De- 
partment of Defence puts Soviet forces in 
the Far East at 57 army divisions ( num- 
bers are not given), with 14,900 tanks, 1,300 
tactical aircraft and a growing Pacific Fleet 
of some 77 major surface warships and 98 
submarines. Soviet officials say the Wes- 
tern figures are "artificially" high as they 
include non-combat personnel and their 
definition of a major warship is lower. 

Soviet officials insist that the overwhelm- 
ing bulk of these forces are ground units 
whose main task is defensive, and that com- 
pared to the US and Japanese forces they are 
significantly weaker in naval and air power 
projection. In addition, the US and its allies' 
armed forces are equipped with more 
sophisticated ey a systems. 

Therelease of the figures, while not prov- 
ing Soviet military forces are merely suffi- 
cient for their defensive requirements as the 
Soviets argue, does meet a basic first step 
that various Asian states have demanded — 


greater openness on the size and disposition 


of Soviet military strength in the region. 

Unlike the arms reductions taking place 
in Eastern Europe or the destruction of mis- 
siles under the Intermediate Nuclear Forces 
Treaty — where foreign observers and jour- 
nalists have been allowed to witness the 
process — whatever reductions have been 
taking place in the Far East have remained 
off-limits until very recently. The REVIEW 
was the first foreign news organisation al- 
lowed to inspect military facilities involved 
in the reduction. 

One reason for the contrast in approach 
between the eastern and western parts of 
the Soviet Union is the nature of the audi- 
ence Moscow is seeking to influence. Com- 
pared to the active concern of the electorates 
in Western Europe — where the Soviet 
"threat" looms large — Asian audiences are 
generally more passive about the Soviet mi- 
litary presence in the region. This may re- 
flect in part a lack of democracy in some of 
the countries, as in China, and or the "off- 
limits" nature of national security issues for 
civilians, as is often the case in South Korea. 
Moscow has therefore felt little urgency to 
promote the arms reduction process in Asia 
beyond the region's ruling élites. 

Nevertheless, the Soviet authorities have 
started to realise that a more open and posi- 
tive image of its military posture will go 
some way to cating AM fears. In early 
July, foreign journalists and observers were 
allowed to monitor, from a distance, an 
exercise by the Pacific Fleet. 

a Tai Ming Cheung 
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Guest Traveller’s Tales 


hat a treat it is in these bleak 
days of martial law in China to 
catch the weekly Mongolian 
express to Ulan Bator from Pe- 
king’s central railway station. No tourists, 
and only a Yugoslav commercial attaché re- 
turning home on leave. The plump Mongo- 
lian attendants, in their rakish berets and 
sky-blue outfits are homely and polite; that’s 
good, because it is a 30-hour journey over 
800 miles. 

It is a relief to leave behind the tensions of 
Li Peng’s domain. Beyond the Great Wall 
are the ancient steam trains, the walled vil- 

s (with a television antennae on every 

1e) and the big sky and fresh air of Inner 
Mongolia. Mao Zedong used to threaten in 
the 1960s to re-join the Mongolian People's 
Republic to the “Chinese motherland.” And 
the Peking regime sometimes claims Gen- 
ghis Khan was a "great Chinese king." 

But surely there is one irrefutable argu- 
ment against either Inner or Outer Mongolia 
really being part of China, and that is the 
Great Wall itself. Why the need for a wall, if 
the Mongols were part of the Chinese 
ha ily? 

There are few visible Mongolians in the 
Inner Mongolian Autonomous Region of 
China nowadays, and there was no trouble 
in Hohhot, the capital, during the recent 
disturbances elsewhere in China. With 
lamaseries trashed, ancient books burned, 
and 10,000 Inner Mongolians killed during 
the Cultural Revolution, there are now five 
Chinese for every Mongol. Most Mongo- 
lians prefer to stay out on the grasslands 

i their herds and in their gers (one should 
say “yurt” in these nationalistic days in 
Mongolia — it is a Russian word). 

There is a Chinese restaurant car on the 
train as far as Erlien on the Sino-Mongolian 
border. The food is passable, but even 
though there are no tourists, the appearance 
of two travellers in the dining car is not par- 
ticularly welcomed by the staff, who are 
loafing around and chatting together. The 
suggestion book carries its own warning: 
"Don't let the buggers overcharge you for 
the set-price meals," warns one entry by a 
"pissed-off Aussie." 





At the border, we are shunted off into the 
huge shed where the carriages are jacked up 
and wheels changed for Mongolia's slightly 
broader gauge. The work is done by friendly 
young Chinese women. Back at another 
platform in Erlien, where night has fallen, 25 
Chinese soldiers search the train thoroughly 
in the dark. They lift up the seats in our 


sleeping compartment and explore under 
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the carriages with torches. Not much chance 
of a student slipping out this way. 

In the moonlight, one can just pick out 
the border post, and almost immediately 
the train halts and Mongolian soldiers in 
jackboots approach with dogs. The nice 
thing about Mongolia is that it really looks 
the way you think it should look. It resem- 
bles a film set for a 1930s movie about Mon- 
golia, if there ever was such a thing. And the 
customs and immigration men who board 
the train at Zamdyn Ude look like extras 
prone to over-acting. 

Later, the sun rises across the Gobi, and 
the panoramas are splendid: the lone horse- 
men in their robes and trilby hats on their 
sturdy, long-maned ponies, the herds of 
Bactrian camels, the felt gers. Buzzards and 
kites survey you from the tops of telegraph 
poles. And there is, of course, the seemingly 
endless, but never tedious, steppe on the 
fringes of the Gobi. 


Arriving at Ulan Bator station, the ab- 
sence of Russian troops was immediately 
evident. They had always been here on my 
previous trips. I negotiated with a taxi- 





Milking mares near Karakorum: charm. 


driver, and went to fetch my luggage. When 
I returned, there was a black-market money 
changer in the front seat, offering eight 
times the official rate, 25 tugrits to the US 
dollar instead of three. Later, in the hotel 
foyer, one overhears another visitor ask a 
companion: "Where did you say you ex- 
change money? Is it under the statue of 
Lenin or Stalin?" In fact, you make the con- 
nection beneath Stalin's statue, and the 
money exchange is effected outside a nearby 
lamasery. It seemed an ideal place to be pick- 
ed up by the datodin yam, the secret police 
(less active in these days of “renewal,” butnot 
defunct), that I took my custom to the bank. 
The Hotel Ulan Bator is like a parody of a 
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Soviet hotel of the 1950s, its lobby full of 
overstuffed chairs and overstuffed people. 
"This is the worst hotel I have ever seen, and 
I've stayed in over 1,000," one frequent 
traveller told me. I do not agree: the Hotel 
Ulan Bator has a kind of sleazy socialist 
charm, and is part of the genial looniness 
that makes Mongolia so appealing. 

The dining room was the same as I re- 
membered it from 1972 and 1986, though 
the black juke-box standing in solitary splen- 
dour was a newer one. The clientele was 
mostly Soviet and East European, and I 
thought it a bit much when a Bulgarian 
started cursing a waitress for slow service. 
Had he ever tried to get served in a Bulga- 
rian restaurant? 

The food does have a kind of deadening 
monotony. The Mongols regard the con- 
sumption of vegetables and fruit with some- 
thing approaching horror. Even though the 
lakes and rivers of Mongolia are stuffed with 
fish, they do not count it as "real food." 
"Real food" for the Mongols is mutton and 
beef, heaped in unappetising platefuls. 

The old juke-box turned out to be in the 
bar, which was packed each night with | 
people from the different republics of the 
Soviet Union. Unlike the old days, they are 
happy to talk. Some get boisterous, and it is 
fun to watch the Mongol barmen toss the 
Russians out. " 


The problems of the modern world have 
not neglected Mongolia. The people seem 
extremely ecology conscious. Even AIDS is 
an issue. I read in the Mongolian press that 
16,000 people from the "high risk groups" 
had been tested here for the killer virus, but 
no case of HIV positive was found. What on 
earth is a "high risk group" in Mongolia? 
One foreigner said she had been told au- 
thoritatively there were 57 homosexuals in 
the country. Mongol gays? What would 
Genghis Khan have said? 

But there could be potential problems. 
Mongolia's population has just tipped 2 
million, not many for a country almost the 
size of Western Europe. In order to boost the 
birth rate, contraception is illegal — as is 
abortion except in cases where the mother’s 
life is endangered — so safe sex will not be 
easy to promote. Mongols told me that it is 
more shame for a woman of 30 to be without 
a child than without a husband. 

A recent press article complained about 
prostitution around tourist hotels, though 
Mongolians in general seem sexually liber- 
ated. Even so, that did not prepare us for the 
most unexpected moment of our visit: a con- 
frontation with a flasher in Lenin Park. m 
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SINGAPORE 1 


Women grab opportunities presented by economic growth and a labour shortage 


Battle of the sexes 


By N. Balakrishnan 


hanks to the relentless Singapore 

Airlines advertisements, the image 

the world has of the “Singapore 

Girl” is that of a petite, Chinese 
stewardess. She looks like a soft-focus Suzie 
Wong in a sarong, and her sole aim in life 
seems to be catering to the whims of a travel- 
ling, usually Caucasian, businessman. 

The foreign media, too, seems to convey 
an image of the oppressed Singapore 
woman, as they report with a mixture of 
amusement and horror the government's 
"breeding" campaigns urging Singapore 
women to marry and if they are graduates, 
to bear many children who will, in turn, en- 
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large the nation’s labour pool and safeguard 
its collective IQ. 

Sexism and discrimination do exist, but 
Singapore's economic growth and indus- 
trialisation also have given women many 
opportunities for advancement, sometimes 
in spite of official policies. After an early start 
in the 1950s, when women's rights were en- 
shrined in law, the People's Action Party 
(PAP) has been following an ambiguous po- 
licy. "^Singapore's industrialisation requires 
women in the workforce, yet politicians also 
want to retain them in their traditional posi- 
tion at home," was the way one academic 
put it. 

Contemporary Singapore must be one of 
the few countries outside of the Middle East- 
ern theocracies that impose quotas limiting 
the number of women in educational in- 
stitutions, a form of sexual apartheid. De- 
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spite this, half of Singapore women work, 
with many occupying senior positions. 

The rapid growth of the service economy 
in Singapore, where women traditionally 
have done better, has given Singapore 
women, whose educational levels are rising 
faster than males, a better record than 
women in any major Asian country, includ- 
ing Japan, when it comes to career oppor- 
tunity or advancement. 

Singapore’s female labour participation 
rates, the awkward term used by eco- 
nomists to measure how many of the wo- 
men in an economy are working, is now 
well ahead of many of the Asian countries 
and even many of the developed countries, 
with the exception of Sweden and Canada. 

The success story of Singapore women in 
the workforce mirrors the economy’s suc- 
cess. For example, only 54% of women aged 
20-24 were in the labour force in 1970, but 
the proportion jumped to 78% by 1980 and 
to 81% in 1988. The main reason for this, of 
course, is the limited size of the republic's 
population and the consequent chronic la- 
bour shortage. With a population of about 
2.4 million, the country’s workforce is only 
about 1.3 million and has to be supple- 
mented by more than 100,000 foreigners. 
Hence, there is little choice but to increase 
the participation of women in the labour 
force, which gives them economic freedom, 
a more valuable asset than rights granted in 
law. 

The decrease in labour force participation 
of women aged 15-19 from 43% in 1970 to 
27% in 1988 means that more girls are pursu- 
ing higher education and their presence in 
professional positions is likely to increase in 
years to come. Employed women already 
are better educated than men, with 56.1% 
having had at least a secondary education 
compared with 46.9% for males. Men still 
are more likely to have university degrees, 
but if current trends continue, there will be 
more women with tertiary qualifications 
than men within a decade. 

Since 1982 more women than men have 
entered the National University of Singa- 
pore, the only university in the country. Sin- 
gapore women, far from being a Southeast 
Asian version of Suzie Wong, are flooding 
the medical and law faculties of the local uni- 
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versity in such numbers that the govern- 
ment has introduced informal quotas limit- 
ing the intake of women students, on the 
dubious theory that a balance of male stu- 
dents must be maintained in these faculties 
so as not to exacerbate the problem of un- 
married graduate women. There is said to 
be a maximum quota for women in the med- 
ical faculty of 33%. 

Despite this record of academic achieve- 
ment, women in Singapore are not spared 
that almost universal phenomenon 
women earning less than men for the sa 
job. In 1987, Singapore women earned 
about 75% of what men earned while 
American women earned only 70% and Ja- 
panese women were paid about 50%. 


Hardly a Suzie Wong figure .. . 


As for legal rights, women’s rights to 
abortion and birth control have never been 
legally challenged in Singapore. Most of 
these legal rights stem from the Women's 
Charter passed in 1961 when the ruling PAP 
used to bill itself as "socialist" and set out to 
eradicate what it saw as the evils of old 
Chinese society, such as polygamy and con- 
cubinage. Singapore's divorce law provided 
for mutual consent and prolonged separa- 
tion as grounds for divorce two years before 
Britain's did. 

There is, however, discriminatory 
legislation in Singapore. It is easy, for 
example, for foreign women who marry 
Singapore men to obtain Singapore citizen- 
ship, but it is almost impossible for a Singa- 
pore woman to obtain citizenship for her 
foreign husband. The minister of home af- 
fairs once justified this by saying: "It is the 
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law and common practice in many countries 
of the world that a wife should follow her 
husband." 

In the civil service and in most private 
companies, the husband of a woman em- 
ployee is not eligible to medical and other 
benefits that accrue to the wife of a male em- 
ployee. On the other hand, the Employ- 
ment Act gurantees eight weeks of mater- 
nity leave for all employees, and in the civil 
service it is possible to extend the maternity 
leave up to four years on an unpaid basis. 

One of the main reasons that the ad- 
vances Singapore women have made are 
not fully realised abroad and perhaps even 
at home is the almost total absence of 
women in Singapore's politics at senior 
levels. Since there are no leading women 
politicians there are no role models for 
younger Singapore women. 

The political participation of women, or 
the lack of it, is closely tied to the views of the 

. And the party's meandering views on 

nen's issues in the past three decades 
also reflect the evolution of PAP policies from 
those of a leftwing revolutionary party to an 
extremely conservative one. 


said that "there is no place in the 

socialist society for the exploitation of 

women. The PAP believes in the princi- 
ple of equal pay for equal work." Hence, the 
Women's Charter was passed in 1961 and 
equal pay was introduced in the civil service 
in 1962. There were eight women candi- 
dates in the 1959 elections and all of them 
were elected. 

In its early days, the PAP also attracted 
feminists such as Chan Choy Siong, who 
was one of the PAr's first MPs. In 1959, for 
instance, she said: "Women in our society 
are like pieces of meat put on the table for 
men to slice. We cannot allow this inequality 
in the family to exist in this country. We will 

ate women from the hands of the op- 
sor." 

With the retirement of Chan from politics 
1970, and as the PAP moved away from its 
leftwing origins, women disappeared from 
political prominence for 14 years, until 1984. 
In that year the PAP elected three women 
MPs; a decision some sources say was 
prompted by an unpublished study that 
showed women were increasingly favour- 
ing the opposition over the ruling party. 
And to demonstrate the PAP's seriousness 
towards women voters, the party on 2 July 
inaugurated a Women's Wing, under Ailine 
Wong, whois currently one of its MPs. 

The movement of women up the eco- 
nomic rungs is likely to have profound im- 
plications for Singapore's future political 
landscape, as the PAP seems to be belatedly 
recognising. And there are reasons to be- 
lieve that the opposition, or at least the lib- 
eral wing of the PAP, may gain from it. 

One thing that the women of Singapore 
are not required to participate in is the na- 
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... Often an over-achiever... 


tional service, a mandatory conscription of 
all males 19 years of age for about two years. 
This means that young women already are 
two years into their university course when 
their male contemporaries enter the first 
year. Since this policy was implemented in 
1967, the beginning of the boom years, the 
girls have had a head start in the job market 
and this is one of the factors that have led 
them to consolidate their hold on many of 
the professions, particularly in the service 
industry and the media. 

For example, about 90% of the reporters 
in the leading English-language newspap- 
ers, The Straits Times and the Business Times 
are women, but all of the senior editors 
remain men. Teaching, too, is a woman's 
domain in Singapore. Nearly 100% of kin- 
dergarten teachers, 6576 of teachers in pri- 

and secondary schools are women, 
but only 39% of the principals and 32% of 
the vice-principals are women. 

Whether the national service succeeds in 
moulding soft, urban Singaporeans into 
tough soldiers is a debatable point. It does, 
though, seem to succeed in inculcating gov- 
ernment ideology or at least instil a sense of 
the risk involved for those who defy the gov- 
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ernment. Most of the 22 young profession- 
als arrested by the government in 1987 for an 
alleged “Marxist Conspiracy" under the In- 
ternal Security Act, which allows for deten- 
tion without trial, were women. Most of the 
interrogators and Internal Security Depart- 
ment officers were men. 

The connection between national service 
and political timidity was acknowledged by 
the prime minister's son, Minister of Trade 
and Industry Lee Hsien Loong, when he 
said that one reason there were so many 
women among those arrested as subver- 
sives may be because they are exempt from 
national service, and therefore failed to be 
properly inculcated with Singapore's "na- 
tional ideology." 

The younger Lee was mostly likely refer- 
ring to the fiesty woman lawyer, Teo Soh 
Lung. She and Vincent Cheng, are the only 
two of the original 22 "Marxist conspirators" 
who remain in detention. Teo is the only 
one who has persisted in legally challenging 
the government, despite clear signals that 
avoiding any legal challenges and expres- 
sing repentance would lead to early release. 
Impressed by her resoluteness, Bernard 
Levin, the columnist for The Times of Lon- 
don has "adopted" her under a scheme for 
political prisoners promoted by Amnesty In- 
ternational. 

The women of Singapore are, of course, 
not a homogenous community, but are di- 
vided by ethnicity and class. In the past, the 
labour participation rates of Chinese women 
were higher than that of Malays or Indians. 
But by 1979, Malay and Indian women were 
entering the workforce at a faster rate than 
Chinese women. 

This means, as MP Ailine Wong puts it, 
“the dislocating effects of industrialisation 
may have been more drastic for Malays and 
Indians.” 

There -is ample evidence that govern- 
ment policy favours women of higher edu- 
cational and income levels. Married women, 
who have at least five O Levels, can claim up 
to $$10,000 (US$5,100) in tax relief for each 
of their first three children. Less educated 
women under 30 years of age will be given 
S$10,000 in tax relief only if they agree to 
sterilise themselves after having their first or 
second child. 

The mobility of women in Singapore 
does not mean that they have all now 
moved into the realms of the middle class. In 
this supposed land of the gentle “Singapore 
Girl,” teenage girl gangs, some of them 
armed with butter knives and ice-picks, are 
emerging. These gangs, reports The Straits 
Times, “intimidate their victims with fists 
and knives, often rob them and sometimes 
beat them on the slightest provocation.” 

It is not clear how effective the Singapore 
Government will be in retarding or revers- 
ing the progress that women have made in 
Singapore. Given Singapore’s labour short- 
age, there is a natural limit to the govern- 
ment's control of women's progress. a 
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SINGAPORE 2 


A bureaucratic lonely hearts’ club plans romance 


The state as Cupid 


hy is it that Singapore women, es- 
W pecially those with a college educa- 

tion, do not seem particularly in- 
terested in getting married? And when they 
do, why is it that many of them do not want 
to have children? Such concerns used to be 
the monopoly of ducking mothers and 
mothers-in-law, but in Singapore they are 
considered an important, if not the most im- 
portant, aspect of national policy. Career 
women in Singapore are not only subject to 
familial pressure on the question of marriage 
and motherhood, but they also have to 
withstand a government onslaught. 

The government's anxiety arises not so 
much out of concern for the social and emo- 
tional well-being of women, but because 
Singapore is now suffering from an acute la- 
bour shortage. So bad is the problem that it 
has become the main constraint on the re- 
public's economic growth. 

The campaigns are specifically targeted 
at educated women, since Prime Minister 
Lee Kuan Yew believes they are likely to 
bear the children with the most 
potential. Also, only about 4% 
of women without degrees re- 
main unmarried, compared 
with about a third of graduate 
women. 

Itis a curious twist of history 
that the Singapore Govern- 
ment should find itself worry- 
ing about a low birth rate. For 
- the two decades following self- 
rule in 1959, the government 
adopted a strong, birth-control 
policy, coupled with a liberal at- 
titude to abortion. As a result, 
by 1975 the number of births 
declined to the point where 
it matched the mortality rate. 
But it did not stop there. 
By 1987, the net reproduction 
rate, which takes into account 
infant mortality, stood at 0.722. 
The rate required for replacement is 2.1. 

Then came Lee's 1983 Great Marriage 
Debate speech — as it has been dubbed — 
and the government abandoned its Two is 
Enough policy and started offering incen- 
tives to encourage women to have more 
children, particularly women with a college 
or secondary education. What worries the 
government is that the Chinese population 
is growing only at 1.4%, a much slower rate 
than that of the Malays, at 1.86%, and the In- 
dians, at 2.476. 

Birth rates, particularly for the Chinese, 
showed a small increase in 1988, the Year of 


the Dragon in the Chinese calendar. Since 
such a lunar year is considered an auspi- 
cious time to have babies, it is still unclear 
whether the long-term trend is for an in- 
crease in Chinese birth rates. 

The ience of other countries shows 
that fertility rates which decline alongside 
rising affluence and education standards are 
almost impossible to reverse.The enormity 
of the task can be gauged from the fact that 
there were about 52,000 births in Singapore 
last year and about 23,000 abortions. 

After the Great Marriage Debate speech, 
the government created the Social Develop- 
ment Unit (SDU), a kind of bureaucratic 
lonely hearts’ dub which, for instance, 
throws parties and organises cruises to bring 
together young singles. Woman over 40 are 
not invited, because they are over the repro- 
ductive age, though they presumably are 
even lonelier than younger women. And 
the unit only entertains Singaporeans who 
have at least a secondary education. 

Ever eager to trumpet its achievements, 





the SDU has announced that since its found- 
ing there have been 4,000 marriages be- 
tween its members and non-members. It is 
aiming to reach the 10,000 mark in the next 
five years. To reach a wider audience, the 
SDU has been running commercials on tele- 
vision and placing advertisements in news- 
papers to instil the belief that "family is fun." 
The campaigns lay great weight on what 
they call traditional and Asian values, but 
this masks the historical reality. 

Like many immigrant societies, early Sin- 
gapore consisted mostly of single males; the 
few women were mostly prostitutes or 
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cabaret singers. There also was an interest- 
ing group of women construction labourers 
known as Samsui who were sworn to celi- 
bacy and lived in women-only com- 
munities. As late as 1957, Singapore's gen- 
der ratio was so unbalanced that there were 
1,217 men for every 1,000 women. 

The spu's approach to nurturing ro- 
mance is less than sophisticated: Cupid 
could easily be mistaken for a scoutmaster. 
For instance, the e of a SDU-or- 
ganised picnic reads as follows: Lunch at 1 
p.m., followed by Song Time at 4 p.m. and 
then, at 6 p.m., Joke Time along the Beach! 

The SDU also has taken on the question of 
what role cultural perceptions play in help- 
ing or hindering the path of true love. The 
organisation seems to be campaigning more 
among women than among men. It advises 
women not to be too discriminating about 
their choice of partner, and reminds them 
that it is their duty to society to bear child- 
ren. 
Helen Wang, the SDU deputy dire  . 
once was quoted as saying: "They [Singa- 
pore women] want looks. They want 
money. They want security. They want tall 
man. We have to change those ideals. You 
cannot look for Mr Right or Mr Perfect. So 
we ask our women to play softer, to play a 
little dumb if possible.” 

Wang is not one to spare the feelings of 
Singapore's men: "They are scorned as 
nerds. They do not know how 
to behave, what to do with 
girls. We have lots of nerds 
around here." Uncouth male 
suitors are offered courses in 
Western table manners and 
ballroom dancing by the SDU. 

Oddly, the real problems of 
career women who want to 
have children, such as the lack 
of high quality and easily acces- 
sible child care, are only now 
being addressed. The gov 
ment also is contemplá..g 
making it easier to hire foreign 
maids, though with 40,000 of 
them already working in the 
country, Singapore has nearly 
twice as many maids per capita 
than Hongkong. 

Singapore women, who 
complain that the government 
views them as reproductive machines 
with a "use-by" date, might be more 
convinced by state provision of child 
care than by abstract calls to national 
duty. 

There is no reason to believe that 
women's problems in Singapore are sub- 
stantially different from those of women in 
other parts of the developed world, contrary 
to the theories of the Singapore Govern- 
ment. It is just that these changes happened 
so suddenly, and in Singapore every social 
phenomenon is subject to rigorous scru- 
tiny. a N. Balakrishnan 


31 AUGUST 1989 








The Swiss Bank Corporation (Overseas) Limit- 
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An entirely different ball game 


You Gotta Have Wa by Robert Whiting. 
Macmillan, New York. US$17.95. 


When major-league batting star Bob 
Horner arrived in Japan in 1987 to play a sea- 
son for the Yakult Swllows he said: “This 
place is great.” Twenty-nine games later he 
said: "I've got to get out of here; I can't be- 
lieve this shit." 

The story of Japan's various collisions 
with the West — collisions of expectation as 
much as of philosophy or practice — has 
been told many times, but only once before 
in the context of baseball, and that was by 
Robert Whiting in his 1977 The Chrysan- 
themum and the Bat. To an extent, Whiting's 
new book rehearses again the points made 
in the first: that, superficial appearances not- 
withstanding, Japanese yakyu is an entirely 
different ball game from its ostensible model 
in the US and that a study of the differences 
can be highly enlightening in fields far re- 
moved from sport. 

Japanese baseball has "its own set of as- 
sumptions and values." Chief among these 
are that "hard work and quality control" are 
the main essentials, producing a game that 
is at once "as clear an expression of the Ja- 
panese character as one could find," "barely 

isable by Americans" and com- 
pletely lacking in joy. Training for the game 
consists in "endless practice, iron-handed 
discipline" and "blind obedience to tradi- 
tional virtues" and, when American players 
are involved, the result is almost invariably a 
"clash of free-spirited individualism with Ja- 

.panese groupthink." 





Two of the most absorbing of Whiting’s 
new chapters concern the Seibu Lions fran- 
chise, which is owned by Yoshiaki Tsu- 
tsumi, by some accounts the wealthiest man 
in the world, and the annual summer high 
school tournament at Koshien stadium. The 
latter is all about "spirit," ^purity," "sacred- 
ness" and "the crucible of youth," while the 
former demonstrates what happens to this 
“crucible” once big business takes it over. 
But the bulk of Whiting’s book is concerned 
with chronicling the reactions and conclu- 
sions of American players in Japan, and it is 
here that Whiting is at his best and his sub- 
ject at its most revealing. 

If you set out to invent the perfect 





Make wa not love. 





A party by any other name 


Military Ascendancy and Political 
Culture: A Study of Indonesia's Golkar 
Leo Suryadinata. Ohio University, Athens, 
hio. No price given. 

Studies of Indonesia's ruling quasi-politi- 
cal party, Golkar, are fashionable because it 
is one of the country's few visible political 
structures. Identifying Golkar's precise role, 
though, is difficult primarily because of the 
government's reluctance to call it a political 
party at all. 

Years of animosity among parties, 
and failure to form lasting governments 
in the first years of independence, were 
followed by the turmoil generated in 
the mid-1960s by the strength of the Indone- 
sian communist party. Such was the bitter 
conflict this caused that the military, 
which has dominated politics since 1965, 
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sought to create its own structure. 

Granted the inherent difficulties of satis- 
fying all of Indonesia's social, religious and 
ethnic groups with a political platform of 
their own, few Indonesians have any illu- 
sions about the nature of the system they 
have instead. Under Suharto, a streamlined 
party structure emerged. This encompasses 
three main groups: Christian Nationalists 
represented by the Indonesian Democratic 
Party (PD), Muslims ted by the 
United Development Party (PPP) and the mi- 
litary-bureaucratic élite, which more or less 
defines Golkar. 

Using i secondary sources, 
Suryadinata charts the development of Gol- 
kar from its early origins in 1964 as an or- 
ganisation set up by the armed forces (Abri) 
to combat the influence of the communist 
party. The transformation of what was then 
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metaphor for Japan's relations with the out- 
side world, you would be hard pressed to 
come up with a better one than Whiting has 
found in baseball. American players (par- 
ticularly former major leaguers) are hotly 
sought after, very highly paid and the ob- 
jects of unremitting media scrutiny. They 
are also subject to a quota system (only two 
active players per varsity team), are invari- 
ably blamed when things go wrong, are the 
objects of undisguised racial discrimination 
(“Nigger!” the Hanshin Tigers’ fans used to 
scream at Reggie Smith) and, the moment 
they show signs of breaking records 
held by Japanese players or winning 
league titles, they become the victims of 
wholly unsportsmanlike attempts to stop 
them. 

Foreign players are "a necessary evil," 
observes Leron Lee. "Lets have Asian 
baseball for the Asians only," advises 
Isao Harimoto. "Pure-blooded baseball 
is ideal" asserts commissioner J 
Takeuchi. And Reggie Smith sum 
all up as well as anyone can: "This is not just 
a problem of pro baseball; this is a problem 
of Japan." 

Like far weightier tomes (Karel van 
Wolferen's The Enigma of Japanese Power, for 
one), Whiting’s book is about the practical 
incompatability of two systems that seem, at 
first sight, to have much in common and, 
like van Wolferen's book, it reaches conclu- 
sions that are ultimately depressing. But it 
also sparkles with enthusiasm for its subject, 
its anecdotes are pertinent well beyond the 
walls of the Tokyo Dome, and Whiting re- 
mains as objective as the evidence allows: 
"The only thing that fully matches Japanese 
intransigence is the unwillingness of many 
American players to bend even a little to 
please their hosts." It is a story we are likely 
to go on hearing. m Alan Booth 


known as Sekber Golkar into an elec 
machine for winning the New Order's F 

ily staged elections is also finely docu- 
mented — in particular the infighting 
between military factions and the myriad of 
affiliated organisations for which Golkar 
provided an umbrella. 

Throughout the book, Golkar's impor- 
tance as a vehicle primarily serving military 
interests is made abundantly clear. Its pri- 
mary function, Suryadinata stresses, is as 
"an electoral machine which aims at 
legitimising the power of the military." 

It is particularly important to understand 
the nature of military rule in Indonesia. 
Abri's ability to rely on organisations such as 
Golkar, with its integral links to the bureau- 
cracy, has, as the author implies, considera- 
bly disguised the overt nature of military 
rule. It has also equipped Abri with a “socio- 
political force or movement which cuts 
across class or ethnic boundaries.” 

Suryadinata’s view is that “Golkar has 
been increasingly identified with President 
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Of orang puteh and orang-outang 


Suharto, its de facto leader." But here the au- 
thor unfortunately adopts what he calls a 
"cultural" approach, setting out to prove 
that aside from being an electoral machine 
serving Suharto's interests, Golkar is also “a 
manifestation of a dominant Indonesian po- 
litical culture . . . one that the Suharto gov- 
ernment wanted to promote through Gol- 
kar " 


Typical of the cultural approach adopted 
by scholars of Indonesia, Suryadinata's 
starting point is the shaky proposition that 
indigenous politics is characterised by the 
constant struggle between devout Muslims, 
or santri, and nominal Muslims, styled as 
abangan in Clifford Geertz' classification. 
Thus for the author, the struggle continues: 
political Islam versus the syncretist "Pan- 
casila" state. Golkar, he claims, is dominated 
mostly by abangan, upper-class Javanese 
prevalent in the military-bureaucratic estab- 
lishment. 

Just how relevant this binary cultural 

isification remains in contemporary In- 
donesia should become an urgent topic of 
debate. Almost 40 years ago a group of 
mainly American social scientists imposed 
on the country their notions of how Indone- 
sian society worked. Indonesian thinkers 
find it difficult to propound alternatives. 
They rightly fear falling foul of the New 
Order's consensus-minded censors. 


for instance, that the gap between 

generations — the 1945 generation 
whose leaders remain in power, the 1966 
generation that put them there, and 
everyone since then who have yet to be 
given a say in matters — is far more en- 
trenched than religious cleavages. They 
might argue, like the Indonesian scholar 
Ignas Kleden, that the "patron-client" rela- 
tions characteristic of a feudal society seem 
to hold greater sway. 

For a government paranoid about the po- 
...tial threat of an Islamic revival, the pro- 
jection of a more or less continual state of 
tension between the devout and nominally 
Muslim sections of the community is a con- 
venient myth to maintain. Yet scratch the 
surface and one finds a kaleidoscopic reality. 

Ironically enough, if one compares the 
goals of many young Golkar leaders and 
those of young Muslim scholars like Amien 
Rais or Nurcholis Masjid, one finds more 
similarity than the cultural approach to In- 
donesian politics might predict. Social 
equity and a more open political system are 
common and increasingly strident de- 
mands. 

The ranks of Indonesia’s power élite are 
dominated by the Javanese. But to project a 
large mass organisation like Golkar in an 
anachronistic cultural framework centred on 
the Javanese is, among other things, to un- 
derestimate the skill of the armed forces at 
judging the contemporary political reality. 

m Michael Vatikiotis 


T he younger generation might argue, 
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Rajah Brooke's Borneo and Straits 
Affairs compiled from the Illustrated London 
News and other sources by D. J. M. Tate. John 
Nicholson Ltd, Kuala Lumpur. M$55 
(LIS$20.60) each. 


It says something for the inuring effects 
of television news — and for the rise of 
Green-consciousness — that the only parts 
of these two contemporary accounts of 19th- 
century Malaya and Borneo that really jar 
with present values are those which deal 
with animals. 

Now that the gassing of Kurdish villagers 
amounts to nothing more than good visuals, 
it is difficult to summon up the same inten- 
sity of horror that Rajah Brooke's descrip- 
tions of the murder of an English child in 
Kuching (kicked repeatedly in the head and 
thrown into a burning house) must have 
produced in 19th-century Britain. But one 








The native seems very tasty. 
suspects that the Hon. Ralph Abercromby's 
anodyne account of his tramp through the 
jungle of Borneo in 1887 would evoke a tho- 
roughly Victorian sense of outrage today. 

Marching through the jungle “to see the 
great orang-outang in his native home," 
writes Abercromby, "we were fortunate 
enough to see and to secure two apes." We 
realise what he means by "securing" when 
he goes on to describe his efforts to photo- 
graph the larger of the two animals: ^. . . We 
had to put a prop under one shoulder, and 
tie an arm to a tree, while Mr Cooke, who 
had shot him, supported the back of his 
neck. The mouth had to be tied up, with a 
stone inside, to make anything of a photo- 
graph of him." 

Even more jarring is the Illustrated London 
News' feature of "British Malaya" that told 
the tourist that he would find "an expedition 
into the Eastern state of Pahang enticing and 
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productive. Here he may shoot big game in 
the shape of rhinoceros and elephant . . ." 
The Sumatran rhino is now, of course, one 
of the rarest animals in the world and in 
Malaysia is confined to a small patch of the 
Endau-Rompin forest. 

Values have changed in less than two 
generations — and not just in relation to ani- 
mals. The fashionable view in Malaysia 
today is that the British would have done for 
the Malays what they did for the Sumatran 
rhino if Umno and the independence move- 
ment had not stopped them. Today, Birch is 
not the Illustrated London News’ plucky 
British Resident murdered by the 
blackguard Maharajah Lela in 1874 but an 
invader legitimately killed by a patriotic 
kampong leader. As if to underline that 

in perception, Kuala Lumpur's Jalan 
Birch has been renamed after his nemesis. 

Trying to find a middle path between the 
Pax Britannica nostalgics and the colonial 
yoke revisionists are the two volumes' com- 
piler, D. J. M. (now Muzaffar) Tate, and 
their publisher, John (now Johan) Nichol- 
son. As their names suggest, both are En- 
glishmen who have made Malaysia their 
home and adopted Islam as their faith. 

Two years ago, Nicholson hit upon the 
idea of showing modern Asians what the 
Tuans were doing there 100 years ago, — 
original engravings and articles from the If- 
lustrated London News and its great rival, The 
Graphic, both of which are conveniently out 
of copyright. The result is a selection which 
dearly reflect the original pioneers' boyish 
enthusiasm and wonder, tempered with a 
somewhat coy and apologetic commentary 
from Tate. 

Why Tate and Nicholson should have 
felt the need for such a commentary is obvi- 
ous. Take these contemporary descrip- 
tions: the Tamils in Singapore are described 
as “insolent . . . very black, often ugly and go 
about nearly naked," while "the leading 
characteristic of the Malay of every class" is 
said to be "a disinclination to work." 

However, by seeking to mitigate the of- 
fensiveness of some of these 
putting them in the context of colonial arro- 
gance and racial élitism, Tate is in danger of 
changing the character of the books from 
being a useful historical record into a pre- _ 
sent-day commentary on 19th-century 
values. Where Tate sticks to explaining the 
background of some of the incidents men- 
tioned, the books provide a fascinating in- 
sight into little known events and lifestyles. 
Subjects like the suppression of the piracy 
along the north Borneo coast, the Perak 
Wars, or the growth of tin mining in Pahang 
are covered in profuse detail with ample 
contemporary engravings and illustrations. 
You can even learn how the Dayaks dried 
the heads of their victims. m Nick Seaward 
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Financial deregulation may undermine Japan's mighty life insurers 


Life-threatening reform 


By Nigel Holloway in Tokyo 


apan's 25 life insurance companies, 
the grandes dames of the financial in- 
dustry, are bursting out of their 
corsets. Assets are growing ŝo rapidly 

t they face a hard time finding a home 
for their money, a job made increasingly 
difficult by the limits placed on their ac- 
tivities. 

The president of Sumitomo Life, 
Yasuhiko Ueyama, reckons the industry's 
assets will double to ¥200 trillion (US$1.39 
trillion) by 1994 and grow by another ¥100 
trillion five years later as Japanese save more 
for their old age. In the past, the cosy cartel 
among life insurers allowed them to ac- 
cumulate vast sums of cash. But their inno- 
cence in the ways of international finance 
has left them at a widening disadvantage. 

The life offices have belatedly woken up 
to the fact that they could miss out in the 
most sweeping domestic financial deregula- 
tion yet — the removal of barriers between 
the banks and the securities houses (REVIEW, 
11 May). This is currently being considered 
by an advisory body to the securities bureau 
of the Finance Ministry. At the previous 
stage of deliberation, the life insurers 
managed to get only one representative on 
the 16-member committee and they have 
only one nominee on the new advisory 


group. 





Some insurers want to make it a three- 
cornered contest among banks, securities 
firms and insurance companies. "Any revi- 
sion of the financial institutions system in 
Japan that excludes life insurance com- 
panies from its focus is meaningless," says a 
senior manager at Nippon Life Insurance, 
the country's largest. 

The life insurance industry in Japan is ad- 
ministered by a tiny cadre of officials in one 
Finance Ministry division, within the 
banking bureau. This fails to reflect their 
massive importance in the financial mar- 
kets. The industry manages 17% of Japan's 
X641 trillion of personal savings, yet there 
are only 25 life insurers compared with 
the 155 banks which control 24% of total 
savings. 

The industry has only just started to find 
its voice. In the face of growing pressure to 
deregulate, the ministry's advisory body, 
the insurance council, began last April the 
first thorough examination of the Insurance 
Business Law in 50 years. The report is un- 
likely to be ready until the middle of next 


year. 

What galvanised the life insurers was the 
prospect that they, along with the trust 
banks, are due to lose their exclusive right to 
manage corporate pension funds (worth 
3x 14.3 trillion to the life offices as of March 
1988) from early next year, under pending 
legislative reforms. Unlike the usual pattern 


ese search for hi 


of Finance Ministry horse trading, they re- 
ceived nothing in return. "We shouldn't 
have given anything away, because our pos- 
ition is inferior to other types of financial in- 
stitutions," says the managing director of a 
medium-sized insurance firm. 

Even by the standards of Japan's rule- 
bound financial market, life insurers 
face bundles of red tape. Three different 
laws and a lot of "administrative guidance" 
keep them out of casualty insurance, bank- 
ing and securities dealing. The mini 
must authorise any changes made in c 
pany statutes, business plans, overall 
policies, asset management, even the calcu- 
lation of premiums and policy reserves. 
There are tight ratios restricting the areas in 
which they can invest (eg, 20% of general ac- 
count assets for real estate and 5% for 
specified money trusts called tokkin). 


here it hurts most is overseas. 
Life insurers are not allowed to 
set up banking or broking sub- 


sidiaries outside Japan, unlike 
the securities firms and the commercial 
banks. So they have no opportunity to pre- 
pare for the day when they might enter in- 
vestment banking at home. Their foreign in- 
vestments, totalling ¥13.1 trillion as of last 
year, showed currency losses of ¥4.3 trillion 
in 1986-88 because of the fall in the US dollar. 
They can diversify their portfolio of overseas 


Big is not enough 


Life president Josei Itoh satisfyingly observed: “In 1933, 
| itan Life of the US was 50 times the size of Nippon Life. 

Now it is impossible to find a company that is 50 times bigger 
than n Life. Even if you add together all the life-insurance 
assets in the seven largest industrialised countries, the total 
J amountis only 20 times greater than that of Nippon Life.” 

The Japanese are well known for their obsession with numeri- 
cal ranking. Itoh is no exception. But there is a difference. Nissay, 
rie Pec, ae train co. maladie ad ii 
top of the league tables: it has been No. 1 at home for 90 years and 
towers above assurers in the rest of the world. But as it enters its 
second century, it wants to be the best as well as the biggest. 

Yet in the past four years, Nissay has earned the lowest yield 
on assets of Japan's seven largest life insurers, companies not 
noted for their competitiveness, averaging 6.9% a year, against 
with 7.4% for Sumitomo Life, the best performer. As the Japan- 
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gher returns, Nissay's relatively poor perform- 
ance has been noticed. The Japan Bond Research Institute recent- 
ly said that Nippon Life “is beginning to show some of the 
symptoms that ail large corporations when they become too big 
to manage easily.” 

Itoh concedes that managers can get arrogant as a company 
grows, but he rejects the idea that Nissay's investment yields are 
low. Life insurance is a very long-term business, not just a matter 
of quick returns. “Our income gains might be lower, but our hid- 
den reserves are much higher than other life insurers,” he says. 
In the long term it is better not to exceed the profit of competitors 
and to the rest in reserve, Itoh says, so that when the com- 
pany needs to compete, those resources can be put to use. He 
wants to maximise both short-term and long-term profits. 

Many Nissay executives are hoping that Itoh will sharpen 
the firm’s reflexes. He was chosen by the former president, 
Gentaro Kawase, for his relative youth (Itoh is 60 years 
old) and for his experience in marketing, lending and fund 

t. It is imperative for the y to limber up, 
because it is p Assets have doubled to ¥21.4 
trillion (US$150.2 billion) in the four years to March 1989. 
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assets to reduce exchange risk, 
but they cannot acquire offset- 
ting liabilities of more than 595 
of their total exposure in the 
form of borrowings in foreign 
currency. Furthermore, they 
cannot put up more than 50% 
of the total amount of any yen- 
denominated syndicated loan 
to a foreign company. 

While banks and stockbrok- 
ers want to enter each other's 
territory, the bolder life insur- 
ance companies want both 
sides opened up to them — 
and the right to enter the 
casualty insurance business. 
Among their demands are: to 
underwrite corporate bond is- 
sues, to conduct trust banking 
business, to deal in foreign cur- 
rencies and to establish invest- 

it trusts. What is more, they also want to 

? their shareholdings in other firms. At 

t, they are not allowed to buy more 
than 10% of any firm's stock. 

All these demands are likely to meet stiff 
resistance from non-life insurers — banks 
and brokers — unless they are allowed to 
enter the life insurance field themselves. It is 
a highly lucrative industry. Dai-ichi Mutual 
Life was the 21st most profitable firm in 
Japan last year and Nippon Life the 24th. In 
the 12 months ending March 1988, the ratio 
of financial surplus to premium income (the 
equivalent of net profit to sales) for all life in- 
surers was 12.6%, thanks largely to high 
premium calculations, which would be 
forced down if there was more competition 
in the industry. 

Despite tight regulations, life insurers 
have extended their reach into new areas. 
Nippon Life and Sumitomo Life have 
strategic stakes in as many as eight domestic 


rremium income is pouring in at the rate of ¥13 billion a day. 

In order to maximise the returns on its investments, Itoh says 
Nissay wants to enter new businesses, the first of which is non- 
life insurance. Not the core of casualty insurance, but only the 
area where it overlaps with life insurance, such as health insur- 
ance. The whole emphasis of this industry has shifted from pro- 
tecting a family’s livelihood in the event of an untimely death, 
to protecting people and their savings while they are alive. 


Itoh says he is not interested in bank- 
ing in itself. But it is “inevitable” that 
some activities of insurers need to be 
similar to the banks. By that he means re- 
tail lending, rather than deposit-taking. 
Nissay has 160 branches in Japan, less 
than half that of the biggest banks, but 
enough to give banks a run for their 
money. Until now, insurers have been 
confined to lending mainly to com- 
panies. Now Nissay wants to lend more 
to individuals. It already has financial re- 
cords of 14 million policyholders on com- 
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Japan life insurers’ soaring assets 
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stockbrokers. Life offices regularly send em- 
ployees to securities firms to learn the ropes, 
a fact which prompted the finance ministry 
in mid-August to examine the growing links 
between them. 


he insurers want to boost their 
lending to small businesses and in- 
dividuals, an area which the big 
banks are keen to exploit. Cor- 
porate loans by the big five insurers — Nip- 
pon, Dai-ichi, Sumitomo, Meiji and Asahi 
— rose by ¥3.1 trillion in fiscal 1988, 50% 
more than the year before. And real estate 
acquisitions are growing apace, totalling 
Y4.5 trillion as of March 1988, a third of all 
property owned by Japanese financial in- 
stitutions. Nippon Life is expected to over- 
take Mitsubishi Real Estate this year as the 
country's largest landlord. 
Their links with overseas financial in- 
stitutions have grown fastest because this is 





Nippon Life's performance 


Asset yield (%) in year to end-March 1989 
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Cash deposits, call loans 1327 
Bonds 7.85 
Stocks 194 
Foreign securities 9.30 
Loans 6.08 
Real estate 5.92 
Total 6.40 





Source: Company Financial Reports and Credit Suisse 
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$ the area in which they have 

| ; least expertise. Nippon Life has 
acquired 13% of Shearson 
Lehman Hutton, Yasuda 7% of 
Paine Webber, Mitsui 9% of 
Britannia Arrow and Meiji 4% 
of Société Générale of France. 
Direct stakes in foreign insurers 
are likely to follow. Asahi has 
already acquired 5% in Bel- 
gium's largest insurer and Nip- 
pon Life is known to be on the 
lookout for opportunities in the 
US and Europe. 

Whatever changes there are 
in regulations, the competition 
to manage Japan’s long-term 
savings will dramatically inten- 
sify as the pot of gold expands. 
At the moment, the entire area 
is the virtual preserve of the in- 
surers and, to a lesser extent, 

the trust companies. Life offices are 
already under pressure to raise their 
dividends to policyholders by dipping 
into their enormous unrealised profits 
from stocks. At the moment, the payout 
can only come from income received 
from investments, rather than capital 
gains (with the exception of a special di- 
vidend when a policy matures or the holder 
dies). 

This could be the most important issue 
examined by the insurance council and 
some in the industry are predicting that the 
law will eventually be amended to allow life 
insurance firms to pay policyholders every 
year from capital gains. Such a change 
would have a big effect on the stock and 
bond markets. Until now, the main attrac- 
tion to life insurers of US Treasury bonds is 
their high yield. A big switch out of US 
Treasuries could play havoc with the 
dollar. s 





$5 8 


puter and Itoh wants to expand that to 20 million by 2001. 

By the same token, stockbroking would seem to be a logical 
step. Nissay is, after all, the biggest investor in the Japanese 
stockmarket, owning 3% of all stocks. It has large 
than five securities houses. Itoh is undecided whether it would 
be best to have one or more full subsidiaries (if it was allowed) or 
simply to use the many brokers available to them. 

Itoh has his eye on 1992, not just because of the fear of exclu- 


stakes in no less 


sion that might follow from the unifica- 
tion of the European market, but because 
by then the size of the three main invest- 
ment communities — Japan, the US and 
the EC — will be roughly the same. Ja- 
panese life insurance is “one of the hap- 
piest in the world” in terms of profitabil- 
ity, so there is no pressing need to ven- 
ture abroad to sell insurance. But mar- 
kets of 350 million people in Europe and 
250 million in the US are likely to prove ir- 
resistible for Nissay's president. 

u Nigel Holloway 


BUSINESS AFFAIRS 





ENERGY 


Foreigners find risks in Indonesia's prwate sector 


Oil in troubled waters 


By Michael Vatikiotis in Jakarta 


he arrest of two foreign oil company 
i executives on criminal charges in 


Jakarta is providing new insightsinto 
the changing nature of Indonesia's oil indus- 
try. The case a to herald a shift in the 
cosy partnership between foreign oil com- 
panies and the giant state-owned group, 
Pertamina, as private Indonesian com- 
panies begin to show interest in the oil 
industry. 

One such company, Segara Yudha 
Sakhti, was on the way to establishing itself 
on the fringes of the industry, providing div- 
ing services to offshore rigs. Employing 
about 30 divers, Segara Yudha was engaged 
in diving work at an offshore rig partly 
owned by Texas Eastern Corp., a US oil 
company drilling for natural gas and oil off 
Java. 

The trouble began about half way 
through Segara Yudha's contract when 
Texas Eastern was taken over by the inde- 
pendent British Oil company, Enterprise 
Oil. The US$1 billion takeover last Sep- 
tember has since been successfully con- 
tested. But it has already meant Texas East- 
ern’s Indonesia operation has been transfer- 
red to another company, registered in Ber- 
muda under the name Enterprise Oil (Ba- 
waen). On 2 June, the new company termi- 
nated Segara Yudha's contract, which was 
worth, sources say, about US$2.5 million. 

Segara Yudha alleges the contract was 
terminated illegally — that the seven-day 
notice stipulated in the contract was not 
abided by. Lawyers acting on behalf of Seg- 
ara Yudha say their case rests on Enter- 
prise's repossession of Rps 500 million 
(US$280,898) of diving equipment due to be 
delivered to Segara Yudha from Singapore. 
Segara Yudha alleges the equipment was 
shipped back to Singapore on 2 June, 
thereby violating the due notice clause of the 
contract. 

The repossession of the diving equip- 
ment turned a civil case of contractual obli- 
gation into a possible criminal case of em- 
bezzlement which Jakarta police authorities 

ed as serious enough to merit the ar- 
rest and brief detention of two Enterprise 
executives on 11 August. 

The immediate reaction of the foreign 
business community was to suspect that 
Segara Yudha had used "connections" to in- 
voke the police action. While it certainly ap- 
pears to be the case that Segara Yudha 
has influential political connections, the 
company's lawyers insist that the company 


ad 


was acting to “preserve its existence.” 

More surprising to them, was the action 
of the state oil company Pertamina, which in 
a 15 August statement, expressed its sup- 
port for Enterprise, saying the British com- 
pany had fully observed its contractual obli- 
gations. 

Speculation as to why Pertamina 
weighed in on behalf of Enterprise against 
the domestic party ranges from the state 
company’s insistence that it should help ar- 
bitrate in the case, to pressure from the 
Ministry of Mines and Energy. Diplomatic 
representations at an unspecified level are 
known to have been made over the arrest of 
the two executives, one British, the other a 
West German. 

Neither Pertamina nor Enterprise would 
comment on the case beyond the 15 August 
statement, but the suggestion from Segara 
Yudha’s side is that they are under pressure 


from unspecified quarters to settle as quickly 


as possible. Sources in the oil industry be- 


- 








lieve, however, that the case has exposed 
sensitivities within Pertamina regarding its 
domestic monopoly over the oil industry. 

In a written response to a question on the 
prospects of privatisation in the oil industry, 
Pertamina’s director Faisal Abda’oe stressed 
last December that “Pertamina, as an instru- 
ment of the state, must remain in control of 
the principal activities of the oil and gas in- 
dustry.” Abda'oe conceded that “those sec- 
tors within the wider rim of the oil industry 
, . . could gradually be considered for privati- 
sation . . . if and when the conditions are suf- 
ficiently mature to allow the industry to pro- 
ceed in that direction.” 

However, recent developments suggest 
that definitions of the industry's “wider rim" 
have come close to encompassing all of it. 
The recent offer of a 10% equity option on a 
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natural gas exploration block operated by 
Atlantic Richfield and BP north of Bali to 
Bimantara Citra made history as the first 
such option on a production-sharing con- 
tract (PSC) to be offered to a privately owned 
Indonesian company. Under PSC terms, 
which were revised last year, Pertamina re- 
serves the sole right to buy 10% of produc- 
tion on successful wells. 

Other areas of upstream oil and gas pro- 
duction which are being put out to private 
tender for domestic companies include part 
of an enhanced oil recovery project off South 
Sumatra, an onshore oil products pipeline, a 
common carrier gas pipeline from the Arco- 
BP block to East Java, and participation in 
the projected construction of a refinery. In 
all these cases, the companies involved are 
politically well connected. 

In the case of the Arco-BP PSC option, a 
foreign oil executive told the REVIEW: “Per- 
tamina would have preferred to keep it for 
themselves.” But foreign oil compa 
working under Pertamina are being m 
increasingly aware of financial constraints 
on the state oil company. The last time Per- 
tamina exercised its right to a share of PSC 
equity was in 1986. 

Despite posting a profit of Rps 616.86 bil- 
lion in fiscal year 1987-88, independent ana- 
lysts insist that Pertamina cannot afford new 
investment in the industry's growth areas 
and is farming it out to domestic private 
companies instead. The view of some is that 
at least the profits from such tenders are re- 
turned to the domestic private sector instead 
of going overseas. 

Meanwhile, private acquisition of 
peripheral areas of the industry has also 

— making them more efficient. 
A company based in Batam island, PT 
Senawangi Wisamarta Utama — part of the 
Humpuss group — is now supplying Per- 
tamina with spare parts. A Bimantara- 
owned company, Indonesian Air Trans- 
port, has successfully broken Pertami 
monopoly of all oil industry-related charter 

ights 


But while private companies are eagerly 
bidding for the pipeline projects, further up- 
stream the high degree of financial risk in- 
volved in oil and gas exploration has 
prompted some hesitation in the private sec- 
tor. Sources say Bimantara has yet to decide 
on whether to take up its equity option on 
the Arco-BP block. 

“Basically, Indonesian companies are too 
small to get into the oil exploration busi- 
ness,” a representative of one domestic pri- 
vate company with interests in the oil sector 
said. 

While the Segara Yudha case has alerted 
foreign oil companies to the greater risks at- 
tached to dealing with the private sector set 
against the institutionalised security of Per- 
tamina, it would seem that private com- 
panies themselves are baulking at the size- 
able capital outlay and attendant risks in- 
volved in the oil and gas industry. 


31 AUGUST 1989 






Manila in disarray over management of economy. 


he Philippine Creu faces its 
first real test of economic manage- 
ment after three years of consump- 
tion-led recovery. Annual inflation in July 
hit 10.3%, the highest so far under President 





Corazon Aquino's administration. The infla- 
tion rate is becoming a highly charged politi- 
cal issue that could affect Manila's efforts to 
maintain the recovery. 

While most economists here say that 
such a spurt in inflation is to be expected in a 

Xi of growth, what has made local mar- 

jittery is the perception that the Aquino 
government to date has exhibited little 
leadership in economic management. The 
economic recovery has largely reflected the 
hands-off policies of the government and in- 
vestors' cashing in on political stability. 

However, centralised economic leader- 
ship will become increasingly crucial for 
steering the economy towards more solid in- 
vestment-led growth as well as for balancing 
efforts to contain inflation while curtailing 
rises in interest rates that would scuttle 
major investment projects. 

Any semblance of centralised economic 
planning has practically disintegrated in the 
past month. This has been reflected, in part, 
by the open conflict between powerful eco- 
nomic officials in the ee — ‘such as 
that between former economic Z SEC 
retary Solita Monsod, on the one hand, and 
Central Bank governor Jose Fernandez, Fi- 
nance Secretary Vicente Jayme and Philip- 

Assistance Programme (PAP) coordinat- 
ug, -Ouncil chairman Roberto Villanueva — 
over such basic strategies as management of 
the country’s debt-crisis. 

The setting up of the US-initiated PAP, in- 
stead of consolidating the bureaucracy in 
managing official development assistance 
(ODA), has developed into a controversy that 
has tied down both the National Economic 
Development Authority (NEDA) and the PAP 
secretariat. 

The controversy in fact has practically 
made the PAP coordinating council power- 
less to undertake feasibility studies for 
projects to be backed by ODA funds. Headed 
by business magnate Villanueva, who has 
had no experience in the bureaucracy, the 
council was supposed to be staffed through 
secondments from the NEDA. However, 
most NEDA staff have refused to join PAP be- 
cause of antipathy to it. 

A new player in economic policy is the 


Philippine Congress. It has quickly moved 
to fill the vacuum in economic policymak- 


ing. Congress in June defied the recommen- 
dations of the Labour Department and NEDA 
by enacting a law that raised minimum 
wages by an unprecedented 39% (REVIEW, 
29 June). It also recently acceded to the street 
actions of public school teachers and passed 
a bill — enacted into law by Aquino in mid- 
August — raising teachers' wages. 
Philippine business groups now claim 
that the July spurt in inflation is due to the 
major increase in minimum wages that 
began at the start of that month. While there 
is no consensus on the inflationary impact of 
the wage rises, they occur at a time of other 
cost-push factors: 
> For months, the government has de- 
layed raising petroleum prices in line with 
the rise in crude oil costs. To cushion its poli- 
tical impact, the government has now 
agreed to raise prices for types of oil 
products that only indirectly affect the 
consumer: fuel oil, aviation fuel, asphalt and 
thinners. The increased costs of oil com- 
panies are being borne by the buffer Oil 


o Price Stabilisation Fund. But since the fu 














is predicted to hit a deficit of P2 billion by thi 
end of August, which government will be 
unable to cover, a drastic adjustment in pet 
roleum prices is inevitable. a 
> Pressure had been building for a depre- 
ciation of the Philippine peso because of the 
decline in international reserves to US$1.33.— 
billion, as of end-July, and the wideningba- __ 
lance-of-payments deficit. The currency has. 
already weakened from US$1:2214 to | 
US$1: 221.88 despite Central Bank interven: dum 
tion. e 
b Heightened economic activity has beer y 
driving up prices. A major part of the infla- 
tion surge arises from the increased costs of __ 
building materials, particularly cement, be- 
cause of the construction boom. RS 
Businessmen are most worried that the c 
fine-tuning of monetary policy necessary to 
contain inflation while not inducing a reces- 
sion may be difficult. This is not only be- 
cause of weak central economic policyma 
ing but also because of Fernandez' unpop 
larity in congress and among other official 
There is widespread displeasure with h 
handling of the country's foreign debt an 
what is perceived to have been a too accom- 
modating stance towards foreign banks. 
The congress is likely to again attempt to fill 
the vacuum in economic managemen 
especially when rising interest rates start hi 
ting their business constituencies. 








COMPANIES 


UEM continues to tie in its contractors 
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o ublicly listed Cement Industries of 
Malaysia (Cima) has said that it is 
treating as friendly a takeover bid 

launched by United Engineers Malaysia 
(UEM) on 15 August. Cima chairman, Dr 
Abdul Hamid Pawanteh, was quoted in 
local newspapers as saying that 58.86% 
shareholder, the Perlis State Economic De- 
velopment Corp. (SEDC), saw the M$146.6 
million (US$54.6 million) bid in a "friendly 
and positive" light. As Abdul Hamid is the 
chief minister of the state of Perlis, the suc- 
cess of the bid now seems a foregone conclu- 
sion. 

While the offer for Cima was clearly anti- 
cipated by the market, the absence of any 
cash element in the purchase consideration 
has disappointed some. In a statement is- 
sued by its bankers, UEM said that it was of- 
fering one new M$1 share at a price of 
M$7.50 for every three M$1 shares of Cima. 
Before the two counters were suspended by 
the Kuala Lumpur Stock Exchange on 15 
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C ementing ties 


August, UEM was priced at M$8.45, whil 
Cima closed at M$2.90, having traded at le: 
than M$1 as recently as March. On resum 
tion of trading, however, UEM finished th 
week down at M$8.15 and Cima at M$2.70 
While under or / circumstances, 
shareholders might be edipi to hold onin: 
the hope of a sweetened bid or counter- __ 
offer, market analysts consider it extremely — 
unlikely that a better deal will be forthcom- __ 
ing. As a company controlled by the United __ 
Malays National Organisation, the domin- . 
ant party in the ruling National Front coali-- 
tion, UEM's position is thought sufficiently. 
powerful to deter any rival suitor. Mean- 
while, the remarks by the Cima chairman 
have been taken as an indication that the 
SEDC will accept the offer. : 
The only hope now for minority share- 
holders is that the Capital Issues Committe 
— which must approve the terms of an 
takeover involving the issue of new shares 
— will knock back the deal. However, « 
the past performance of Cima at least, 
UEM offer looks generous. It prices Cima | 
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M$2.50 a share, compared with its net tangi- 
ble asset backing per share of M$1.29 for the 
year ending 30 June 1988, and losses of 6.6 
M cents a share for the same period. 

From UEM's point of view, the offer for 
Cima fits in with its established policy of 
seeking equity links with the major contrac- 
tors and suppliers to the North-South Ex- 
pressway, for which UEM's 50% subsidiary, 
Projek Lebuhraya Utara-Selatan (Plus), 
holds a 30-year build-and-operate conces- 
sion from the government. Cima is the one- 
third owner of Pemasaran Simen Negara 
(PSN), the joint marketing and distribution 
arm of the three government-owned ce- 
ment plants in Malaysia. PSN holds an esti- 
mated M$125 million five-year contract from 
Plus to supply 800,000 tonnes of cement for 


the expressway. 


The bid for Cima is only the latest in a 
string of acquisitions by UEM. As recently as 
July, the controlling shareholders of UEM an- 
nounced a share swap with publicly listed 
Time Engineering after Plus awarded Time a 
M$400 million equipment supply contract 
(REVIEW, 17 Aug.) Plus has this month 
awarded a M$15 million excavation contract 
to PATI Sdn Bhd, a company which was 
50% acquired by UEM last year. 

From the cement industry's point of 
view, the takeover bid makes sense for both 
parties. With Cima's two partners in PSN, 
Kedah Cement and Perak-Hanjoong, cur- 
rently subject to a takeover bid by rival As- 
sociated Pan Malaysia Cement (REVIEW, 22 
June), Cima is in danger of losing its access 
to its distribution network in two lucrative 
major markets — Johor and the Klang Val- 





ENERGY 


Environmental fears could upset Seoul's energy plans 








By Mark Clifford in Seoul 


outh Korean electric utility executives 

and energy officials have launched a 

vigorous public relations campaign to 
try to keep the country’s ambitious nuclear 
power programme on schedule amid 
another spasm of protests against nuclear 
power. 

The state-owned Korea Electric Power 
Co. (Kepco) is expected to spend some Won 
13.5 billion (US$20.3 million) next year in an 
effort to keep villagers near the country’s 
four nuclear sites happy. Moreover, the 
Ministry of Science and Technology just an- 
nounced an unprecedented medical testing 
programme to convince residents near the 
nuclear complexes that the plants pose no 
danger to health. 

South Korea's nine nuclear reactors pro- 
duce about 50% of the country's electricity 
and five new units are to be built over the 
next decade. A glitch in the programme 
would likely mean restarting oil-fired plants, 
which have been idle because of their high 
operating costs. 

Given South Korea’s lack of natural re- 
sources, government and private energy 
planners have recommended that another 
40-50 nuclear units be built by the middle of 
the next century. Researchers are also 
mulling the possibility of a breeder reactor 

e, which would cut Seoul's re- 
liance on imported uranium. But Kepco offi- 
cials say that even a modest nuclear building 
programme will be politically difficult. 

The next two nuclear reactors will be 
built at Yeonkwang, on the southwest coast 
near Kwangju, in South Cholla province. 


Nuclear falling out 


site work is almost complete 
and the first concrete should be poured in 
December, with the units scheduled for 
completion in the mid-1990s. Worryingly for 
the energy mandarins, Yeonkwang was 
also the site of the latest round of anti-nu- 
clear protests, which focused media atten- 
tion on alleged dangers in the country’s nu- 
clear power programme. 

Kepco executives and government offi- 
cials spent most of August trying to calm 
Yeonkwang residents who claim that sev- 
eral workers have suffered genetic radiation 
damage from the two reactors there. 

The problems began when residents 
near the nuclear power plant at Yeon- 
kwang, on the southwest coast, alleged that 
a woman married to a nuclear-plant worker 
had conceived two foetuses without brains 
in the past several years due to her hus- 
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ley — which are currently supplied by the 
other partners. A tie-up with a major con- 
struction company such as UEM provides a 
captive market. 

As for UEM, industry analysts say that it 
stands to gain control of 1 million tonnes of 
annual cement-making capacity, or some 
15% of the country’s total. Meanwhile, the 
company has a manufacturing licence to 
produce up to 1.4 million tonnes a year. And 
while Cima was loss-making in 1987-88, 
half-year results up to December reveal an 
operating profit of some M$2 million. 

Demand has now picked up so strongly 
that Cima’s 400,000-tonne-capacity No. 1 
kiln was fired up again on 2 July after a long 
period of enforced idleness, bringing the 
company’s production facilities back up to 
full strength. u 


band's exposure to high levels of radiation. 
Another plant worker subsequently 

that his daughter was born with crip) 
legs because of his exposure to radiation. 

The residents' concerns were heightened 
when the Kwangju branch of a doctors' 
group calling itself the Association of Physi- 
cians for Humanism said it found evidence 
of other radiation-related problems in al- 
most half of a small group of residents it 
tested. The association, made up mostly of 
young doctors from the nearby city, has a 
strong anti-government bent. Officials from 
the Korea Electric Power Co. (Kepco), which 
manages the country’s nuclear power 
plants, accuse the doctors of receiving 
money from dissident groups to fund an 
anti-nuclear campaign. 

For its part, the doctors’ group says that 
Kepco should be considered guilty until 
proven innocent. 

' The government has denied that the 
malformations have anything to do with the 
nuclear plant, pointing out that the men in- 
volved did not work in radioactive a 

at the site. According to a Kepco offic, 
International Atomic Energy Agency data 
for the 420 atomic units operating world- 
wide have uncovered no links between 
foetal deformities of the sort reported 
near Yeonkwang and radiation from power 
plants. 

All that may be true, but the government 
knows it cannot just ignore the growing un- 
ease about nuclear power, which produced 
nearly half of South Korea's electricity last 
year. If dissidents do team up with local resi- 
dents to oppose new plants, it could be trou- 
ble for energy planners. 

Earlier this year professors and adminis- 
trators at 10 area colleges signed a statement 
opposing construction of the two new units 
at Yeonkwang. Area residents have started 
a petition against the new reactors. 

The government has taken the protests 
seriously enough to have agreed to dispatch 
a team of about 10 medical experts to the 
area. " 
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Zaiwan's hi-tech hothouse 


in Taiwan hi-tech, then the best places 
to look are the incubators at Hsinchu 
Science Park. Located 70 km south- 
west of Taipei, the park now hosts a clutch 
of 98 firms which employ about 16,500 
le. 

Three of Hsinchu’s newest arrivals, all of 
them less than two years old, characterise 
the significant changes taking place in 
Taiwan's technology-based industries. Nota- 
ble among these changes are that products 
are becoming more complex, producers are 
aiming up-market, and production lines are 

mating rapidly. 

1 personal computers, the fastest grow- 
ing segment of the market is networking. 
That is, hooking up several computers so 
that their users can communicate with each 
other electronically and share expensive re- 
sources like printers. 

No surprise then, in a country as heavily 
committed to the personal computer indus- 
try as Taiwan, to find that Accton, the first of 
the three start-ups, is a company specialis- 
ing in network products — add-on boards, 
connectors and the software to control them. 

Accton was formed 18 months ago by 11 
young engineers spinning off from the gov- 
ernmental Electronics Research & Service 
Organisation (ERSO). Located just down the 
road from the park, this institute has served 
as the breeding ground for many of the 
island's fledgling hi-tech firms. 

Conceptually, computer networks are 
quite straightforward. In practice, as Accton 
vice-president Yimin Doo explains, hooking 

different computers running different 
sva Ware at different speeds can be tremen- 
dously complicated. “The problem is that 
there are so many types of equipment," he 
says, "and you have to be able to deal with 
all of them." 

Targets for the company's products are 
computers in single offices or clusters of sev- 
eral small offices. Doo claims that this type of 
system is the market's biggest ent. 
With sales of US$500,000 in its first full year 
of business and 92 employees, the company 
is growing fast. 

Until it is large enough to afford its own 
building, Accton rents one of the science 
park's standard units known as incubators, 
a concept borrowed from California's Silicon 
Valley, on which the park itself was model- 
led. Down the street in another unit is 
E-Tech, a manufacturer of communications 
products, principally modems. Modems are 
the little boxes you plug onto either end 
of a telephone line in order to squirt data 
to and fro. 


I f you want to find out what's hatching 
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E-Tech's four young founders are not 
ERSO graduates. Rather, like many of the 
parks entre , they are returnees 
from Silicon Valley. Although back in 
Taiwan now, they maintain close links with 
the US, the biggest market for their pro- 
ducts. 

Why should a country that already 
makes modems by the containerload need 
yet another producer? The reason, says 
company spokesman Young-lim Su, is that 
unlike Taiwan's other modem makers, 
which sell to the price-sensitive lower end of 
the market, E-Tech concentrates on the 
much more profitable top end. 

But a modem is a modem, surely? Not 
so, says Su. The world's telephone ex- 
changes harbour a wide range of different 
environments, many of them distinctly un- 
friendly. Line conditions in Mongolia's Ulan 
Bator, for example, differ considerably from 
those in Des Moines, Iowa, and a good 
modem must be able to spot the differences 
and adjust itself accordingly to make sure 
that no data is lost. 

The successful modem maker needs to 
be more than a engineering whiz. He must 





Hsinchu Science Park: huge success. 


also be familiar with the different technical 
requirements of his target markets. E-Tech's 
cheapest modem sells for just under 
US$400. Principal buyers of the company's 
high-speed products include banks and 
stockbrokers. 

Most of Hsinchu Science Park's occu- 
pants are electronics-related firms. An excep- 
tion is Mirle, a start-up which specialises in 
automation. Founded in March this year, 
Mirle is a spin-off, not of ERSO, but of its sis- 
ter institute, the Mechanical Industry Re- 
search Laboratory (from whose initials the 
company takes its name). 
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Other Taiwan firms have tried in the au- 
tomation business and failed. The principal 
reason for their failure, Mirle president 
Houng Sun believes, was bad timing. Now, 
with labour on the island ing increas- 
ingly expensive (when obtainable at all), 
local industry is crying out for automation. 
Mirle was formed to meet this need.  . 

The company musters three lines of busi- 
ness. Industrial control products (mostly 
software to run smart machine tools), robots 
(big ones for welding, little ones for assem- 
bling) and automated equipment. Mirle's 
pride and joy in the latter category is a 
shrimp processor, which automatically sorts 
the edible decapods into eight grades on the 
basis of weight for packing. 

Obviously, a small company — Mirle 
currently has just 153 employees — cannot 
hope to provide a complete line of products. 
To fill in the gaps, it has tied up with 
several non-Taiwan makers of automation 
equipment. 

Introducing automation — especially in 
a country where 98% of factories employ 
fewer than 10 employees — needs a lot of 
service and support. Sun estimates that ser- 
vice will account for 40-50% of his com- 
pany's revenues. 

Since its gates opened in 1980, Hsinchu 
Science Park has been a huge success. Total 
production there in 1988 was US$1.7 billion. 
Per-employee productivity, park officials 
proudly point out, average US$110,000, 
compared with US$45,000 in the island’s ex- 
port-processing zones and US$145,000 by 
IBM. And, while the bulk of the park's ori- 
ginal tenants were foreign (mostly US) 
owned, almost half of recent arrivals are 
locally owned firms. 

But if its success story is to continue, the 
park's administration must solve a big prob- 
lem — land. Space on the existing 300-ha site 
is now almost all occupied. If firms like 
Accton, E-Tech and Mirle are to move into 
their own premises, they will have to locate 
elsewhere. 

The administrators' idea was to develop 
a further 500 ha to enable the park to accept a 
further 100 firms by 1996. But land prices in 
the surrounding area have tripled in the past 
three years, jeopardising the original plan. 

Discussions are now under way on 
possible alternative locations elsewhere in 
Taiwan. But it will be difficult to match Hsin- 
chu's universities and institutes — crucial 
sources of brainpower and spin-offs. It will 
be a pity if the new site is too far away to take 
advantage of all the momentum that the 
park has built up over the past decade. 

u Bob Johnstone 
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TECHNOLOGY 1 


New products pose a challenge for Asta 's computer copycats 


Into the next generation 


By Bob Johnstone in Tokyo, 
Taipei and Seoul 


orn in 1975, the personal computer 

industry is now entering adoles- 

cence. And like most adolescents, it 

is growing rapidly and is confused 
about its future. 

Last year, 19 million personal compu- 
ters worth US$52 billion were shipped 
worldwide, just under half of them to the 
US. The personal computer market grew 
about 27% overall, a rate of increase that 
continues this year. 

Much of this growth is coming from 
Asian firms, which now supply 25% of the 
world market for personal computers. Last 
year Asian factories made more than 5 mil- 
lion units worth around US$12.5 billion, 
with shipments dominated by Taiwan and 
Japan (with more than 2 million units each in 
1988), and South Korea. 

If components like chips, subsystems 
like boards and peripherals like printers are 
included, the value of the industry to Asia 
would be even higher. 

In 1988 the big winner in US sales, ac- 
cording to market research group Data- 
quest, was the “Other” category — the new, 
no-name vendors — which jumped from 
35% of the market to 45%. “This,” Dataquest 
reckons, “reflects a significant increase in 
[South] Korean and Taiwanese penetration 
into the US market.” 

The bad news from an Asian point of 
view is that the basis for the increase was 
shipped units, not profits. With low-end 
clones of IBM’s personal computer 
(IBM PCs and their clones are referred 
to as PCs throughout) now virtually a 
commodity, price-cutting is rife. 
Many personal computer makers, 
the South Koreans in particular, are 


probably losing money in the US 
market. 


Forced upmarket into the produc- 
tion of higher value-added machines 
by last year’s shortage of memory 
chips, Taiwan’s PC makers were not 
so badly hit. Despite rumblings of a 
slowdown in the US market, early 
figures for 1989 show rapid growth 
continuing in both countries, by 30% 
in Taiwan and perhaps as much as 
40% in South Korea. 

This year small, portable laptop 
computers, many of them made 
by Japanese firms, are the personal 
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computer industry's hottest item. Ship- 
ments of laptops were up 56% in 1988, 
and this explosive growth is likely to con- 
tinue for the foreseeable future, says 
Dataquest. 

But the growth is attracting serious com- 
petition, notably from US market leader 
Zenith and the personal computer indus- 
try’s big three — IBM, Compaq and (sooner 
or later) Apple. How well Toshiba and the 
other Japanese laptop makers follow up 
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Taiwan holds its lead: 50. Japan 
thinks small: 52. Newcomer catches 
up: 52. Just the beginning: 54. 


their early successes in this sector remains to 
be seen. 

Overall, then, competition is hotting up. 
In the wake of the region's three major in- 
dustrial powers are a shoal of other conten- 
ders out to snap up original equipment 
manufacturing (OEM) business. 

Among them, PC component suppliers 
put Hongkong and Singapore neck-and- 
neck, with Malaysia and Thailand not far be- 
hind. And, with a question mark over 
China's future in the industry, emphasis has 
shifted to India as the industry's next most 
likely low-cost production base. 

One major trend in the personal compu- 
ter industry is an insatiable demand for 
more power. Systems driven by Intel's fast 
32-bit 80386 microprocessor engine, for 
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example, are current best-sellers. Next 
year, a slew of new, high-performance 
machines called workstations will appear to 
challenge the personal computer for desk- 
top space. 

As more business software for them be- 
comes available, workstations could turn 
into one of the most exciting segments 
of the desktop market. But they will also 
add to the already considerable confusion 
caused by the split between companies sup- 
porting old and new IBM personal comp! 
standards 


This could pose a considerable challenge 
to Asian manufacturers. Which standard or 
standards win out is of vital importance to 
the regional industry, whose competitive 
edge, even in Japan, depends on improve- 
ments or cost reductions in the manufacture 
of existing standards rather than the estab- 
lishment of new ones. 

Multiple standards favour firms with the 
resources to support them all. More com- 
plex products need better engineering, mar- 
keting and after-sales service. The ability to 
deliver what the computer industry likes to 
call “solutions” — something rather more 
than a pile of cardboard boxes on the 
doorstep — is beginning to separate the pro- 
fit-making goats from the loss-making 


sheep. 


nly the bigger firms can afford to 
beef up dealer and sales channels. 
The transition from no-name 


own-brand is a tough one, vu: 
companies like Taiwan's Acer are showing 
that it can be made. 

In manufacturing, too, the trend 
favours larger companies, which can 
pay for the expensive machinery 
needed to put tiny components onto 
smaller boards for compact machines 
like laptops. The days of stuffing 
components into boards by hand are 
numbered. 

But do not count out Taiwan's 
back-street cloners yet. The bigger 
ones will survive by hiring engineers 
and automating production lines. 
The rest will continue to depend 
on flexibility. In an industry where 
pandemonium is the norm, where 
the product cyde is typically less 
than a year, and demand changes 
from one month to the next, the abil- 
ity to turn on a dime counts for 
much. 
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Lumbering South Korean manufacturers 
have more to worry about because price is 
currently their only competitive edge. With 
the won appreciating and wages soaring, 
the mammoth conglomerates have had to 
pay dearly for their increase in market share. 

Late starters in personal computers, the 
Japanese have finally found their forte in 
laptops. Their next move will be further 
miniaturisation, in the form of the ultra- 
lightweight notebook-sized computers re- 
cently announced by several firms. Many of 
these are aimed at the Japanese domestic 
market, Asia's largest. 

Together with Taiwan, the Japanese are 
also keen to jump on the industry's other 
new bandwagon — workstations. The op- 
portunity for growth that the new machines 
represent is one that companies like Sony, 
Toshiba and Canon in Japan, and Datatech 
and Tatung in Taiwan have been quick to 
remise. But achieving growth during a 
| d of confusion will take quick wits as 
weu as deep pockets. LI 


Profusion of choices in Japanese computer shops. 





TECHNOLOGY 2 


Makers ponder which type of system to det elop 





onfused about which personal com- 
puter to buy? Unsure of which stand- 
ards the industry will adopt? Then 
take heart — the people who make personal 
computers do not know either. 

The choice used to be fairly straightfor- 
ward. You could buy an BM Pc (the real 
thing from IBM if you were a big corporation, 
or a clone from a dealer if you were not) or 
a * ple Macintosh. 

e original 8-bit IBM PC, the machine 
that elevated the personal computer from 
gadget to business tool, dates back to 1981. It 
was superceded by the 16-bit xr and the 
more powerful AT (introduced in 1984). 

Then in April 1987, 18M shocked the in- 
dustry by announcing a new line of 
machines, the PS2 range. At the same time, 
it stopped making xTs and ATs. 

The reason IBM abandoned the old stan- 
dard was that the corporation had long since 
lost control of it. Pushy young upstarts, 
Compaq of the US in particular, had taken 
over the Pc’s direction, repeatedly beating 
Big Blue to the punch with new product in- 
troductions. As a result, IBM's market share 
shrank rapidly. 

The PS2 was an attempt by the giant mul- 
inational to rewrite the rules of the game in 
ts own favour. With the new machine, IBM 
vould once more call the shots. And IBM be- 
ieved that wherever it went, the industry 
vould surely go. 

The biggest difference between the Ps? 
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search for a standard 


and the PC was an increase in the amount of 
proprietary technology it contained. Firms 
wanting to make PS2 clones would have to 
come cap-in-hand for licences, which — in 
return for a sizeable royalty — BM would 
grant. 

But IBM underestimated the staying 
power of the old standard — the one the 
Asian cloners had adopted with en- 
thusiasm. The reason that the PC became so 
popular in the first place was precisely be- 
cause, thrown together in a hurry from off- 
the-shelf components, it was easy to clone. 
So, far from becoming obsolete as IBM in- 
tended, the PC standard has gone from 
strength to strength, and Asian makers 
along with it. 


ndeed, IBM itself has been forced to add 

an AT-compatible machine to its PS2 line 

(the Model 25, which is reportedly out- 
selling other PS2 machines) And, in 
order to promote the new standard, the cor- 
poration seems latterly to be adopting a 
more lenient licensing policy than it origi- 
nally intended. 

Much of the PS2's problem has been a 
dearth of software to take advantage of the 
machine's high-speed hardware. New ver- 
sions of popular applications like Lotus’ 1-2-3 
spreadsheet have been repeatedly delayed, 
as programmers struggle to take advantage 
of the vast increase in complexity that much 
bigger memories allow. 
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In particular 052, the PS2's operating sys- 
tem — the internal suite of programmes that 
police the movement of data through the 
computer's processors and peripherals — 
has been slow to emerge from Microsoft (au- 
thor of the PC's operating system, MS-DOS). 
Worse, customers complain that OS2 is a 
brute to use, considerably less friendly than 
the Apple Macintosh OS which it outwardly 
resembles. 

Despite these hitches there are signs 
that now, after two years lumbering down 
the runway, the Ps? is finally starting to 
take off. Sales of pss are still probably not 
more than 5% of the industry total. But the 
PS2 could ultimately triumph, because the 
old PC standard is beginning to run out of 
steam. 

XTs and all but a handful of ATs can only 
manage 16 bits at a time. By contrast, the 
more powerful models in the Ps2 range fea- 
ture the so-called microchannel architecture, 
a data highway that enables information to 
be shuttled in and out of the central proces- 
sor in 32-bit chunks. 

Last year, in an attempt to counter the 
new IBM standard (and in so doing, retain 
control of the direction of the industry), a 
group of nine firms led by Compaq, and in- 
cluding Epson and NEC announced that it 
would develop its own 32-bit data highway, 
using the same 80386 chip as the Ps2. Indus- 
try insiders note that IBM's willingness to 
dish out licences to ps2 cloners dates from 
this announcement. 

The trouble is that specifications for the 
new standard will not be ready much before 
the end of 1989, giving IBM and the micro- 
channel camp a two-year lead. “Gang of 
nine” supporters counter that, though late, 
at least their products will allow the connec- 
tion of customers’ existing add-on boards 
(which plug into slots in the machine to per- 
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form a wide variety of functions, 
such as improved graphics or addi- 
tional memory). 

The battle between the 80386- 
based AT, PS2 and the Macintosh 
(which has been ignored by the 
Asian cloners) is being fought for 
possession of the high end of the per- 
sonal computer market, where 
growth is fastest and profit margins 
are healthy. In this area, to add to the 
confusion, a new type of box called a 
workstation has begun to challenge 
the nal computer for domina- 
tion of the desktop. 

Workstations differ from personal 
computers in several respects. Their 
characteristic features are: 
> A much bigger, high resolution 
screen which permits display of very 
fine detail. 
> More powerful processors which, to- 
gether with a much larger memory capacity, 
enable a workstation to run several applica- 
tions at once. 
> Are designed to be connected into a net- 
work with other workstations, so that all can 
share the same resources (such as 
databases, file servers and printers). 
> A higher price. Until recently, worksta- 
tions have been much more expensive than 
personal computers, typically in the US$20- 
30,000 range, compared with US$2-10,000 
for a personal computer. Now, prices are be- 
ginning to drop rapidly, with leading work- 
station makers Sun Microsystems and DEC 
offering machines for less than US$10,000. 

A fifth difference is that workstations 
typically run a powerful operating system 
called Unix, which can juggle several pro- 

es simultaneously. Developed 20 
years ago at Bell Laboratories, Unix has had 
an unusual history. 

Unlike Ms-bos, OS2 and the Macintosh 
operating system, Unix is not the property 
of one company. Because Bell Laboratories's 
owner, the telephone utility AT&T, was not 
then allowed to compete in the computer in- 
dustry, it was happy to license Unix to all 
and sundry. The result was that many sepa- 
rate versions of Unix developed, none of 
them compatible with each other. 

Over the past few years, pressure from 
users for open systems has led to moves to 
standardise Unix. At this point, there are 
just two main versions of Unix remaining: 
one offered by AT&T and its supporters; the 
other, by a group centring on IBM. 

Prime mover in the AT&T camp is Sun 
Microsystems. Open operating system 
software is a key part of Sun’s strategy to 
break out of the workstation niche and into 
the top end of the much larger personal 
computer market. 

A second part of Sun’s strategy is to 
license the design of its microprocessors 
(known collectively as Spare: scaleable pro- 
cessor architecture). So far, half-a-dozen 
companies — including Fujitsu, Texas In- 
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struments and, most recently, Philips — 
have licensed Sun designs. 

Sparc chips thus have multiple sources 
of supply, unlike the 80386 microprocessor, 
an Intel monopoly for which the US firm 
charges accordingly. Intel's chip currently 
costs around US$200, about 10 times 
more than its predecessor, the 80286, for 
which there are several alternate sources of 
supply. 

un claims that in addition to being 
cheaper, Sparc chips are also faster than 
[Intel microprocessors, because they are 
based on a new design concept called re- 
duced instruction set computing, or RISC. By 
freely licensing chips and software, Sun is 


effectively inviting other companies 
to clone its machines. So far, com- 
panies that have taken up the invita- 
tion include Solbourne, a US-based 
affiliate of the Japanese consumer 
electronics giant Matsushita, To- 
shiba, and a consortium of Taiwan 
companies led by a government re- 
search isation. 

Although off to a promising start, 
only time will tell how successful 
Sun’s strategy will ultimately be. The 
US firm must ensure that sufficient 
business software is available for its 
systems. A recent tie-up with Lotus 
is a step in the right direction, but 
much more effort is required to 
match the 50,000-odd application 
packages that run on MS-DOS. 

Confusion will continue in the 
personal computer marketplace for 
severa| years — indeed, it is do l 
whether a single winner will even r 
emerge. Pundits are not much help in pre- 
dicting the future. Some believe that Unix- 
based systems will capture 40% of the 
desktop market within five years; others, 
that 5% is the best it can hope for. 

The conservatives are probably nearer 
the mark. All the indications are that AT-type 
systems running MS-DOS and driven by in- 
creasingly powerful microprocessors, like 
Intel's recently announced 80486 chip, will 
continue to dominate the personal compu- 
ter industry for a good while yet — good 
news for the Asian manufacturers. 

m Bob Johnstone 
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Local makers move into new systems 


Taiwan holds its lea« 


ver hear of a company called Data- 

tech? Few people outside the per- 

sonal computer industry have, but 
last year the company shipped around 2 mil- 
lion ^mother boards" — the guts of personal 
computers — and “bare bones systems" for 
firms elsewhere to flesh out and stick their 
names on. 

Founded in 1981 by four friends straight 
from school, Taiwan-based Datatech until 
recently assembled its products in a con- 
verted apartment block that had conveyor 
belts running up and down its stairwells. In 
July, the company moved production to a 
brand new, highly automated factory in 
south Taipei. 

The previous month, Datatech had 
raised eyebrows by announcing that it — to- 
gether with Tatung, Taiwan's largest elec- 
tronics company — would make clones of 
Sun Microsystems workstations. The com- 
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pany said that it would hand over 
US$500,000 to Sun as prepaid royalties 
against future sales. 

Datatech’s bold moves into modern 
mass production and high-performance sys- 
tems illustrate two characteristics of the per- 
sonal computer industry in Taiwan. 

One is that the industry has earhed a lot 
of money — computers were the 
island's third-largest export last year, re- 
sponsible for 4% of Taiwan's GNP. The other 
is that Taiwan’s clone makers know that 
they cannot afford to stand still. 

Although the Taiwanese are still at least a 
year ahead of the South Koreans, to remain 
competitive against them and emerging 
lower-cost rivals in other Asian countries, 
they must keep moving on. Preparing 
themselves for a possible shift to emerging 
new standards like Sun's is one way of stay- 
ing ahead. 
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Datatech and Tatung are both members 
of a consortium of computer makers or- 
ganised by the Taiwan Government — 
sponsored Electronics Research & Service 
Organisation (ERSO). The consortium is 
more or less a re-run of an enormously suc- 
cessful project earlier in the decade which 
helped local firms clone the Pc. 

"We try to eliminate the common part of 
the effort," explains Peter Fu-ching Wang, 
director of ERSO's system design technology 
division. But he adds that "companies still 
have to differentiate their products, so 
each needs to do its own development as 
well." 

Wang claims that it was the Taiwanese 
who originally approached Sun to persuade 
the US firm to license them its technology, 
rather than the other way around. When 
Microsoft president Bill Gates and Intel vice- 
president Albert Yu got wind of the impend- 
ing announcement, they flew to the island 
to y support for the existing PC stand- 
an... 


heir efforts help explain why it was 
| Datatech and Tatung rather than the 
better-known members of the con- 
sortium, Acer and Mitac, which came out 
publicly in favour of Sun. A second reason 
for reticence on the part of Acer and Mitac is 
that both are long-standing distributors of 
Intel products. 

According to Kwang G. Tan, who heads 
“cers workstation development effort, 
Taiwan's biggest computer maker had other 
reasons for delaying a decision to produce 
5un clones. One was whether there is a big 
enough market for such machines at the 
moment. 

Last year, just 200,000 workstations were 
sold worldwide, compared with around 19 
million personal computers. Even en- 
"husiasts like Datatech say that they do not 
2x} to sell more than a few thousand 
in 1990, 

A second reason for caution is doubt 
about the ability of clone makers to compete 
against such a powerful rival. Sun has al- 
'eady announced a US$8,000 product and is 
alking about building an even cheaper one 
soon. Tan points out that the US company 
nas much greater control over both the 
software and the hardware used to make its 
workstations than does IBM in personal com- 
puters. 

A former Sun employee, Tan knows 
What he is talking about. Nonetheless, he 
igrees with ERSO's Wang that Sun needs 
uigh-volume clone makers to establish its 
standard. 

Tan believes that it is not a matter of 
whether workstations will come, but when 
and how. However, he cautions that “work- 
stations are not going to replace personal 
'omputers as Acer's most important line — 
"Cs will be our bread and butter for a long 
ame to come." 

Over the past year, Acer's bread has 
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been buttered more thickly than most. The 
company's strength in chip design and sys- 
tem integration skills enabled it to get the 
jump on other Asian makers in 80386-based 
PCS. 
Of the 400,000 personal computers the 
company produced last year, 53,000 were 
the much more profitable 80386-type, giving 
Acer a 6% share of the world market for 
such machines. The company expects that 
over the next couple of years, systems based 
around the 80386 (and subsequently the 
new 80486) microprocessors will continue to 
be its main emphasis. 

In addition to technical prowess, a sec- 
ond reason for Acer's bigger profit margins 
is that the company has travelled further 
than any other Asian PC maker along the 
path from OEM to own-brand sales. Over 
60% of the company's output in 1988 was 
sold under its own name. 

By 1990 Acer hopes to be cranking out a 
million machines a year from its new factory 
at Hsinchu. But the company is learning that 
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life as a mass-producer has its problems. In 
order to keep its expensive new production 
lines profitably occupied, Acer has reported- 
ly been forced to accept some OEM business 
at below cost. 

One consolation for the company is that 
by the early 1990s it will no longer have to 
worry about shortages of dynamic random 
access memories (DRAMS), one of the key 
components in personal computers. 

Last years DRAM drought hit some 
Taiwan companies harder than others. 
Francis Tsai, vice-president of Acer rival 
Mitac, claims that lack of the crucial parts re- 
duced last year's production at his company 
to 200,000 units, 80% of the target. But he 
says that the shortage was not without its 
silver lining because it motivated companies 
to upgrade their product lines, moving from 
the near-obsolete XT to the more profitable 
80286- and 80386-based machines. 

Unlike Acer, which ships in roughly 
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ACER headquarters; PC assembly: on the move. 


equal quantities to the US and European 
markets, Mitac is stronger in Europe. Ac- 
cordingly, a large part of the company's stra- 
tegy focuses on developing IBM PS2 compati- 
ble machines, sales of which are growing 
faster in Europe than in the US. 

Tsai reports that PS2 compatible products 
offer a good opportunity for Mitac to sell to 
large corporate accounts, which are pleased 
to have a lower-cost alternative to IBM. For 
Mitac, the problem now is to consolidate its 
European position (which may ultimately 
entail moving production to Europe), while 
attempting to establish a marketing force 
and sales channels in the US. 

Taiwan's PC industry is polarised into 
two extremes. Firms like Datatech offer low- 
est cost; firms like Acer and Mitac, highest 
performance. Another distinctive feature of 
the industry is the large number of small 
firms: the top 20 companies account for only 
54% of the island's PC production. 

In an era of rising costs and increasingly 
cut-throat competition, how are these small- 
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er companies to survive? By living off their 
wits and being quick off the mark. 

As an example of how fast the little guys 
can move, consider this: at a time when 
none of the major Taiwan or South Korean 
PC makers are offering laptops, at a recent 
trade show in Taipei no fewer than 30 small, 
unknown companies were demonstrating 
laptops. 

Unable to dream of establishing their 
own overseas marketing channels, some of 
these small firms have pioneered a new con- 
cept, original design manufacture (ODM). As 
the name suggests, ODM differs from OEM in 
that the manufacturer will design products 
as well as make them for clients with no de- 
sign capability of their own, such as US 
chain stores like Sears. 

In a market which moves as rapidly as 
the personal computer one, there will be 
continue to be room for tigers as well as 
elephants. m Bob Johnstone 
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Firms pin hopes on laptops and workstations 


Japan thinks small 





computer industry seems much like 
its counterparts elsewhere. It is 
characterised by double-digit growth, with 
laptops leading the way, a shift to more 
powerful machines, and high hopes for 
workstations. 

Look closer, however, and a significant 
difference emerges. The Japanese have 
managed to lumber themselves with a 
unique personal computer standard which, 
though based on Microsoft's MS-DOS, is com- 
patible with none of the software written for 
the IBM PC. 

With their domestic market thus isolated 
from the world, Japan's electronics giants, in 
singular contrast to their successes else- 
where, have so far failed to become a major 
force in the personal computer market. 

The main reason that the Japanese got off 
on the wrong foot was that the resolution on 
the original IBM PC was not good enough to 
display kanji characters, a crucial require- 
ment for acceptance in Japan. Regarding the 
PC as an inferior product, the Japanese failed 
to appreciate how dominant the IBM stand- 
ard would become. 

The only company which understood 
the needs of the local personal computer 
market sufficiently to fill the gap left by the 
PC's shortcomings was NEC. It knew that 
marketing personal computers through or- 
dinary retail outlets — as early rivals Hitachi 
and Sharp attempted to do — was a waste of 
time. 


ss uperficially, the Japanese personal 





Instead, NEC established a chain of 
specialist shops catering to the needs of 
computer enthusiasts. There are now al- 
most 300 of these shops in Japan. 

Following Apple’s example, rather than 
trying to do all the work itself, NEC got inde- 
pendent software vendors to write for its 
machines. Months before launching new 
products, the company sent out details of 
the interfaces to programmers, ensuring 
that there would be plenty of software avail- 
able when the time came. 

Uniquely among Japanese manufactur- 
ers, NEC understood the importance of 
maintaining software compatibility from 
one generation of products to the next, so 
that customers could run their old program- 
mes on new machines. 

NEC's PC9800 series, introduced in Oc- 
tober 1982, is today the dominant machine 
in Japan. NEC owns more than half the total 
Japanese personal computer market, includ- 
ing a whopping 70%-plus of the 16- and 32- 
bit segment. The rest of the market splinters 
into several proprietary architectures. 

Only Epson has managed to mount a 
challenge to NEC, by playing Compaq to 
NEC’s IBM. In 1987, the company introduced 
the first 9800 clone, which was both cheaper 
and faster than NEC’s machines. Epson also 
got the jump on NEC with the first 9800 com- 
patible laptop. 

But though Epson’s efforts have won the 
company 10% of the domestic market, they 
have not inspired any other companies to in- 


troduce NEC clones. A group of 20 manufac- 
turers led by Microsoft has banded together 
to develop machines based on a Japanese 
version of the AT known as the AX, but thus 
far with little success. 

The results of NEC's near-monopoly are 
not hard to guess. Prices of personal compu- 
ters in Japan remain much higher than else- 
where: even the cheaper machines cost at 
least US$3,500. High prices have stunted 
growth in a country already handicapped by 
the need to input 2,000-plus characters 
rather than 26 letters. 

Personal computers account for less than 
10% of the total Japanese computer market, 
compared with almost half in the US. Al- 
though expanding rapidly, the Japanese 
personal computer market is still relatively 
small, with estimates for this year predicting 
sales of about 1.4 million machines worth 
about US$6 billion. 


dumping of chips, the US Goverr t 

slapped 100% tariffs on exports of 8- and 
16-bit personal computers from Japan. Since 
then, Japanese firms wishing to sell 
machines in the crucial US market have had 
to rely on American subsidiaries or proxies. 
(Epson, for example, uses the South Korean 
company Trigem — in which it has a 20% 
stake — to make all the machines sold under 
its name in the US.) 

Last year, NEC's two US subsidiaries pro- 
duced 160,000 Power Mate series PC clones, 
making NEC the most successful Japanese 
personal computer maker abroad as well as 
at home. This year, according to Norio 
Tanoue, general manager of the company's 
international computer business promotion 
division, they plan to increase production to 
200,000 units. 

Although NEC's output is shifting to com- 
puters based on the more powerful 32-bit 


[: April 1987, in retaliation for Jap — e 


Nor is competition on the basis of price sustainable indeti- 


TECHNOLOGY 5 


Newcomer catches up 


South Korea’s huge conglomerates initially misjudged the per- 
sonal computer business, believing it too small to bother with. By 
the time the chaebol changed their minds, the market was 
crowded. Elbowing their way in is proving costly. 

Lacking marketing skills and sales channels, the South Ko- 
reans have been forced to rely on original equipment manufac- 
turing (OEM) contracts. Big OEM customers such as Unisys define 


the products which South Korean companies crank out on their 


Although useful for ramping up production, the trouble with 
OEM business is that profit margins are wafer thin. Even before 
the current wave of strikes and the appreciation of the won, the 
chaebol were thought to have been losing money on personal 
computers. 
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nitely. The Taiwanese, with their lower costs and better de- 

infrastructure, can undercut the South Koreans by 10- 
15%. And a pack of even lower cost competitors elsewhere in 
Asia is snapping at the chaebols’ market share. 

The chaebol know that if they want to stay in the personal com- 
puter business, they must move upmarket with more powerful 
machines and establish a name for themselves, Perticuany in 
Europe, which they have so far largely neglected in favour of the 
US . 


Daewoo's recent acquisition of Leading Edge, its US dis- 
tributor, illustrates the trend towards own-brand sales. But in 
moving in this direction, the chaebol have frightened away their 
big OEM customers. | 

Into the gap caused by their departure have stepped the chip 
set makers, most notably Chips & Technologies. These firms pro- 
vide invaluable technical support to bolster the South Koreans' 
limited engineering resources. 

The chip sets they sell sit between the mi and its 
peripherals, performing a variety of control chores. In effect, the 
chip set makers take away the need for companies to be 
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Intel 80386 microprocessors, the majority of 
its machines still use 16-bit 80286 chips. 
Tanoue reckons it will be another two years 
before 32-bit machines dominate the mar- 
ket. 

In addition to NEC and Epson, the only 
other Japanese company making its pre- 
sence felt in personal computers is Toshiba. 
Realising that IBM PC compatibility was the 
key to success in personal computers, but 
that the clone market was already over- 
crowded, Toshiba concluded that 
differentiation through miniaturisa- 
tion was the only sensible way to pro- 


"We felt that just as in calculators 
10 years earlier, sooner or later there 
would be a demand for much smaller 
and lighter machines," explains At- 
sutoshi Nishida, a senior manager at 
Toshiba responsible for the develop- 
ment of laptops. 

a manufacturer of both 
se imductors and components, 
Toshiba was well-placed to pro- 
duce such machines. More inte- 
grated chips in smaller pack- 
ages, plus easier-to-see flat screen 
displays and 3.5-in. floppy disk 
drives have proved a winning combi- 
nation. 

Since Toshiba introduced its first 
laptop in late 1985, the company has sold 
780,000 of the compact machines, winning 
for itself a share of around a quarter of the 
world laptop market. This year alone, 
Toshiba plans to produce just under half a 
million units. 

Not surprisingly, Nishida is bullish about 
the future of laptops. From perhaps as much 
as 10% this year, Toshiba estimates that 
laptops will go on to take 25% of the total 
personal computer market by 1992, more 
than half by the turn of the century. "And 


diminish the value that can be added in 


One South Korean company which does not get its chip sets 
Chips & Technologies is Trigem Computer. It gets them 


specialists. But by providing the same standard products to 
Ae thay ac 


man 
from 
from its Japanese part-owner, Epson. 


The first firm in South Korea to make 
ething of an anomaly in that it is not affiliated with 


Trigem is som 


connections in high places — a 


that's being really conservative," he says. 

Most people buy laptops with the inten- 
tion of using them in transit, but only 10% 
actually do. One reason is the power con- 
sumption problem — running on batteries, 
laptops have had an annoying tendency to 
lock up after only a few minutes' use. 
Another reason is weight — at about 6 kg, 
most laptops would be better described as 


lap-crushers. 
Both problems will soon be resolved. 


Laptops lead the way 
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Jap an's personal computer market 
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Clever circuitry that minimises power use is 
on the way. And several companies are al- 
ready selling a new category of ultra-light- 
weight machine. 


oshiba's Dynabook, announced in 

| July, is one of the most impressive of 
these. An IBM PC XT compatible the 

size of an A4 sheet of paper and weighing 
just 2.7 kg, it sells in Japan for US$1,400. 
Such a low price should make the machine a 
big hit in a country whose lack of space 


too. Taiwan's 
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business at the same time as Trigem, has grown 

Indeed Taiwan as a whole, with just half the tion of 
South Korea, produces twice as many PCs. More pro 
production is mainly 
South Korea's output is composed of the older xrs, for which the 


makes laptops particularly attractive. 

Toshiba also sees opportunities at the 
other end of the desktop market. In May, 
the company seized the initiative by becom- 
ing the first Japanese firm to commit itself to 
using Sun Microsystems’ architecture. It 
plans to produce a low-cost workstation 
based on Sun's Sparc microprocessor early 
next year. 

Speculation over the announcement 
has focused on whether laptop-style work- 
station clones would compete head- 
$ on with Sun products in the US mar- 
ket. In fact, says Makoto Ihara, a 
manager in one of Toshiba's compu- 
ter product planning departments, 


the company's inability to provide 
much technical support in the US 
would make such a strategy very dif- 
ficult to accomplish. 


Another Japanese company 
which sees workstations as a good 


chance to break into the computer 
business is Sony. Its low-cost NEWS 
systems have made it one of the lead- 
ers in the local workstation market, 
with sales of almost 40,000 units in 
1988. 

A third hopeful is Canon, which 
shocked the industry in June by an- 
nouncing that it had paid US$100 
million for Asian marketing rights 
and a one-sixth share of NeXT, a worksta- 
tion start-up headed by Apple founder 
Stephen Jobs. 

Canon makes two of the key peripherals 
for the NeXT machine, Sony some of the 
others. So far, components and subsystems 
have been Japanese companies' biggest suc- 
cesses in the personal computer industry. 
Handicapped by a domestic market that is 
still several years behind its US counterpart, 
will the future be any different? 

u Bob Johnstone 
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twice as fast. 


ones 
ATs, whereas about half of 


market is at, or nearing, saturation point. 


personal computers, Chip set makers 


Teh, the com- 


that, as elsewhere in the region, the 


report 
big changes in 1989 will be production of more high-end 80386- 
based systems and the introduction of laptops. There is even a 
move to make workstations, as evidenced by anannouncementin 
August from Hewlett Packard that it will tie up with 
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business, almost all of it for Epson. Thus for Trigem as well as the 
CUIDA, RYE Challenge 18 Whether cael now shift to OV: brand 


With revenues in 1988 of US$197 million and a sales tar- 
get of US$300 million for 1989, Trigem is growing fast. But Trigem 
president Kim Jong Kil says that his shareholders complain 
that Taiwan's Acer, which started in the personal computer 


(the two companies already run a Seoul-based joint venture) to 
develop a HM RISC-based workstation costing 
less than US$5,000 within two years. 

Now that the South Koreans have decided to get serious 


undoubtedly try 


cs, 
says: "Even though we don't make a profit, we still do 
personal computers because it is a growing business and one 
which will be important to future industries." m Bob Johnstone 


FAR EASTERN ECONOMIC REVIEW 


EUS NES SAR FA Ta SS 





TECHNOLOGY 6 


Personal computers have yet to reach full potential 


Just the beginning 


hat is the personal computer 
W going to be when it grows up? The 

noise and confusion of the mar- 
ketplace notwithstanding, several distinct 
trends are emerging. 

Most notable among them are that the 
personal computers of the future will be: 
easier to use; more powerful; smaller; or- 
ganised into networks, and based on uni- 
versally accepted technical standards. 

The biggest change now taking place is 
the way the screens of personal computers 
look. The M world is following the trail 
blazed by Apple Computers since the intro- 
duction of its friendly little Macintosh brand 
machine, the Mac, in 1985. 

The key feature of the Mac is a radical 
transformation of the computer screen, 
from black hole into symbolic desktop. In- 
stead of raw letters and numbers, the Mac's 
screen is populated with pictures (“icons”) 
of everyday objects like watches, file folders 
and wastepaper baskets. 

The Mac user wastes no time keying in 
algebra-like technical gibberish to execute 
commands, like removing old files. Instead, 
he uses a hand-held pointer called a mouse 
to point to icons displayed on the screen. To 
look at the contents of an object such as a fol- 
der, perhaps holding reports, he simply 
positions the cursor over the folder and 
clicks it open with the mouse's switch. 

This simple, graphics-based approach 
has proved so popular that nearly every 
other desktop computer maker is trying to 
emulate it. The inevitable result: legal action. 
Apple has sued two of the emulators (Micro- 
soft and Hewlett Packard) for allegedly in- 
fringing the copyrights on its icons. This 
lawsuit was more or less resolved in July in 
favour of the emulators, thus ensuring that 
future personal computers will look and feel 
increasingly like Macs. 

Most contemporary personal computers 
are based on 16-bit microprocessors, which 
are restricted in the amount of memory that 
can be addressed. With the introduction of 
32-bit systems based on Intel's 80386 micro- 
processor, however, memory limitations are 
becoming a thing of the past. Personal com- 
puters costing less than US$10,000 can now 
handle applications that formerly required 
minicomiputers worth hundreds of thou- 
sands of dollars. 

The speed at which microprocessors 
whisk instructions through their innards 
continues to accelerate. New chips from 
companies such as Sun Microsystems and 
MIPS Computer Systems based on the re- 
duced instruction set computing design 





methodology typically offer performance at 
least three times faster than conventionally 
designed 80386 chips. 

At the current rate of increase, by the 
mid-1990s the personal computer will be 
capable of speeds of about 100 million in- 
structions a second — more than 20 times 
faster than top-line personal computers now 
on the market. This huge increase in pro- 
cessing speed will give the personal compu- 
ter the performance of a mainframe compu- 
ter. But whereas the classic function of main- 
frames was to automate clerical work like 
payroll management, personal computers 
are increasingly being used as support tools 
by executives and professionals. 

Take the retail industry, for example. 
There, a personal computer connected to à 
corporate computer network can allow a 
manager to access his company's computer 
database, usually held on a mini or main- 
frame computer, extract the previous day's 
figures that came in overnight from branch 
point-of-sales terminals, analyse them, then 
convert his conclusions into slick graphical 
form for presentation at a marketing, meet- 
ing later the same day. 

Advances in chip-making technology — 
higher levels of integration (or component 
density) in smaller packages — are a vital 
part of the move towards more compact 
machines. Sun's recently introduced Sparc 
Station, whose processor comes in flat box 
like the ones used to deliver pizzas, is a good 
illustration of the trend. 

Industry commentators are already rav- 
ing about "laptop workstations" becoming 
a reality. Although technological break- 
throughs will be needed before such 
machines appear, the trend towards cram- 
ming more power into what the industry 
likes to call a “smaller footprint" (the physi- 
cal space a machine occupies) can be ex- 
pected to continue indefinitely. 

Today's personal computers are for the 
most part stand-alone machines. By con- 
trast, tomorrow/s compact, high-powered, 
user-friendly personal computer will be very 
much a sociable clone. Improved network 
software will make common the linking to- 
gether of machines, enabling easy exchange 
of information between users and sharing of 
expensive resources such as databases and 
laser printers. 

Forecasts suggest that by 1991, half of all 
personal computers will be connected to 
networks. Companies such as Novell and 
3Com that specialise in network software 
are currently among the fastest growing in 
the industry. 
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As the astronomical success of IBM PC 
clones has shown, computer buyers love the 
choice and value for money that open sys- 
tems ensure: an ability to hook together va- 
rious parts from different vendors. In a 
world where blanket coverage of intellectual 
property is nearly impossible to achieve, no- 
thing is ultimately clone-proof — reverse en- 
gineering can crack most hardware and 
software puzzles eventually. 

Some pundits argue that the personal 
computer industry is approaching maturity. 
Admittedly, some categories of low-end 
hardware are becoming commodities. 
Much of the industry's value added is shift- 
ing to software and system integration. 
And, far from slowing down, the pace of 
technological change in this dynamic indus- 
try appears in fact to be accelerating. 

One area where new developments are 
rapid is multi-media systems. Personal com- 
puters have started to take on the functions 
of audio-visual appliances such as T s, 
videotape recorders and stereo ic 
players. Apple, for example, has already 
demonstrated full-motion video on the Mac, 
and the workstation produced by Apple 
founder Steve Jobs’ new company NeXT is 
capable of full-stereo sound. 

Another area on which much research 
concentrates is making computers even 





IBM PC for sale in Tokyo. 


easier to use. The combination of voice rec- 
ognition, artificial intelligence and speech 
synthesis techniques will eventually make it 
possible for you to talk to your computer. 
You will tell it what to do, and it will respond 
by telling you things that you need to know. 

It is tempting to try and predict the future 
of the personal computer by drawing analo- 
gies with the development of mature pro- 
ducts like cars. But the temptation should be 
resisted: the personal computer is quite dif 
ferent, a product with the capacity to do fas 
more than simple tasks such as travelling 
from A to B. Indeed, so far from reaching 
maturity, the personal computer has only 
just begun to grow. = Bob Johnstone 
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INVISIBLE HAND 


A surplus of answers 


biggest in five months. In June it 

fell to US$8.17 billion and was the 
smallest since December 1984. Analysts 
have expressed disappointment and delight 
at the figures, as indeed they have done 
every month for the past year and a half as 
the gyrating deficit level defied forecasts. 

But are things getting better or worse? 
. Monthly figures are unreliable indicators 
even after seasonal adjustment. But it is ob- 
vious that the deficit for the second quarter 
of this year was smaller than the first and 
l' ‘ise, the first-half deficit of US$54.30 bil- 
| | was better than the US$60.16 million in 
tne same period a year earlier. The total 
trade deficit for 1989 should be somewhat 
smaller than 1988's US$118.53 billion which 
in turn ted a decline from 
1987's record US$152.1 billion. 

One reason the US trade balance has im- 
proved is the slowdown in the growth of 
domestic demand, which has dam- 
pened the country's appetite for 
imports and released some of its 
output for export. Analysts had 
warned that at near full employment 
and full capacity utilisation, the 
US economy could not keep up with 
domestic demand and at the same 
time boost exports without accelerat- 
ing inflation. 

Another reason is that the new 
“activist” US trade policy — prising 
open protected markets with the 
threat of retaliation — is bearing 
f ` or so its protagonists claim. 
1 the June trade figures were 
hailed by the Bush administration as 
evidence that US manufacturers 
were successfully penetrating foreign 
markets, with a little help from government. 

Opinion is divided on whether the US 
trade deficit has declined despite the recent 
strength of the US dollar or whether the ef- 
fect of the strong dollar has yet to be felt. 
Some argue the June figures prove that US 
products are now competitive even at hi 
dollar rates. But others predict that the def- 
icit will widen under the impact of the 
stronger currency. 

In fact, the relationship between ex- 
change rate and trade balance is one on 
which top US economists cannot agree. 
Some say that even if the US finally 
imposes fiscal discipline on itself and 
surplus countries maintain relatively 
rapid growth, a further US dollar deprecia- 
ion is needed to wipe out the trade deficit. 
Thus the dollar's rise against other curren- 


he US trade deficit in May jumped 
| i p US$10.08 billion and was the 


31 AUGUST 1989 


cies must be resisted, indeed reversed. 

Others stress that the sharp devaluation 
of the US dollar since 1985 has failed to 
improve the US trade balance because it 
only prompted Americans to step up cur- 
rent spending before its effect was fully 
reflected in domestic prices. They say the 
dollar is now undervalued and that a revalu- 
ation, if it reflected a tighter monetary policy 
that limited spending and increased ex- 
ports, could help solve the US savings defi- 
ciency. 

Forcing higher-saving countries, such as 
Japan, Taiwan and South Korea, to revalue 
will only harm relationships without restor- 
ing the trade balance. 

E Susumu Awanohara 


In the wake of the Peking massacre, many 
Indians were anticipating a sharp rise in the 
flow of investment funds into their country. 
They reasoned that foreign investors, 
their confidence battered by the bloody 


US trade gap eases 





crackdown in China, would redirect invest- 
ment funds towards India’s safer shores. 

After all, they argued, India is a demo- 
cracy — a country capitalists the world over 
should be proud to do business with. And 
like China, India has a huge domestic mar- 
ket, competitive labour rates and the export 
potential to feed the insatiable US appetite 
for manufactured goods. Unlike China, 
India has the additional benefits of a well-es- 
tablished legal system and English as the 
dominant language of business. 

But the eagerly awaited flood of funds 
has failed to materialise. Early indications 
suggest that last year's sharp rise in foreign 
investment — from Rs 1.1 billion (US$66.5 
million) in 1987 to Rs 2.4 billion — is unlikely 
to be repeated this year. Government fig- 
ures for the first four months of 1989 show a 
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drop in the number of foreign investment 
approvals — only 225 against 265 in the 
same period of last year. And central bank 
officials say there has been little sign of 
money surging into the country since June. 

The main reason for this apparent invest- 
or nervousness is political uncertainty. 
Western politicians and lobbyists may rail 
against repressive governments and de- 
mand an end to business links. But foreign 
businessmen find that the uncertainties in- 
herent in democracies can be just as trying. 

The principal cause of the uncertainty in 
India is the general election which now 
looms large on the political horizon. The 
country is due to go to the polls by January 
next year. As a result, no political party is 
willing, at the moment, to adopt a pro-busi- 
ness stance. Instead, all the parties are busy 
vying for the decisive rural vote by promot- 
ing populist and socialist policies. But 
socialist policies are unlikely to appear at- 
tractive to foreign investors or create the 
right business climate for increased 
foreign investment. 

In addition, India is dogged by a 
host of other problems. Poor labour 
relations and stifling restrictions on 
foreign ownership are just two of 
them. Labour is cheap — average 
wage rates are only 70 US cents an 
hour — but labour productivity is 
low. Last year, an estimated 32 mil- 
lion working days were lost through 
strikes and go-slows. 

Restrictions on foreign ownership 
are a major barrier to foreign invest- 
ment. These laws limit the owner- 
ship of foreign equity in companies 
incorporated in India. Foreign-ex- 
change regulations also prohibit 
branch offices of multinationals from 
undertaking any trading activities. Wash- 
ington's decision to put India, along with 
Japan and Brazil, on its Super 301 hit list of 
unfair traders is unlikely to help on this 
score. With an election looming, both the 
ruling Congress party and the opposition 
have pledged to resist US pressure. 

It is clear, however, that foreign invest- 
ment laws need to be dismantled if the In- 
dian economy is to gather steam. India 
needs foreign technology and knowhow if it 
is to be competitive in world markets. 

But until India allows foreign money to 
flow freely in and out of the country, and 
creates a political climate more conducive to 
doing business, investors will be reluctant to 
commit funds. For the moment, at least, it is 
doubtful whether China's loss can be India's 
gain. u Ajit Dayal 
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ECONOMIC MONITOR: 


HONGKONG 


Export outlook is pessimistic 


t first glance, the Hongkong econ- 
omy appears to have recovered 
from the shock caused by the vio- 
lent suppression of student dissent 
in Peking on 4 June. Property values, which 
nosedived 15-30%, in the two weeks after 
the massacre, are recovering rapidly, helped 
by a softening of local bank lending rates. 
The average price of a new flat is still nearly 
50% above the level of a year ago, according 
to government figures. 

The stockmarket, a barometer of local 
sentiment, collapsed 500 points — losing 
nearly 20% of its value — the day after the 
massacre but is now inching its way back to 
pre-June levels. The Hang Seng Index 
closed at 2528.75 on 21 August compared to 
2093.61 on 5 June, though the market is stil 
very apprehensive about political develop- 
ments in Peking. 

However, the economic fundamentals 
are not as healthy as they were last year. 
Trade, which accounts for about 80% of 
Hongkong’s GDP, had been showing slower 

wth well before the Peking incident, 
with exports to the US, by far the territory's 
largest market, lower than expected. Gov- 
ernment figures indicate a 1% drop in 
domestic exports to the US in the first half 
offset by double-digit growth for China, 
Japan and a number of other important mar- 
kets. But this is small consolation as the com- 
bined strength of these markets hardly 
matches that of the US. 

Although trade growth in June appeared 
solid at 34% for re-exports and 5% for 
domestic exports, the figures were sharply 
down from the year-ago rate — re-exports in 








June last year grew by 52% while domestic 
exports were up 11%. The growth in re-ex- 
ports is largely attributed to the processing 
needs of Hongkong companies in southern 
China. Economists say real domestic export 
growth was probably zero, after discounting, 
inflation. 

The June figures reflect the pattern of the 
first-half trade performance, with re-exports 
growing by 37% compared with 46% in the 


corresponding period last year and domes- 
tic exports 7%, compared with 11.5%. 

Import inflow, meanwhile, has also 
slowed to a rise of 16% in June compared to 
a 34% jump a year ago, narrowing the trade 
deficit to HK$1.1 billion (US$141 million) 
from HK$2.9 billion in May. But the deficit 
for the first half at HK$13.5 billion was still 
54% up on the year-ago figure. 
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Invisible earnings traditionally compen- 
sate for the imbalance in trade, but the 4 
June incident sharply reduced foreign tour 
bookings, immediately hitting hotels, res- 
taurants and shops in the territory. 

Trade prospects are now bleaker than 
they were before June. The effects of the fall- 
out from the massacre will become more ap- 
parent on Hongkong/s re-exports in the July 
and August figures, which are not yet avail- 
able, and on the banking sector as well as 
more China trade companies and mainland 
enterprises fold under financial pressure. 

Since June, half a dozen writs have been 
filed with Hongkong courts by local] `s 
against China-related enterprises for — - 
ment defaults. Most of these loans were ar- 
ranged a few years ago, when China's credit 
standing was at a peak. 

Re-exports to China, Hongkong's big- 
gest such market, could slow more rapidly 
than earlier in the year as China cuts back 
foreign-exchange spending more drastically 
than it had planned in the wake of a lending 
freeze by foreign banks. Mainland banks in 
Hongkong, which have 20% of the savings 
market, may even have to sell some prop- 
erty assets to meet liquidity demands next 
year should a large number of Chinese en- 
terprises fail. 

Economic slowdown will relieve pres- 
sure on at least one sector, labour, though a 
continuing outflow of professionals and 
other select groups, more so in light of 4 
June, means that the pinch will still be felt in 
some sectors. The latest available figures 
(April-June) show that unemployment is 
still at a tight 1.3%. mElizabethC g 
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corporation we will demonstrate even 
greater competitive spirit and enthusi- 
asm to meet your needs. 
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As Japan's international airline we are 






bound by our own unique corporate 






sense of honor to fulfil these promises. 






VAPAN AIR LINES 


«n 

he Review is an essential part 
of our media plan because it reaches our 
prime target audience, the frequent 
business traveller.99 


FarEastern Economic R HI " 


It works for them . . . It will work for you! 









SIEMENS 


Future needs - 
immediate response 


Flexible 
manufacturing 
makes for timely 
deliveries 


Fast changing market needs demand fast 
change-over from one production pro- 
gramme to the next. Only maximum flexi- 
bility on your part will achieve the higher 
productivity and shorter delivery times you 
require. 


The source of this flexibility? CIM - com- 
puter integrated manufacturing. Siemens 
factory automation systems provide individ- 
ual answers to individual requirements. 


We offer solutions to all kinds of needs - 
from product development and engineer- 
ing to programmable controls, industrial 
robots and sensors. What's more, we 
respond to problems at every level of your 
production process, and ensure efficient 
exchange of information with powerful, 
open communication and control 
networks. 


Siemens offers you a whole range of 
products and systems, all fully compatible 
and all highly flexible. We cater both for the 
simplest control functions and for the most 
complex process control problems. 


It's these capabilities that make us a world 
leader in automation technology, and 

the ideal partner for progressive manufac- 
turers who are seeking to keep ahead. 


Siemens AG, ZWD16, 
P.O. Box 103, D-8000 Munich 1 


High-tech from Siemens - 
into the future together 








THE LABEL OF ACHIEVEMENT 
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BLACK LABEL COMMANDS MORE RESPECT R 


= (12) YEAR OLD : 


e JOHN WALKER & SONS LTD., SCOTCH WHISKY DISTILLERS, KILMARNOCK, SCOTLAND 





BUSINESS AFFAIRS 





Now for the bad news 


one that says rules are made to be 

bent, stretched . . . anything, in 
other words, just short of brazenly broken. 
Two months after Hongkong regulators 
prohibited stock buy-backs by listed com- 
panies domiciled offshore, No.1 rule bender 
Joseph Lau is loopholing his way towards 
taking his Bermuda-based companies pri- 
vate. 

Lau's eminently practical approach — a 
privatisation exercise posing as a straight 
7h55 issue — will probably be replicated by 

nber of Hongkong companies which, 
iur safety’s sake, have re-domiciled in Ber- 
muda. In the post-Tiananmen bear market, 
many of these firms would dearly love to di- 
rectly buy back their hugely discounted 
shares. Hongkong-domiciled Shui On has 
already jumped at the chance, announcing a 
conventional privatisation offer. Those with 
one foot offshore will have to follow the 
bouncing Laus, though they may not be as 
aggressively mercenary about it. 

The Lau scheme is simple and disturb- 
ing: mix a huge rights issue pitched at a 
seemingly attractive price with lots of bad 
news about the company issuing the rights, 
underwrite the offering yourself and end up 
with the majority of the shares on the cheap. 
Only the minorities are screwed, a common 
enough experience for the pitiful small fol- 
lowers of the Lau approach to corporate 
growth. (Institutions, save the inexplicably 
masochistic Bill Wyllie of brokers Asia Sec- 
t 3, gave up and bailed out a few cash 

ack.) 

In a grandiose display of guilelessness, 
Lau has pulled this stunt not once, but twice 
since the bullets flew in Peking. On 14 June, 
Lau company Superford announced that 
its pre-Tiananmen net asset value was 
HK33.14 (43 US cents) a share. One week 
later, it proposed a HK$395.5 million four- 
for-one rights offer. Lau company China En- 
tertainment and Land Investment Holdings 
(CELIH) agreed to take up its 47.9% stake of 
the 90 HK cents a share offer and to under- 
write the rest. 

Not on the surface a bad deal at all. Not, 
at least, until 13 July when Superford an- 
nounced a loss of HK$143 million for the six 
months ended 30 June, partially on trading 
Hongkong Land shares during a period of 
what could accurately be described as a no- 
lose Hongkong market. When the rights 
closed days later, ise, CELIH ended up 
with 89% of Superford, pledging modestly 
© turn whatever n back to the mar- 
<et to keep 25% of the stock in public hands. 


he only golden rule that holds in 
| Í | the Hongkong stockmarket is the 
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If this were not enough, CELIH itself an- 
nounced a whopping HK$922 million two- 
for-one rights issue on 18 August, partially, 
it demured, to fund its HK$390 million take- 
up of the Superford issue. The same day, 
CELIH unveiled a HK$64 million six-month 
loss, again the result of some peculiar share 
trading luck in a bull market. 

And who is the underwriter for the 
mammoth CELIH issue? None other than 
Lau flagship company Chinese Estates. It 
has pledged to take up its 45.01% stake in 
the HK$l-a-share offer and, no surprises 
here at least, to underwrite the rest. 

If Joseph Lau pulls off the partial privati- 
sation of CELIH, watch for a Chinese Estates’ 
rights issue next. He will then have captured 
a substantial number of prime real estate as- 
sets — held by all three companies — at a 





shell-shocked market price, leaving only the 
amahs and cab drivers sorrier for it. 

The Hongkong regulators ought to take a 
hard look at the losses produced by Super- 
ford and CELIH during the first half of 1989. 
The alleged expertise of these companies is 
share trading. So how come they generated 
such stunning losses in a bull market? 

While regulators have gone a step down 
the road in demanding an independent as- 
sessment of the CELIH offer, the "indepen- 
dent" advisers are Peregrine Capital, a mer- 
chant bank part owned by CELIH whose 
principal, Phillip Tose, had been, along with 
Hongkong Stock Exchange chief executive 
Francis Yuen, a key strategist for Joseph Lau 
at Citicorp Scrimgeour Vickers. The SFC and 
the Hongkong Stock Exchange should do 
better than that. — m Jonathan Friedland 


Taiwan's Securities and Exchange Com- 
mission (SEC) is finding itself balancing con- 
tradictory roles as a liberator of the local 
stockmarket on the one hand and as a con- 
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servative godfather to investors on the 
other. 

The commission has shown its intention 
of pushing Taiwan's monochrome stock- 
market towards variety and modernisation 
by changing rules to allow participation in 
the market by foreign brokers and banks 
and by encouraging more new listings. 

The SEC's objective is to create further in- 
vestment channels to help take the specula- 
tive pressure out of the Taipei market. But 
where regulators trip over their own feet is 
in their pricing policy for initial public offer- 
ings and rights issues, which inhibits market 
forces and encourages investor dependence 
on the government. 

Brokers complain that the SEC has gener- 
ally cowed underwriters and companies 
into hugely underpricing stock offerings. 

In the case of rights-cum-placement is- 
sues — the way most capital is raised on the 
local bourse — underwriters and companies 
are themselves wary of setting prices too 
steeply for fear the stock will be rejected by 
investors accustomed to getting their stock 
ata low price. 

Thus these issues are regularly priced at 
discounts to the market of 20-40%. By law, 
80% of the issue must be offered as non-re- 
nounceable rights to existing shareholders 
to prevent dilution of their holdings. 
Another 10% goes to company employees. 
That leaves just 10% of the issue for the un- 
derwriter to place with the public through a 
lottery. 

In the conditions prevailing in the Taipei 
market where the chance of an underwriter 
being left with unsold stock is minimal, un- 
derwriting fees are tiny. The underwriter’s 
income comes mostly from a non-refunda- 
ble NT$40 (US$1.56) fee with each applica- 
tion. The more applications that flood in, the 
more money the underwriter earns. The 
cheaper the agreed issue price seems, the 
more applications — a powerful incentive to 
pitch the price low. 

The main loser in the deal is the issuing 
company which misses out on raising the 
maximum capital available. The winner is 
the investor who gets his stock at an attrac- 
tive discount, or so he believes. 

But the bargain is illusory. With the in- 
evitable heavy oversubscription, the value 
of the potential windfall is diminished by the 
reduced chance of getting an allotment. As 
for existing shareholders, the gain from a 
possible rights offering was factored into the 
price of the share when he bought it on the 
open market. The SEC will not have an easy 
time educating investors in such realities. 

"m Jonathan Moore 
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COMPANIES 


Malaysia’s Inter-Pacific group attracts doubters 


Against the 


By Christopher Marchand in Kuala 
Lumpur 

cartographer of Asia’s rich entre- 

preneurs would pass lightly over 

Malaysia and Singapore, as these 
countries tend to frown on the accumulation 
of great personal wealth. The 37-year-old 
Vincent Tan Chee Yioun of Malaysia's Inter- 
Pacific group is no exception, as his rise to 
become the country’s leading young entre- 
preneur has been rewarded by much ad- 
verse comment. 

Certainly, the frenetic revamp of Inter- 
Pacific and its 57.25%-held subsidiary, Ber- 
jaya Corp. — the group’s heart — often 
seems as indecipherable as an Egyptian 
frieze. Berjaya is also busy with a 1-for-1 
rights issue, Malaysia’s largest-ever, at 
M$1.30 a share to raise M$273 million 
(US$101.7 million). Yet concern persists over 
Berjaya’s debt and direction. Capping these 
events is the enigmatic purchase by IGB 
Corp., a blue-chip property developer, of 
20% of Inter-Pacific and 12% of Berjaya. 

What is surprising is the extent to which 
Kuala Lumpur stockbrokers hold negative 
views on Tan. To many brokers, Tan has 
risen so rapidly that he lacks the earnings 
and management record which would instil 
confidence, Others, noting Berjaya’s debt 
and Tan’s plans to continue his 
breakneck expansion, fear his. 
capital base will prove in- 
adequate. 

Tan’s relationship with Fi- 
nance Minister Datuk Paduka 
Daim Zainuddin is also | |. 
noted. Conceivably, that could — 
make him vulnerable to shifts 
in Malaysia's power structure. 
Tan got his big break in 1985, 
when the Finance Ministry sold 
him a 51% stake in gaming 
company Sports Toto. Tan 
gained firm control of Berjaya 
by injecting his Sports Toto 
shares into it. He repaid the 
favour last year by swapping 
his Berjaya shares for control of 
Raleigh Bhd, the loss-making 
company closely associated 
with Daim. This Tan renamed 
Inter-Pacific. 

Berjaya's current cash call, 
and Inter-Pacifics M$250 mil- 
lion, 7-for-l rights issue last 
year, are a continuation of a 
group restructuring that is turn- 
ing Inter-Pacific into Berjaya's 
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holding company. Berjaya will hold the core 
operating assets in gaming, consumer dura- 
bles, textiles, steel wire making and financial 
services. Total group assets will amount to 
some M$1.4 billion, by far the bulk of which 
were bought in the past two years. 

Related to Tan's freedom of action is the 
size of his personal debt, which was thought 
to exceed M$100 million after Raleigh's 
takeover. Tan has repaid debt by cutting his 
Inter-Pacific stake from 32% to 25%, and will 
probably dilute his holding further to 20% or 
even 15%. But his private company, B&B 
Enterprise, still owes Berjaya M$80.8 million 
for shares bought in Inter-Pacific. Tan's re- 
luctance personally to publicise his inten- 
tions, for himself or the group, adds to the 
uncertainty surrounding him. 

Markets hate uncertainty, with the result 
that Tan's achievements have won little 
praise. Still, his paper shuffling has created a 
logical group structure with core assets. Ber- 
jaya's earnings strength suggests the group 
is no high-flyer heading for a crash amid the 
ruin of debt and inflated scrip issues. "Tan 
will make M$100 million pre-tax every 
year," says IGB executive director Goh Nan 
Kioh. ^He doesn't have to keep rerunning 


the four minute mile." 
Tan's ideas rank him as one of the re- 


gion's most imaginative entrepreneurs. 













The empire of Vincent Tan 
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(Stockbroking) 
los 10% | Kemajuang Gemilang pem Berjaya Kawat 
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And his street savvy stood him in good 
stead this year when he took on Hongkong- 
listed Semi-Tech Microelectronics, control- 
led by casino magnate Stanley Ho and 
James Ting, in a bid for Wall Street-listed 
SsMC Inc. which owns the Singer consumer 
durables franchise. Tan has courted the in- 
sititutions, and stockbroker Morgan Gren- 
fell helped place the overhang of Inter- 
Pacific shares from last year's rights issue. 

Tan also appears to appreciate the need 
for team work. He has brought in highly re- 
garded merchant banker Patrick Low Han 
Hing as Inter-Pacifics managing director. 
He boasts that he and his army of accoun- 
tants study a company takeover with the in- 
tensity that a zoologist might bestow on a 
porcupine's sex life. The accountants re- 
strain Tan from being impaled by his wilder 

For his part, Tan needs IGB’s respectabil- 
ity and support against predators. IGF 77? 
Tan crucial financial backing in thessM — - 
tle. Its sister companies Parkway Ho! Us 
of Singapore and Lee Hing Development of 
Hongkong have taken an 8% stake in con- 
sumer durables company Regnis, one of 
Berjaya’s key earnings sources. Had Semi- 
Tech won, Regnis' franchise to sell non- 
computer Singer brand goods in Malaysia 
might have been under threat. Tan thus had 
to fight. 


emi-Tech did get SSMC, but only after 
- reaching a compromise with Tan. Ber- 
jaya bought SSMC's 49% of Regnis (be- 
fore placing out 12.5%) on a highly positive 
five times forward earnings. Group control 
of Regnis was secured at 84.5%. Royalty 
payments to Singer were cut from 3% to 
1.75%, while Regnis’ right to 
sell Singer consumer brands in 
Malaysia was guaranteed. Ber- 
jaya and Semi-Tech now plan a 
joint venture to build a ` ^ 
Singer factory in Malaysi 3 
may form an alliance by taking 
crossholdings in the other. 
IGB's motives in buying intc 
Inter-Pacific and Berjaya are 
more complex. Goh says he is 
buying undervalued earnings. 
Another theory is that IGE 
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10% |" Taman Bukit Maluri needs enough  Inter-Pacifi 
shares to equity account it 


earnings. That would plug : 
looming gap in IGB's property 
development profits. Goh de 

Berjaya could be an arbit 
rage play. At its current marke 
value, its theoretical post-right: 
issue share price is M$1.75 
That represents an attractivi 
7.4 times forecast earnings fo 


Textile Industries [X] Malaysia listed the year to 30 April 1990. Exist 
(Textiles) Lond US listed ing earnings will be diluted, bu 
iste dicium CUP Sib dil ie UE Berjaya shares could still rur 


up. As it is, IGB has already 
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earned a tidy turn on backing Tan in the 
SSMC scrap. The 70% gain in Inter-Pacific’s 
share price this year, despite market misgiv- 
ings about Tan, has also given IGB a healthy 
profit on its holding. 

IGB, however, is unlikely to upset Malay- 
sian business custom by mounting a hostile 
bid against Tan. For one thing, IGB lacks the 
expertise to manage a complex investment 
group such as Inter-Pacific. But IGB could 
discern long-term potential in backing Tan 
— notably in building Inter-Pacific into a 
Malaysian multinational. Says Goh, "you 
buy because of the man." 

Tan's management stresses marketing, 
and the benefit is apparent on operating 
profit. Sports Toto grew 26?5 (to 4295 of 
the total), Regnis 34%, steel wire-making 
45% and hire purchase financing 166% to 
this year's 30 April close. Overall profit 
growth was distorted, as Berjaya raised 
*e «take in textile group South Pacific Tex- 

ndustries (SPT!) from 27% to 73% last 
year, making it necessary to consolidate its 
earnings. But Berjaya's companies have 
shown an operating income growth at a 
time when many rivals have remained static 
or fallen. 

Berjaya's big problem is gearing, which 
the rights issue is designed to correct. The 
worry though is that the: proceeds are in- 
adequate as post-rights issue debt will still 
be M$512 million or 90% of equity (after tak- 
ing into account commitments to buy prop- 
erty and shares in Regnis and Malaysia's 
third commercial television station). 

Even that figure is optimistic, as group 
assets include M$242 million goodwill in re- 
spect of Berjaya's takeovers. If goodwill 
were written off, the post-rights issue gear- 
ing ratio would soar to 158%, The conven- 
tional message is that Berjaya needs to con- 
solidate. 

Berjaya, however, could eliminate most 
€ — debtby offering half of unlisted Regnis 
t ' public and reducing its Sports Toto 
stake from 84.5% to 50%. SPTI also accounts 
for much of Berjaya's debt, which should be 
reduced by the textile group's current M$77 
million 3-for-2 rights issue. 

Moreover, Tan wants to capitalise on an 
anticipated boom in Malaysia’s economic 
growth and to expand offshore. Consumer 
durables marketing in Third World coun- 
tries could be high on the list, as Tan believes 
this offers rich pickings. Berjaya is thus likely 
to become a highly leveraged play which 
will seek out growth markets. A downturn 
would be an acid test of Tan's entrepreneu- 

Inter-Pacific looks more strongly placed 
to embark on greenfields projects. After Ber- 
jaya’s rights issue and its receipt of cash from 
the sale of its Sports Toto stake to Berjaya, 
Inter-Pacific's debt will be M$70 million on 
share capital of M$400 million. Peripheral 
asset sales such as Nam Fatt Engineering 
could cut debt further. Inter-Pacific holds a 
direct 65% stake in upmarket life insurer 
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The burger 


group, 37-year-old Vincent Tan Chee 


father's fortunes failed, Tan had to shelve 

to study law in New Zealand and 

work in a bank. But the bank's 
tedium was ly a stronger spur to 
get ahead in life than the lacent 
ritual of a university education. He sold 
life insurance at night for American In- 
ternational Assurance (AIA), netting 10 
job. Tan was an AIA agency manager at 
5, holding the title until 1982 when he 
turned 30. 


development. A 
Daun, Jute luget geal dr 
, Japan's in- 
surer, has become United Prime 
Insurance, a Berjaya Corp. subsidiary 
fit in the year to 30 April. 
Tan's fame, however, dates from 
winning the McDonald's fast food fran- 
chise in Malaysia. In 1981, he spent time 


Prudential Assurance (Malaysia) which of- 
fers sound growth prospects. 

Meanwhile, Berjaya's operating com- 
panies should continue to post earnings 
gains. Sports Toto should show quantum 
growth if the Malaysian Government cracks 
down on illegal gaming and the ensuing loss 
of tax revenue. Tan might also bid for Sports 
Toto's larger rival, Magnum (his group al- 
ready owns 6.3%). For its part, the market 
thinks that Kamunting Corp.'s Lim Thian 
Kiat will have to sell assets such as Magnum 
to unlock value from Multi-Purpose Hold- 
ings, the ailing conglomerate which Kam- 
unting took over this year. 

Malaysia’s growing prosperity has 
prompted the target of a doubling of Regnis' 
turnover and stronger margins in the next 
three years. SPTI is starting new spinning 
and weaving projects. Earnings should hold 
firm this year, though the outlook is cloudy 
after that. Some 20% of sPTI's output is made 


in advanced 
McDonald's 


ighly profitable, with Tan reportedly - 
xd ierpe tener 


By 1984, Tan was moving into Ber- - 
eae de as d 
Berjaya's pre-tax profit has climbed from 
M$700,000 to M$70 million in the year to. 


"D | 
year that Tan moved into Ber- 
jaya, it bought 48% of consumer durables | 
company Regnis for M$54.6 million. If 
Regnis is floated next year, its valuation 
npe en Tan's 

The bi was Tan's 
Viti iir di Toto from 
the first offer, and Tan insists that the 
only favour he ae P jars from 
the government was ight to bi 
Spots Toto at a pedet ms. Lo aches | 
up management, and pre-tax it 
soared from M$5 million 131985 to S36 
million in the year to April 1989. Tan later - 
swa his Sports Toto shares for con- _ 
trol of Berjaya, and late last year of Inter- _ 
Pacific. 


Tan says he owns 90% of B&B Enter- 
prises, a private company in 
Inter-Pacific. Bác» ata stake in Inter-Pacific | 
is worth nearly M$140 million, against 
which is the a ified level of Tan's 
personal debt and other assets. But Tan — 
is "very comfortable" with his gearing. — 


J 


"I've no ambitions to be a billionaire,” he 1 
says: “I'm happy with what I have. If I re- 


duce my holding in Inter-Pacific a little 
bit, I would be free." 
m Christopher Marchand 


outside Malaysia, while 60% of turnover is 
sold abroad. Longer term, sPTI plans to 
manufacture in Vietnam for export to the 
US. 

The jury is still out on Tan. He has avoid- 
ed the losses of fellow entrepreneurs such as 
Oei Hong Leong of Singapore's United In- 
dustrial Corp. and Joseph Lau of Hong- 
kong's Evergo Holdings. His group also 
boasts stronger recurrent earnings. And it 
should not be hard for him to steer clear of 
political trouble. 

On the other hand, Tan has not yet won 
the market's trust. He must avoid being 
seduced by the dubious benefit of strategic 
cross-shareholdings in companies like IGB or 
Semi-Tech. The market views such stakes as 
pointless and risky if share prices fall. He 
should improve his disclosure. Above all, 
Tan needs to keep his sense of direction and 
make money for his shareholders. He is pro- 
ving a man to back. " 









po—-————————- mann en aei torte bint teh pia ARNG PLA nam FLARE RANA RNA 


pti ph alg Sa em YR NRL RARER PRR Re et arty ea ent th Yn aa aaa aa ana aaa 


he men with which Manila and its 

commercial bankers announced pre- 
: . liminary agreement on debt reduc- 
- tion and provision of new credit for the 
.... Philippines on 16 August suggests that both 
sides learned something from the protract- 
... ed and often-acrimonious negotiations be- 

-tween Mexico and its private bank creditors. 

— Manila's needs, notably for new deve- 
-lopment funds, are different from Mexico's 
` (REVIEW, 17 Aug.). But it also avoided mak- 
_ing unrealistic demands. The bankers in 
> turn responded positively, encouraged at 
. the same time by the improved fundamen- 
¿tals and recent management of the Philip- 
- pine economy. The US Treasury, which had 
Xwrung concessions for Mexico from its 
- bankers, avoided that approach in the case 
^of the Philippines. Nevertheless it took 
. some of the credit for Manila’s package as 
the second "success" of Treasury Secretary 
“Nicholas Brady’s plan to reduce Third 
< World debt. 
-  Butone result of the speedy and amica- 
ble negotiations is that some groups in the 
. Philippines are already complaining that 
“there is not enough debt reduction in the 


. package. 
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Steel barrier 
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d he sale of New Zealand Steel, 80% 

J owned by the Equiticorp group 

which is now in receivership, is again 

in doubt following a surprise intervention 

by the Australian Trade Practices Commis- 

sion (ATPC) and a decision by the New Zea- 

-. land Commerce Commission to hold a full 

© hearing into the proposed deal. Such inves- 

tigations can last for up to 80 days. 

s The sale, to a consortium led by Austra- 

5^. lian steel group BHP, has aroused objections 

~~ from a number of New Zealand companies, 

-> including Fletcher Challenge, which has 

twice been rejected as a bidder. It lost out the 

first time to China's metals trading giant, 

Minmetals, which abandoned its bid just 
=> two weeks before settlement was due. 

Hetcher Challenge, 











New Zealand's 


; Manila agrees on pact with commercial bankers. 





Philippine officials are satisfied that their 
agreement with bankers lends respectability 
to debt reduction and at the same time en- 
sures that fresh commercial funds will keep 
flowing in. 

Manila hopes to raise up to US$1.2 billion 
in new money from commercial banks for 


1989-90 through bond issues. This amount 


corresponds to the expected shortfall in for- 
eign-exchange earnings in 1989-90 (revised 
down from US$1.7 billion as.a result of re- 
cent savings) which Manila is seeking to fi- 
nance through commercial loans. The 15- 
year bonds with eight-year grace period will 
carry a coupon rate of 0.8125% over the Lon- 
don inter-bank offered rate (Libor), which is 
a shade lower than the "humiliating" 
0.875% over Libor that Manila had to accept 
at the time of its major debt restructuring in 
1987. Mexico and Argentina, in similar situa- 
tions, were given 0.812576. 

Significantly the bonds will be transfera- 
ble and not subject to rescheduling or new 
money calls. Philippine officials are hoping 
these terms will interest the bankers in the 
"distinctive" instrument which will diver- 
sify and improve their portfolios. Banks 
which wish to maintain their credit relation- 
ship with the Philippines will be asked to 
subscribe to the bond issue, on a voluntary 





Sale of New Zealand Steel thrown into doubt 


biggest company, has however, obtained 
commerce commission clearance to buy the 
steel group in its own right and as part of a 
consortium with Brierley Investments. 

On 16 August, the New Zealand com- 
mission announced after hearing prelimi- 
nary submissions that it was “not satisfied at 
this stage" that the sale ^would not result 

.in the strengthening of a dominant posi- 
tion in the steel market in New Zealand." If 
the commission rules that market domina- 
tion is likely, it could bar the sale. 

The ATPC, meanwhile, expressed con- 
cern that BHP would have "effective con- 
trol” of Helenus Corp., the consortium 
formed for the purchase. BHP holds 3176 of 


Helenus and 49% of Tubemakers of Austra- 


lia, which in turn holds 49% of Steel and 
Tube. Steel and Tube has a 25% stake in 
Peleng Corp. 
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Lenders who. want to.cut their Philip- 
pines exposure. will be asked to respond to 
Manila's debt reduction proposal, also on a 
voluntary basis. The details of this scheme 
are still dosely guarded but the idea is that 
Manila will buy back its debt from creditors 
at a substantial discount. It will be up to 
Manila to decide the terms to offer the 
banks, but one indication is that US$1 of its 
debt is now trading at about 50 US cents on 
the open market. 

To finance the buy-back scheme, Manila 
is counting on the IMF, the World Bank and 
the Export-Import Bank of Japan. The IMF 
has already provided for a maximum of 
about SDR 340 million (US$420 million) and 
the Japanese Exim Bank has indicated its 
willingness to provide US$600 (in addition 
to other funds), both of which DEM used 
for debt reduction. 

The feasibility and terms of the buy Ae 
scheme will have to be refined, but there is 
said to be resistance to a scheme which in ef- 
fect allows Manila to borrow US$1 and use it 
to directly reduce its debt by, say, US$2. 
Some bankers consider this “too easy" a deal 
for the debtor. 

It now appears certain that the Philip- 
pines debt package will not include a 
scheme for debt-service reduction, or “in- 
terest enhancement.” In the Mexican pack- 
age, one way adopted to help reduce debt 
was to cut interest from the current market 
rate of around 10% to a fixed 6.25%. Appa- 
rently Manila is not interested in such a 
scheme because it will not amount to ae 
debt reduction. ! 








The ATPC said it would make submis- 
sions to the New Zealand commission. It is 
also seeking a declaration from the Austra- 
lian Trade Practices Tribunal that th = = 
chase would breach the Australian e 
Practices Act by extending the dominance of 
BHP in the Australian market. 

The ATPC' intervention highlights. the 
way in which the Closer Economic Relations 
pact between Australia and New Zealand — 
under which there is to be free trade in 
goods and almost free trade in services next 
year — is integrating the two economies. 

Some observers say that competition 
laws on both sides of the Tasman Sea need 
to be harmonised and that in some cases 
regulatory authorities should consider the 
two markets as one in assessing whether 

market dominance exists. 

Helenus has vigorously rejected accusa- 
tions of market dominance. It says the New 
Zealand market is open to competition from 
suppliers from other countries. 

Meanwhile, New Zealand Steel's acting 
chairman, Michael Walls, has said that the 
company needs capital reorganisation 
quickly or could be in a “very unhappy posi- 
tion." * 


OR ALIALICT taa 


China asks Japanese banks 
to reschedule loans 


> China has asked Japanese banks and 
other foreign creditors to reschedule some 
syndicated loans to tourism projects, 
because of the steep drop in hotel occupancy 
following the Peking massacre on 4 June. 
Banks in Tokyo recently rejected the 
rescheduling of loans for two hotel projects, 
but new lending may resume in October. 


Peking plans to extend 
austerity programme 

> China's powerful State Planning 
Commission is drafting a three-year plan 
which proposes more measures to rein in 
the economy. The 1989-91 plan, revealed by 
P--~‘er Li Peng at a recent State Council 

n ng, indicates that Peking will extend 
the original two-year austerity programme 
because of poor results so far. Although 
inflation has stabilised and industrial 
growth has slowed, investment remains 
high. Peking aims to cut fixed-asset 
investment by 20% this year, but Li said the 
best that could be expected was zero 
growth. In the first seven months, industrial 
output grew 10.6%, while the retail price 
index rose 25.5% on a year-to-year basis for 
the first six months. 


Taiwan firm acquires big US 
steel construction company 

> The Taiwan firm Continental 
Engineering Corp. (CEC) has bought 
American Bridge Co. (ABC), a major US steel 
engineering firm, in a bid to internationalise 
its operations. CEC said that after the deal, 
concluded on 15 August, it holds 94% of 

A X stock. The company would not 

d ethe price of the leveraged buyout, 
but said it was “around US$100 million.” 
The purchase marks one of the first major 
overseas acquisitions by a Taiwan firm. The 
87-year-old US company built the Verrazano 
Narrows Bridge in New York, the San 
Francisco-Oakland Bay Bridge and some 

of the world's tallest buildings. 


Malaysia embarks on a 
gas-to-petroleum plant 

> The world's first commercially sized 
middle distillate synthesis (MDs) plant is to 
ææ built in Bintulu, Sarawak, following the 
signing of a shareholders' agreement 
»etween Shell Malaysia, Mitsubishi, the 
»arawak state government and Malaysia's 
state-owned oil company, Petronas, on 23 
August. Construction of the M$1.8 billion 
US$670.4 million) plant will start 
mmediately, with production to begin in 
ate 1992. It will use Shell's proprietary MDs 
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process to convert natural gas into high- 
grade diesel, kerosene and naphtha. The 
expected offtake of gas is 100 million ft? a 
day, converted into 500,000 tonnes of 
products a year. Most will be exported. 


Thai tuna groups buvs 

big US tuna canner 

> The Unicord Group, Thailand's largest 
producer of canned tuna, will take over the 
US' third-largest tuna brand, Bumble Bee, 
in a US$269 million agreement. Bumble Bee, 
a part of the Pillsbury foods group, was 
auctioned off by Grand Metropolitan, 
which took over Pillsbury in December 
1988. Unicord's purchase should help 
preserve access to the US market against 
rising protectionism from tuna canners. 


Business indicators 





Indonesia’s Astra group 
acquires a domestic bank 


> Summa International, the financial 
services subsidiary of Indonesian 
conglomerate Astra International, has 
formalised its acquisition of Bank Agung 
Asia (BAA), adding a domestic component 
to its worldwide banking business. Summa 
bought 55% of BAA in November and the 
remaining 45% in July. The bank, renamed 
Summa Bank, will give Astra a presence in 
Indonesian retail and consumer banking. 
Summa International president Edward 
Suryajaya said the bank would be listed on 
the Jakarta Stock Exchange in 1990. 


Chinese firms fined 

in corruption crackdown 

> Five leading Chinese firms have been 
fined Rmb 51.33 million (US$13.8 million) 
for illegal profiteering as Peking tries to 
convince a discontented public that it is 
getting tough with corruption. The firms 
are: the Kanghua Development Corp., 
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China International Trust and Investment 
Corp., the Everbright Industrial Co., China 
Economic Development Corp. and China 
Rural Trust and Investment Corp. They are 
accused of foreign-exchange speculation, 
tax evasion, unauthorised lending and 
speculative trading in scarce commodities. 


Hongkong Bank posts 

15% gain in first half 

»> The Hongkong & Shanghai Banking 
Corp. announced a 15.3% rise in net profit 
to HK$1.9 billion (US$243.6 million) for the 
six months to 30 June. The directors also 
said they want to modernise the bank's 
statutory articles which have been largely 
unchanged since 1865. The intention is to 
extend the ambit of Hongkong's Companies 
Ordinance to the bank to take account of 
current law and practice. 


US backs down on threats 
against Japanese brokers 

> The US Federal Reserve Board decided 
against depriving Japan's four big securities 
companies of their primary dealer status in 
the US Treasury bond market. The test was 
whether Japan gives US companies the 
same competitive opportunities domestic 
firms are entitled to in the Japanese 
Government debt market. The Fed, 
however, wanted Tokyo to make greater 
efforts to liberalise its financial market. 


IFCT cold-shouldered 

by Thai Government 

> The budget scrutiny committee of the 
Thai House of Representatives rejected a 
second request from the Industrial Finance 
Corp. of Thailand (FCT) for Baht 1.08 billion 
(US$41.9 million) in compensation for 
foreign-exchange losses of some Baht 3.4 
billion. The request was thought to have a 
better chance after Suthee Singhasaneh 
took over as IFCT chairman from Sommai 
Hoontrakul. However, IFCT has only been 
offered Baht 71 million. 


Higher charges levied on 
Indonesian capital markets 


> Indonesia's Finance Ministry has raised 
the listing and transaction fees on the capital 
markets in a bid to stem speculative trading 
and encourage more long-term investment. 
Under the new rules, brokers and traders 
will be charged fees of 1% of total monthly 
transactions; brokers' commissions, already 
high at 0.5-1%, are expected to rise further. 
Companies issuing securities will be subject 
to initial listing fees equal to 0.5% of total 
funds raised as well an annual listing fee not 
to exceed Rps 15 million (US$8, 426). 


BUSINESS AFFAIRS 
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PRICES AND TRENDS 


Last sale to 21 Aug. Latest Previous week — 3months ago Year ago Average of representative high-grade issues 
Gold London (2) 366.65 364 85 360 25 432.25 21 Aug. Latest 1 month ago 6 months ago 
Copper New York (3) US$ 
Current detivery (Sept ) 123.90 117.00 118.00 97 65 Domesh 3-5 yearst 831 792 937 
Dec. delivery 121.00 7-10 yearst 8.28 BUT 327 
international 3-5 yearst 8.39 9 
Aluminium London (7) 
Current delivery (Aug) 1765.00 124500 237500 272950 PUES 935 Bur 346 
Tin Kuala Lumpur (1) 21.40 2364 27.15 1954 Yen 
Domesti 3 yearst 5.10 519 439 
Cotton New York (3) v s 
Curent delivery (Oct. 7480 7464 6750 5275 EMEN 35008 v E € 
Der; dev rast 7-10 yearst 4% 511 483 
Rubber Kuala Lumpur (8) 
Current delivery (Sept ) 239 50 243 00 270 00 342.00 Dm 
Nov. delivery 240.50 Domestic 3-5 years" n.a 6.90 na 
Jute Dhaka (11) 370.00 370.00 37000 31000 — sed m RA pe 
Palm Oil Kuala Lumpur (4) 7-10 yearst 6.81 873 684 
Current delivery (Sept ) 673.00 658.00 939.00 973.00 
Nov. delivery 67900 I m 
yearst 14 15 14 63 i 
New York (3) 10 years? 130 13.49 1404 
Current delivery (Oct) 13.38 1442 1219 1023 uud — 56 1436 1496 1527 
MON n 7-10 years}  — 1254 1417 145] 
Pepper Singapore (9) 
Sarawak Asta bik 100% 432,50 407.50 557 50 535.00 C$ 
Chi 5 Domestic 3 years" 9.96 987 1076 
Current delivery (Sept) sii 302.20 397.60 400.40 391.60 10 years” dA pas era 
A x Intemational ^ 3-5yearst 295 978 1079 
Convery 7-10 yearst 974 962 10.63 
Chicago (6) 
Current delivery (Sept ) 234 60 234 00 27160 287 60 £ 
Dec. 236.50 Domestic 3 yearst na. na. na. 
10 yearst na. na na 
Rice Bangkok (7) : : 
5% while fob 36500 365.00 315.00 30500 n —ÀÓH mI € o 
Soyabeans Chicago (5) 
Current delivery (Aug.) 615.60 615.00 721.00 871.00 NZ$ 
Sept. delivery 584.00 Domestic 3-5 yearst 12.16 13.11 13.14 
7-10 yearst 11.95 1233 1200 
Cocoa New York (7) international 3 years” 1247 1310 13.24 
Current delivery (Sept ) 1,154.00 1,278.00 124400 132300 RY : | 
Dar ly 117800 7-10 yearst 1297 12.96 13.19 
Coffee New York (3) SFr 
Curent de very (Sept) n 76.94 12500 12526 3-5 yearst 579 561 530 
Dec. delivery 7911 1-10 yearst 5.64 5.55 5.35 
Sumatran Thco 685 720 ECU 
light 16. 17 18.00 14.60 
Brent London (10) 1115 1710 1775 na Tr v RD 
(1)MSakg (2)US$anoz (3) US¢aib (4)M$atonne (5) US¢ a60!bbushel (6) US¢ 356 Ib bushel : TGovemment Gus: Talunin 
(7)UuS$atonne (8) PSS1, iri (9)S$a100kg (10)US$abarel (11) BWD, Chittagong/Mongia, US$ a tonne AAA corporate i 
Source: Telerate, Intemational Jute Organisation 


Economic indicators, selected Asian countries 





Australia China Hongkong India Indonesia Japan Malaysia 
Economic Growth % (real) (1) 
1988 3 122 75 3 38 5.75 87 
1989 24-35 5-6 4-6 9í4) 3-5 45 65-75 
International Reserves (5) 
Latest US$12.50b (June) US$18.47b (May) na US$4.40b (June) US$4.85b (Mar.) US$88.54b (June) US$6. 16b (Apr.) 
Year earlier US$12.44b US$18.82b na US$4 88b US$5 41b US$86 89b US$6 22b 
Trade Balance (lola! merchandise) 
Latest 3 months —US$104b(Jan-Mar) —US$389bí(Apr-June) —US$0 83b(Apr-June) —US$1 39b(Nov.-Jan) +US$2.81b(9) (Jan-Mar) +US$16.38b (6) (Apr -June) + U/S$0 88b (Dec -Feb ) 
Previous 3 months —US$1.01b —US$1.89b —US$0.90b —US$1.62b +US$2.27b +US$17,.200 4 US$1.04b 
Year earlier +US$0.31b —US$0.57b =US$0.89D +US$1.37b +US$2.19b +US$17.73b 4-US$1 24b 
Exports (7) | 
Latest 3 months USS8 52b US$12 59b US$17.96b US$3 46h US$5 12b(9) US$57 52b (6) US$5.33b 
% change previous 3 months -33 +30.2 +139 +42 —-10 —1.0 -04 
% change year earlier -31 +40 +209 4174 +52 +40 +191 
Imports (8) 7 
Latest 3 months US$9 56b US$16 48b US$18.79b US$4 R5b US$2 31b(9) US$51 14bí(6) LUSSA. 45b 
% change previous 3 months —22 +426 +127 -19 —20.4 +03 +23 
% change year earlier +133 *301 +194 +125 -137 +83 *346 
Consumer Prices 
Base July B0-June81— 100 Jan. 1988—100 Oct 84-Sept 65= 10012) 1960-100 Apr 77-Mar 78 — 100 1985-— 100 1980—100 
Latest 3 months index average 192.6 (Apr.-June) ^ 4(12) Jan.) 128.5 (Apr.-June) 819.67 (Nov.-Jan.) 330.19 (Apt.-Jung) 103.3 (Mar.-May) 132.7 (Jan.-Mat.) 
% change previous 3 months +24 +309 +15 +25 +16 +08 
% change year ealier +77 2L 4 +104 +88 +43 42.1 +33 
Money Supply (3) 

A$158.43b (10)(May) —— Rmb 955.96b (Oc.-Dec.) HK$375.64b (June) Rs 1.95t(10) (Aor.) Ros 41.271 (Jan.) 3 423.121 (May) M$61.49b (Feb.) 
% change previous month +10 na +05 +28 =17 +06 -05 
% change year earlier +25.0 420.14 +158 +188 +204 +94 412 


(1) Official and other estimates of GDP (GNP in Japan) (2) Consumer Price index A (3) M2 or currency ptus bank deposits (4) To March (5) MF definition of reserves minus gold except for Singapore (6) Customs basis. (7) fob 
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Currencies 


21 Aug. 
Australia dollar 
Bangladesh taka 
Britain pound 
Brunel doltar 
Burma Kval 
Canada dollar 
France franc 
Hongkong dollar 
india rupee 
Indonesia rupiah 
Japan yen 
Macau pataca 
Malaysia dollar 
Nepal rupeg 
New Zealand dollar 
Pakistan tupee 
Papua N. G. kina 
Philippines peso 
Singapore dollar 
South Korea won 
Sri Lanka rupee 
Switzerland franc 
Taiwan NT dollar 
Thailand bant 
West Germany mark 
nmunist countries: 
Other: 


1.3089 1.318 1.318 1.3153 1.349 1.234 
28.95 3215 na na na na 
0.6341 0.638 0.64 0.6295 0.632 0.621 
1964 1962 fa na. na na. 
20.50 670 na na na 1505 
1.1745 1177 1.178 1.1745 1.191 1.229 
6 606 6 598 6 6305 6 546 57 6.4865 
7.8065 ra 7.807 7.807 Li 1.805 
18 70 16.55 1665 16.558 15 299 14 254 
1,670.00 1,780.00 1,784.00 1,782.00 1,770.00 1,697.00 
14815 142.50 143 15 141 8 14175 133 85 
8.045 8.05 na ha na na. 
2.693 2.5685 20935 2677 2.6945 2.06 
2500 24 (0 na na na na 
1.56914 1.70 1.6964 1.7065 1.585 1.554 
20 40 2100 21 0289 2143 21 125 17.83 
0.802 0.87 0.867 0.8699 ha fa 
21 BB 2190 21 85 2150 21.60 21.07 
1.964 1.962 1.96425 1.956 1.97 2.039 
660 00 665.00 668 80 668 30 666 80 250 
31.00 35,65 36.14 35.59 34.115 32.564 
1.687 1.687 16955 1.6755 1.7955 1.609 
25.75 25.70 25.70 25 68 25.76 28 62 
25.90 25.75 2592 25.89 25.90 25.56 
19575 1 956 1 ab + 9385 20105 1913 


China US$=Rmb 3722 HK$-Rmb 0476 Soviet Union USt — Roubte ( 6401 Laos US$ - Kip 583 00 
Vielnam US$= Dong 3.800.00 Cambodia US$ « Riel 150.00 

SDR1-—1S$1 24883 £CU1-—US$10607. 5$1—M$13715. 1-—HK$12 304 

3 months forward. Japan 3€ 142.6035 . Hongkong HKS7.806 -Singapore 5$1.9083 


tMiddie rale "Selling rate Source: Telerate lor spot and forward rates from Asian money markets, Republie National Bank of New York and 


Interest rates (%) 


Hongkong Bank for banknote selling rales on the Hongkong market and Deak International Lid lor official rales 





Prime 1-yeartreasury Interbank Interbank Interbank Eurocurrency and Asian currency 
21Aug. lending bills/bondst — 1montht 3monthst Gmonthst — unit deposit ratest 
Australia — 1975 — 1750 1757813...172 1 3 6 12 
Britain 14.00 138125 1375 13.625 month months months months 
Hongkong 10.00 - 9 26 91875 900 = 
indonesia — 2250 | 1600 — 1700 —— 1850 USS 88/5 65/5 — $5/5 —$/5 
Japan "ius - 346875 — $50 550 ESiailing 1375 1375 135625 1325 
Malaysia —— 675 5548 $12 535 555 Yen $3105 5375 5375 53125 
New Zealand 15.75 — 12.65 1240 12.80 | 
Philippines 17:25 72.895 156875 — 1475 144275 Swiss Fr- — 71875 718/5 7125 — 69375 
Sout Kona 150 1500 = = se Dm 68/5 68/5 6875 6.9375 
Tawan 10.50 9.20 — — — 
Thailand — 1250 7 (175 1200 - AS 16:375 1650 1650 16.5625 
uS 10:50 8 338 900 89375 8875 C$ 123125 12.1875 1175 — 11825 
*Longterm **Shortterm — tOffered rate Source: Teleralg 


-18$0 45b (Jan -Mar 
—-US$.15b 
—US$0230 


US$1.77b 
—8.0 
+14.2 


US$222n 
+70 
+243 


1978= 100 
432.3 (Api -June) 
+19 

+88 


& 207 9b (Juna) 
+18 
+199 


Singapore South Korea Taiwan Thailand 

11 110 733 103-110 

6-8 6-8 6-7 8-10 

US$17.770 (Apt ) US$15.770 (June) US$74 960 (May! US$7 740 (June) 
US$15.906 US$8 98D US$7432b US$4 91b 
=US$1.44b (Apr June) —tS$005b(6) (Apr June) FUSS 196 (May-duly) — —'S$1 16b (Feb -Apr! 
—US$1 42b « US$0. 090 + US$ 810 —US$0 58b 
—US$1.18b *US$1.730 FUSS 320 -US$0.906 
uS$11.096 US$15 115(6) US$17 93b JS$4 51b 

+7 +74 +F -05 

+15.1 +46 +127 +230 

US$12 53b US$15 1606) US$13 74b uS$5 68b 
+104 +85 +115 $4111 

+158 +192 +94 +241 

June 82-May 83 = 100 1985 «100 1986100 1976-100 
106.0 (Mar.-May) 118.6 (Mas -May) 105.9 (May-July) 217.5 (Mar.-May) 
+09 +17 111 +13 

+19 +54 +45 +40 

5$45.42b (May) Won 49.384 (June) NT$5.20t (May) Baht 1,021.10 (Apx.) 
+24 +05 -05 #17 

+217 +174 +186 +214 


(8) cit (9) Excluding petroleum. (10) M3 (11) % change over past 3 months (12) One month Source: Official statistics 
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Effective exchange rates 
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Weighted for 1987 trade with the countries shown plus the US 
and Canada and 14 European countries 
Figures are for the week ended 21 August 


Source: UBS—Phillips & Drew 
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STOCKMARKETS 


« a a Hongkong slides on renewed China jitters a a a New York goes for 


consolidation a a a Australia continues buoyant ww a poor interim results punish 


Singapore in period ending 22 Aucust a u a 


The highlight of an otherwise uneventful 


Nikkei Stock Average, 35,114 35 


————————————————————— —————————————— 


34 000 


~ ON DG 


Hongkong 


Hang Seng Index, 2,543.56 


FMAMJ JAS 
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All Shares Index, 362.45 
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Kuala Lumpur 


KLSE Composite Index, 468.69 





ONDJFMAMJ JAS 


Bangkok 


SET Index, 663.53 


ONDJFMAMJJAS 


Composite Index, 1,136.40 


A si Se TES S 
0NDJFMAMJJAS 


trading period was the market index 
closing above 35,000 points for the first 
time. Trading lacked a focus, but blue 
chips with rising earnings were bought 
selectively. Nippon Steel was down ¥3 to 
¥827 and Toyota Motor rose x60 to 
¥2,720. Turnover was a slight 488m 
shares a day worth ¥884b (US$6.2b). 


After five days of straight losses on the 
back of another bout of China jitters, the 
market staged a recovery on 22 Aug. in 
thin trading. Losses occurred across the 
board. Cheung Kong lost 30 HK cents to 


HK$8.05, Henderson Land fell 30 HK cents | 


to HK$5.20. Average daily turnover was 
711.2m shares, worth HK$996.3m 
(US$127.7m). 


Profit-taking and some unexpectedly 
poor interim-results saw shares prices 
marked down across the board. Brokers 
said investors were also put off by falls in 
overseas exchanges. Hotel stock OUE fell 
405 cents to $7.55 while National Iron 
dropped s$1.10 to s$7.65. Volume 
averaged 109.2m shares, valued at 
$$180.6m (US$92.1m). 


Persistent profit-taking dampened most 
investors’ enthusiasm but strong demand 
for blue chips and institutional stocks 
ensured that prices remained largely 
unchanged by the end of the period. 
Wearne Brothers shot up M$1.80 to 
M$9.80 while Shell rose 90 M cents to 
M$8.15. Volume averaged 63.1m shares a 
day, valued at M$98.9m (US$36.8m). 


The market burst out of its previous 
trading range, climbing more than 4%. 
Turnover was strong, averaging Baht 
1.7b (US$66m) a day. Leading the charge 
were industrial blue chips. Siam Cement 
gained Baht 480 to Baht 5,166, Siam City 
Cement was up Baht 750 to Baht 3,786, 
and Jalaprathan Cement rose Baht 152 to 
Baht 955. 


The market fell for the second week, as 
rising interest rates prompted investors to 
shift to Treasury bills. Brokers hope that 
the listing soon of Robinson's Land Corp. 
and Cebu Shipyards will revive the 
market. Benguet Corp. lost P51 to P56, 
though a few blue chips made gains, such 
as PNB (up P12) and San Miguel B (up P2). 
Daily volume fell to 2148.3m (US$6.8m). 


0NDJFMAMJJAS 


New Zealand 


Composite index, 918.52 


Weighted Index, 9,827.72 


ONDJIFMAMJS JAS 


Barclays Index, 2,404.57 
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Bombay 
Stock Exchange Index, 709.90 
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New York 
Capital Int. World Index, 536.9 
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The market inched upward as the 
government indicated it would ease its 
tight liquidity policy. Volume eased 
slightly from the previous week, 
averaging 13.4m shares on daily turnove! 
worth Won 323.1b (Us$500.9m). 
Machinery, up 5.6%, and fabricated 
metal, which gained 4.195, led the 
market. 


Investors concentrated buying attention 
on industrial issues such as paper and 
construction. The index's advance 
towards the 10,000 point was 
accompanied by profit-taking. Tra 

was active with average turnover at 
NT$123.3b (Us$4.79b). Yu Foong Spinnin; 
Mill jumped of 17%. Ban Yu Paper gaine 
17.8%. 


The market recouped the previous 
period’s losses, buoyed by takeover 
activities and a positive response to the 
1989 federal budget, which was expected 
to channel new superannuation funds 
into equities. Turnover was 583.34m 
shares, worth A$1.093b (US$829.3m). IEL 
rose 5 A cents to A$2.25 after a A$1.9b 
management buy-out. 


The market resumed its climb to a new 
post-crash high as overseas and local 
institutional investors sought top stock. ^ 
balance-of-payments surplus buoyed 
sentiment. Fletcher Challenge closed 

19 NZ cents up at NZ$5.37, Brierley 
Investments gained 16 NZ cents to 
NZ$2.47. Volume for the period was 
122.7m, worth NZ$237.8m (US$159.9m). 


The BSE Index oscillated over a small 
range in another week of nervous 
trading. Despite opening the period on 
firm institutional support, an avalanche 
of investor selling depressed the market, 
which closed 26.56 points down. The 
closing prices for notable counters were: 
Tisco at Rs 1,215 (US$75.53), Reliance at 
Rs 105, and Colgate at Rs 310. 


Bargin hunting allowed stock prices to 
bounce back from a slump earlier in the 
period, to finish mixed in quiet trading. 
Low trading volume — an average of 
146.4m a day — and a narrow range of 
prices had Wall Street pundits forecasting 
a period of consolidation as the Dow 
Jones steadfastly remains shy of the 
2,700-point barrier. 
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Accommodation 


LONDON 
A C C SM M O D A T LO N 
Discover the advantages of a luxury 
serviced apartment over a hotel 








Ames) d International (A) needs a human igne researcher to 
m work on Cambodia and aspects of China and possibly other coun- © 
3 i as =R tries in Southeast Asia. This is a temporary contract from October . 

| us NA 1989 to September 1990. Candidates must have a good know- 

SOUTH KENSINGTON APARTMENTS a CAM BODIA AND D CHINA ledge of China and other countries in the region, fluent English and s 

99, Queen's Gate, London SW7 5AB, ar MORE a haat good Mandarin Chinese. Because of the temporary nature of this ik 
Te 01-244 6966 Fax: 01-244 8214 | NW dee i | post, only people already entitled to work in the United Kingdon ; 
Telex: 27322 | 21 "d | shouldapply. .— . | i: 

| SALARY: | Closing date 15 September REF No RD-1 to 

£14 687 per aia m interviewing week commencing 16 October 1989 * 






room — Send for details. . . 
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| d A perinaiierit réSeaicher i is also needed to work on Vietnam | d 
are RESEARC | TER |. other countri sin Southeast Asia. Candidates must have a good 
recommended VIETNAM M knowledge of Vietnam and the region. Fluent English i is essentia 
SALARY: : . French and Vietnamese desirable. t 


£14 687 per annum Closing Date 13 October REF No RD 


Both researchers will document cases, prepare reports and advi 
on initiatives to be taken by Al, particularly in relation to prisoner 
of conscience, trial procedures, treatment of prisoners and execu 
tions. Candidates must have proven’ research skills, sound politi 
cal judgement, the ability to work impartially, to work in a team and 
under pressure. Familiarity with the legal systems of the countries i 
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Personnel Officer, Amnesty international, International Secretariat, 1 Eas 
d FE international ton Street, London WC1X 8D.. Tel: 01-837 3805 (24hr eee) 
Please quote appropriate reference. 
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:| Everyone under heaven needs to know 
abot 1t China today 


a "i The CHINA TRADE REPORT has its finger on the country’s business pulse. 


m it provides answers to the basic question: Is there still money to be made from 
doing business with C hina? 





B What new opportunities are there for direct investment, joint ventures and trade? 
The rewards are ample for those who are patient and for the risk-taker. 





Postthis coupon today! - 


Authoritative r 
Now in its 24th year, the CHINA TRADE REPORT is pub- 
lished monthly by the Review Publishing Company Limited. 
It has been long acknowledged by leading business execu- 
tives throughout the world as the best informed, best statisti- 
cally up-to-date newsletter of its kind. 


Circulation Manager, Review Publishing Company Limited, 
G. P. O. Box 160, Hong Kong 


| 

i 

l 

| 

scu] 
Please enter my one year subscription (12 issues) for the CHINA _ E 
TRADE REPORT. | enclose a cheque/money order Cp 

jc RERO ER RN made out to the Review Publishing Company i 

Limited. Or, please charge my credit card (tick one): i 

i 

l 

i 
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American Express Qr Diners Club © 


Wide-ranging 
The CHINA TRADE REPORT covers. every issue affect- 
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ing those doing business with. China, whether trading, MasterCard O — Visa C] (Please print in block letters) 
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electronics; transport; banking; exhibitions; contract law ds he THES eae. d 
— and dozens more. | Signature: — I 
The CHINA TRADE REPORT also publishes ey ae Name: __ i: 
tics on all aspects of the Chinese. economy. It is crucial: Address: . 4 
T 
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Annual subscription rates: HK$2, 730/US$350 
Sent ai irmail an ^ nywere 1 in the w kd. | 
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Firm hand with a gentle touch 
The Philippines new economic planning 
secretary, mild-mannered non-smoking 
Jesus Estanislao, is a distinct contrast to his 
feisty chainsmoking predecessor, Solita 
Monsod, whom he replaced on 8 August. A 
bachelor at 49, he has a non-confrontational 
style, though his ever-present smile con- 
ceals what some colleagues say is an uncom- 
promising firmness in his beliefs. 

The powerful Lopez family found this 
out to their dismay when Estanislao unex- 
pectedly blocked the government's plan for 
the family to regain control of the Manila 
Electric Co. Estanislao said no single family 
should be allowed to control the strategic 
power distribution industry. 

An economist for most of his working 
life and a director at the Centre for Research 
and Communications (a bastion of the 
Spanish Catholic organisation Opus Dei, of 
which Estanislao is a lay member), he 
changed career in his mid-40s when he was 
made president of the financially troubled 
Associated Bank and managed to turn it 
round. 

After a stint as consultant at the Philip- 
pine Commercial and Industrial Bank, Es- 
tanislao was appointed by President Cora- 
zon Aquino to head the government's De- 
velopment Bank of the Philippines, which 
had become technically bankrupt because of 
the huge loans it extended to Marcos 
cronies. 

Jess’ took his doctorate at Harvard Uni- 
versity, which he visits every year to keep in 
touch with academic developments in the 
Ivy League institution and to shop at his fa- 
vourite bookstores at Harvard Square. 


Unionist's strong roots 


Australians are paying close attention to the 
countrys next union figurehead, Martin 
Ferguson, 35. The articulate and militant 

| Ferguson is to succeed 
as president of the 
Australian Council of 
Trades Unions (ACTU) 
Simon Crean, who 
will be trying for a seat 
in parliament in the 
next elections. 

Like Crean, Fergu- 
son comes from a 
Labor Party dynasty. 
Ferguson's father, 
Jack, was deputy premier of New South 
Wales, and his elder brother is a state MP. 

Ferguson's succession to Crean’s job is a 
foregone conclusion given that he is the pro- 
tégé of Bill Kelty, the ACTU's general secret- 
ary and most powerful figure in the 
brotherhood. His eventual move into poli- 
tics looks almost as certain. As a preliminary 
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PUBLIC EYE 


step to his more prominent public role, it is 
said he has been advised by a consultant to 
take elocution lessons and shave off his 
beard which, according to the image men, 
makes him look a little too radical. Thus, po- 
litical analysts are closely watching the state 
of his chin as a measure of his ambition. 


Luxury is good business 
Flamboyant Hongkong luxury goods king 
Dickson Poon, 32, seems to be in an acquisi- 
tive mood again with the purchase in early 
August of 20% of publicly listed Hongkong 
jewellery manufacturer and exporter Conti- 
nental Holdings. The handsome, high-liv- 
ing son of a Hongkong watch manufacturer 
and his stockbroker wife, Poon has shown 
great skill at exploiting the desire of Asia's 
new rich for material prestige. 

He started Dickson Concepts nine years 
ago with a HK$5 million (US$641,000) loan 
from his parents. His flagship is now valued 





by the stockmarket at more than HK$2 bil- 
lion. His 70-plus boutiques and department 
stores offer a wide range of luxury watches, 
jewellery and accessories under licence from 
such names as Polo Ralph Lauren, Hermes 
and Bulgari. 

His 1988 Hongkong society wedding to a 
Malaysian kung fu actress, which had a 
guest list of the rich and fashionable and fea- 
tured the release of several hundred doves, 
was a masterpiece of self-promotion. So too 
is each new boutique opening, normally a 
champagne-drenched affair guaranteed ex- 
tensive media coverage. 

Continental is his second less-than- 
glamorous purchase within the past 12 
months. In August 1988, Dickson Concepts 
purchased mass-market eyeglasses retailer 
Hongkong Optical. These two purchases in- 
dicate that beneath all Poon's grand gestures 
— best exemplified by his risky purchase 
and turnround of French luxury knick- 
knack maker S. T. Dupont in 1987 — there is 
a sober-minded businessman at work. 


FAR EASTERN ECONOMIC REVIEW 


A fallen pyramid queen 

Thai chit-fund queen Chamoy Thipso, 48, 
known as Mae Chamoy, once boasted that ~ 
the government would fall before she did. 

She was nearly right. The coup attempt 

which failed in 1984 preceded by half a year 

the collapse of her 10-year-old pyramid fund, 
which at its peak had taken in an estimated 

Baht 8 billion (US$310 million). After four 

years of hush-hush 
hearings, | Chamoy 
was finally convicted 
in July of defrauding 
16,231 customers of 
Baht 4.55 billion. 

Always a dealer 
in big numbers, 
Chamoy's conviction 
was worth a record 
143,965 years in jail, 
the court pointed out. 
But she will serve, along with seven co-de- 
fendants, mostly relatives, a maximum of 20 
years. It could turn out to be even less than 
that, for Chamoy still has many high-pow- 
ered friends who invested in the scheme, 
which offered 6.5% a month returns alleged- 
ly based on oil-trading profits. 

Many observers believe that when 
Chamoy disappeared for three months be- 
fore her arrest, she was at an air force base 
making sure the most powerful of her clients 
got their money back first. One indicator of 
the respect she still draws is that shortly after 
sentencing, Chamoy — as always donning 
her large-lens designer sunglasses — re- 
ceived in prison the deputy interior minister 
Wattana Asavahem. 





Archivist of repute 

Datin Zakiah Hanum Abdul Hamid, i- 
rector-general of Malaysia's Nationa s- 
chives, is a remarkable workhorse. For her 
achievements in upgrading her country's 
written records and raising awareness of 
great events and figures in Malaysia's his- 
tory, as well as for promoting regional coop- 
eration by training apprentice archivists 
from Southeast Asia and the Pacific, she has 
won the 1989 Magsaysay Award for govern- 
ment service. (Indian economist L. C. Jain, 
won the award for public service.) 

In addition to her job at the National Ar- 
chives, which she has held since 1977, 
Zakiah, a graduate in Malay studies, writes 
short stories, has had two books on Malay 
culture published, is involved in efforts to 
fight drug abuse and heads an Islamic 
women's action group, Pertiwi, which helps 
orphans and poor children. 

Zakiah expects to spend some of the. 
US$30,000 prize money on scholarly re- 
search in history, culture and the arts and, of 
course, on disadvantaged children. = 
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HERE'S A VEHICLE FOR IMPASSABLE ROADS 
AND IMPOSSIBLE OPERATION CONDITIONS 


In circumstances like these, what you really need is arobust and durable con- 
struction, a heavy-duty engine and easy control. All this you will find in the 


KamAZ-4310. 


& A high cross-country capability owing to the 
negotiated gradient of 40°, large clearance 
(365mm), heavy-duty low-smoking diesel 
engine, wide tyres with pressure control from 
the driver's cabin. 


* The self-blocking centre differential rigidly 
link the front drive axle and the rear carriage. 


E The brake system conforms to the approved 
European standards. 

* High speed. 

m= Adouble-stage air filter. 

* The cabin has a functional and comfortable 
design. It is built in two versions: one is com- 


mon and the other has room for a sleeping 
herth 


The KamAZ-4310 is easy to maintain owing to 
easy access to all parts and assemblies. 
Mass of fully equipped vehicle, kg 
Carrying capacity, kg 
Full permissible mass, kg 

distributed: on the front axle, kg 

on the rear carriage, kg 

Permissible mass of towed trailed: 

— On SOil roads, kg 

— on hard-cover roads, kg 10,000 
Engine power, kW (h.p.) IA 
Maximum speed, km/h 85 


ÆRAVTOEXPORT 


V/O AVTOEXPORT 
8, ul. Marksa-Engelsa, 119902, Moscow, USSR. 
Tel. 202-85-35; 202-83-37  Telex411135 


4,900 
10,100 


7,000 





The first steps you should take to start doing 
business in Australia. | 


If you'rethinkingofdoingbusiness ^ covers the whole of Australia and key youstep into the Australian market, step 
in Australia, the Commonwealth Bank financial centres of the world. into the Commonwealth Bank. 
will be able to give you a knowledgeable Putting us in the best position to 
introduction to Australia’s complex provide expert advice on investments, COMMONWEALTH BANK 
marketplace. markets and opportunities. OF AUSTRALIA. 


Our network of over 1250 branches All of which suggests that before Australia's leading bank. 


Sydney (Head Office), Tel 61(2)227 711. London, Tel 44(1)6000822. Frankfurt, Tel 49(69)290166. New York, Tel 1(212)8489200. Chicago, 
Tel 1(312)876 1200. Los Angeles, Tel 1(213)689 4702. Tokyo, Tel 81(3)213 7311. Singapore, Tel 65(224)3877. Hong Kong, Tel 852 5-221093. 





